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Abstract

Everest and Blanc (E&B) is at a crossroad. It grew from a ‘mom and pop’
operation into a small professional firm and plateaued. Thus, there is a desire to
bring about operation efficiency, followed by expansion of the company. In
order to be successful, a systematic decision making process is necessary to
ensure a high probability of success, and able to pinpoint dysfunctions early for
improvement. In addition, implementing processes need careful consideration
and progress monitoring. This study was founded on these premises using M2
mode research methodology to establish an optimal structural course of action by
surveying paradigms of management theories and concepts.

The study began with an exposition on research methodologies and focused on
the M2 research mode. It continued on with considering operations topics (micro
concerns), extending to general issues (macro concerns) in conjunction with
management theories and concepts. Finally a decision making model was shaped
and applied to E&B. During the process, several important decisions were made,
grounded on the findings on the research, such as relocating the corporate office
anticipating expansion. Overall, the changes introduced, the process of change,
the decision-making process, and implementation were all effective.

The decision making model, SOMM, Strato Operation Management Model, is an
extension of both Ansoff’s and Anthony’s management models together with the
decision-making process. The emphasis is on the relationship of the system
structure’s characteristics where it is symbolized by a matryoshka representing
the three management modules (Strategic Management, Management Control
and Planning and Tactical Operation) nesting within each other. Relating to the
overall strategic and management control and planning competency, the
workhorse is a combination of defensive and offensive approaches together with
evaluation methodologies to capture emerging and unintended strategies and to
control performance; whereas the tactical operation process is to bring about
efficiency and effectiveness.

These are new knowledge and policies cast into members of E&B. It is,
therefore, fundamental that careful interventions are necessary to cause changes
by motivation and to align goal congruency. Further, the inquiry had specifically
focused on the needs of E&B, it did not preclude application to other
organizations. For academics, it may be an engaging topic for further empirical
studies advancing knowledge in management and operations. With respect to a
wider world application, it was also concluded that the findings for E&B are
applicable and adaptable to other professional and business concerns as
innovative tools to their problems and issues.
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Introduction

The research inquiry of this thesis was carried out during the transition cycle
between “the best of times” and “the worst of times”. It was an inopportune
moment in time to flourish and emerge with prosperity effortlessly; but at a
juncture that required decisive managing until “the spring of hope” arrives.
A good decision-making model usually helps in this respect. With a good
decision making model, E&B only needs to spawn the appropriate
decisions.

This thesis is divided into six chapters.

Chapter 1 is organized as an introduction to provide an outline of the origin,
history, background, and competitive environments of E&B. It also
establishes the research issues and objectives of the study. Further, a brief
account on E&B’s challenges is also presented.

Chapter 2 presents the theoretical foundation of the dissertation: literature
review findings with respect to social science research methodologies and
strategic decision-making in E&B’s context and perspectives.

Chapter 3 anchors the M2 mode research methodology employed and
rationalizes the benefit and advantage of the choice.

Chapter 4 expands into the conduct of the research inquiry: how the inquiry
was carried out and findings reported. It continues by outlining decision
process prior to implementation of changes, how these changes were
introduced and the methods used to introduce the changes.

Chapter 5 addresses the effectiveness, limitations, and the merits of as well
as issues arising out of the changes implemented at E&B.

Chapter 6, the final chapter, recapitulates the findings of the study,
concludes with an overall comment and the findings’ contributions.

The fundamental thrust of this thesis is a study to capture the essentials of
strategic decision making, its application and to propose a viable model of
decision-making process that can support management and operation
functions at Everest and Blanc; thus surviving in this “season of darkness”
and increasing the likelihood of to creating a sustaining and prosperous
future. At the same time, perhaps, the findings of the study could contribute
insights for a wider audience.



Chapter 1
Background

The ultimate goal of this research study is to find an integrated management
process and to apply it to Everest & Blanc Corporation (E&B); thus
bringing about improvements to its operations and decision-making process
hopefully leading to prosperity. The primary focus is on finding a prescribed
workable framework, building on the strategic approach, to form a business
decision model and making it possible to gain an edge in the competitive
environment and to combat threats. Secondarily, it is to identify whether the
significance of this framework is applicable to the “wider world” in general.

This research study brings forward notions and collective wisdom available
in literature to shape a relevant tool: a general strategic structural framework
in context of E&B. Thus, in addressing the aforementioned objective, a
series of learning goals and research questions form the basis of inquiry
where the theme of the thesis is the dissertation of the findings that have
emerged and leading to the preferred way to carry out decision-making in a
strategic manner. This includes the process of making decision, ranging
from holistic to reductionistic, on formulation, implementation and
evaluation after conducting an examination of research methodologies and
concepts and theories.

This chapter outlines the background information of the company and, its
underlying competitive environment and defines the research issues. It is
organized as follows:

Section 1.1 provides a portrayal of the Company, Everest & Blanc
Corporation (E&B). It presents a brief history, organization structure, and
internal operations. It further articulates E&B’s core quality and intrinsic
weaknesses.

Section 1.2 identifies the fundamental objectives of the research inquiry
related to the Company, E&B, where the notions established may be valid
and significant to extend beyond E&B to serve other business/professional
firms." It further summarizes the research aims and introduces the
framework of the inquiry.

Section 1.3 deliberates an exposé of the competitive environment E&B
faced at the time of the research inquiry. The analysis includes the economy
and the residential market together with opportunities and threats with
respect to E&B. The analytical information was updated while the thesis
was prepared.

Section 1.4 concludes, building on Sections 1.2 and 1.3, with an account of
the present management strategies and challenges facing E&B.

" Refer to Chapter 6 Section 6.2 for consideration related to this topic



Section 1.5 presents a summary focusing on the overall purpose of the
chapter.

1.1 The Company: Everest & Blanc Corporation
(E&B)

Everest and Blanc’s beginning started with C C & Associates (CCA), a
practice of management and consulting accountants specializing in and
catering to small businesses. CCA was formed, shortly before the Author
and Industrial Advisor’s accreditation in 1979. At that time, inflation and
interest rate were high, and small businesses were suffering, eventually
spelling the end of the fiscal policy as the economic control instrument and
marking the beginning of the monetary policy as the economic control
mechanism.

With the increasing power of small computers, and a higher level of
computing knowledge and skills, CCA had an advantage over other small
consulting providers. This advantage was amplified by the housing boom in
the early to mid 80s. In addition, a further advantage was gained from the
massive business class immigration to Canada from Hong Kong, due to its
return to China in 1997. (The CCA (Industrial Advisor and the Author) had
the advantage of culture knowledge of the new immigrants.)

CCA expanded into business evaluation and subsequently property
management. As the property management arm grew, an opportunity had
opened up for expansion into property development. This venture holds
added risk; a limited liability status is required for enhanced protection:
Everest & Blanc Corporation was formed in 1994. E&B is principally a
service-oriented organization, but E&B has a sharing arrangement on some
properties and owns certain ones. Moreover, in order to take advantage of
the limited partnership’s tax legislations, most properties under E&B’s
management are structured in a limited partnership arrangement.

The two following subsections describe the organization’s structure and
internal operation together with its decision-making framework as well as
E&B’s inherent core characteristics (strength and weaknesses).

1.1.1 Organization

E&B is power culture and shamrock based, Handy (1986, 1989) [for detail
refer to Chapter 2 Sections 2.8] Organizational culture and Organization
Structure. The organization structure is shown in Exhibit I:
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Exhibit I The organization structure of E&B

Typical of a power culture base, E&B’s decision-making, control and
management are centralized at the head of the corporation, the Board
(Industrial Advisor and the Author) and the President (Industrial Advisor),
exerting a tight rein on the workers. The core group includes Industrial
Advisor (also acting as the general manager and controller), and the Author
(secretary and treasurer), two operation managers (property and
maintenance), two superintendents, and a lease administrator. The flexible
labour force is made up of two analysts and a pool of part-time workers
(accounting assistants) and maintainers, mainly university students. Further,
the contractual suppliers (not shown in the organization chart), employed on
a fixed fee and time basis, are required on demand, including maintenance
and repair contractors and professional consultants, whose expertise is
required periodically and crucial to running the organization. The design is a
functional structure; grounded on “fitness” [for rationale, refer to Chapter 2
Section 2.8 Choice of Structure], with a clear line of responsibility. The two
operation managers, in conjunction with the superintendents, the
maintainers, and the lease administrator carry out day-to-day tactical
operations such as routine decisions of repair and maintenance, and rental
administration. The analysts and normally two to three university students
(accounting assistants) attend to the back office administration and
bookkeeping. Corporate governance, executive functions, finance, security,
client/tenant relationships, contractual and banking as well as major
decision-making and strategic issues rest with Industrial Advisor and the
Author. Also typical of a property or a hotel management entity, there is an
added level of relationship when compared to most enterprises. While most
enterprises deal only with clients and suppliers a property management
organization also needs to deal with tenants/guests. This is an added level of
complexity: from a one-dimension rapport to a three-dimension rapport of
client to supplier, client to tenant, and tenant to supplier. However, E&B is
able to operate in the aforementioned simple functional organization and
shamrock framework, with the three groups of workers (the core workers,
the flexible labour pool, and the contractual suppliers) to manage and
administer the operations. This design is attributed to not being a choice but
a requirement since it is economical, easy to manage and flexible to respond
to changing situations.



There are about 200 property units scattered around central Toronto,
including two standalone principal properties. The two principal properties
are apartment buildings located in the centre of town. Place Alexandra was
built in the early sixties while St George Manor was built in the fifties.
Electronic security entry and CCTV systems were installed in the 1990s at
Place Alexandra when E&B was taking over management responsibility.

1.1.2 Internal Operations

Taking advantage of economic conditions and the advent of information
technology of the time, E&B evolved from a small professional practice
(CCA) into a small typical firm formed by professionals. The real estate
market began a downturn (after the housing boom) in the late 80s and early
90s and unemployment started to grow which provided opportunities for
CCA to capture some properties and clients as well as two competent staff,
willing to learn, improve and grow with the firm together, but with limited
experience in the industry. At the time, available functional software was
still cost prohibitive; however, application software such as Lotus 1-2-3,
dBase III, and WordPerfect were available. Hence, chores of management
control as well as administrative obligations were contained, in house, with
automation at reasonable cost. Applications models were specifically
custom-built in house until it was economically feasible to purchase the
more proper software when application software prices came down.
Enterprise Resources Planning (ERP) application software is still cost
prohibitive. Hence, E&B has the personality of a professional firm with
centralized control and important decision-making rests with the founders.
In this sense, E&B is very flexible, quick to respond and to take actions with
improvement continuously in operations, both strategically and
operationally with the flat organizational hierarchy. This is echoed in Handy
(1986) where the Power Culture, typical of a family or a small business, is
morphed from the Person Culture [for detail, refer to Chapter 2, Section
2.8]. Up to the present [Nov 2007], overall important decisions have been
correctly made, anticipated and generally progressing in the proper
direction. Although decisions have been made correctly and strategically,
operational decisions are made as they arise, at times, they are “fire-
fighting” activities using heuristics. There were several near disasters,
because of decisions made on the fly without consideration to consequences
and planning. Although better and improved decisions are being made with
experience, E&B needs an integrated process of decision-making to tie the
team effort, especially with growth and expansion anticipated.

E&B is already progressing toward the Role Culture mode of decision-
making and could be envisioned moving toward Task Culture later on [for
detail, refer to Chapter 2, Section 2.8] and Handy (1986), with growth. E&B
could become a centralized organization, decisions are based on
conservative values with tight authorization and controlled by procedures;
thus the speed of decisions could become slow and difficult to adapt to
change quickly. It would be necessary to cultivate the benefit of Task
Culture, task/work focus to find a better way of enhancing the decision
making process. Task orientation suggests a matrix organization [for



rationale, refer to Chapter 2 Section 2.8], working group with cross-
functional team in a project approach. Emphasis is on results, with authority
decentralized and flexibility to adapt quickly. This requires knowledge,
understanding among all, and established rules in place applied with self-
discipline. The intermediate Role Culture is inevitable. Perhaps E&B would
progressively drift toward a decision making leadership of a cross breed
between Role and Task Cultures with a decision process tightly integrated
with the proper tools.

The most critical quality contributing to the overall strength of E&B
presently is revenue (rent) collection and eviction processes ensuring no
delay of cash inflow. Rent is due on the first day of the month. Tenants use
several forms of vehicle to remit their rent: cash, cheques, post dated
cheques. Payments can be made at the management office within the
building through a slot at the door. The superintendent or the building
manager will deliver them to the corporate office or the treasurer/general
manager will pick them up. Upon recording in the books or copies made, the
proceeds are deposited on the same day. Within 2 days past the due date
and/or after verbal reminder, an eviction notice prepared in house will be
issued to the offenders who do not offer explanation or promises. Within 15
days, an application to the Tribunal for hearing will be made. Usually within
1 week, a hearing will take place and the consulting paralegal will represent
E&B to take the stand. A collection agreement will be made; otherwise, the
Sheriff will show up evicting the offender within a week. The last month’s
rent deposit (advance payment) is used to cover this potential loss. Some
diehard offenders, nevertheless, may make agreements and not follow
through or fight all the way to Court with all sorts of excuses to buy time. At
the same time, there are other issues such as “bounced cheques”: insufficient
funds in a tenant’s bank account. This is the reason for the daily deposit
minimizing the time takes to receive notification from the bank with respect
to these cheques.

1.1.3 Core Quality and Intrinsic Weaknesses

Thus, the aspects contributing to E&B’s present strength are continuing
improvement, low cost operation, flexibility in decision-making, quality
with value-added for customers, effective collection, and objective to
eliminate non-value added traffic.

Apart from the core competence, E&B has two major weaknesses. One is
being relatively powerless to combat the competitive forces, one of Porter’s
five forces (Porter, 1985), and the other is the potential problem exists with
respect to vacancies. Other weaknesses are rather structural in nature: lean
in staff, the nature of vintage buildings and equipments that require frequent
maintenance, resulting in extra cost and adding extra tension for staff.

E&B, a small firm in a highly fragmented market, is almost powerless with
reference to direct influence on suppliers’ and buyers’ powers, threat of new
entry and substitutions, and intensity of rivalry; another Porter force, with
the exception of perhaps some bargaining power at purchasing time on
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small price concessions. Relating to buyers’ power, the intrinsic weakness is
that E&B has few weapons to combat such vacancy threats, an observation
from past experience. E&B had previously experienced such a crisis with
loss of income and without recourse resulting from changing external
environmental conditions. However, at time of writing [Nov 2007], E&B’s
properties have no vacancies. Surveying the properties in the city, where
vacancy signs are placed outside of the buildings, and advertisements in the
two leading newspapers, has shown a decrease of rental vacancies in the
downtown core because of immigrants and people flocking to the city. This
could result in a false sense of security. Higher occupancy rates could be
attributed to three reasons: the demand ease for ownership of houses and
condominiums, the possibility of an increase in interest rate on mortgages,
and the aforementioned inflow of immigrants. “A number of factors
contributed to the tightening in the rental market, ... include increased
immigration into the Toronto area, contribution of landlord incentives,
lower rental unit completions and easing growth in home ownership
demand”, CMA (2005). However, the easing of condominium and house
demand is temporary only. Tenants could migrate over from the rental
buildings when the next batch of condominiums comes onto the market.
Further, the immigration level to Toronto could change direction and move
elsewhere such as Calgary.

At the moment, E&B’s staff level could be described as lean. They are
multifunctional and always operating at their limit because of pressure of
comparatively high fixed cost relative to the revenue volume. This probably
creates anxiety. Moreover, the two main properties are from an older era:
frequent maintenance and repairs are required to the buildings and
equipments that further amplify stress among the staff.

1.2 Research Objectives

As part of the DBA programme, the research process progressed through a
sequence of five research-learning goals with a series of four papers (for
Goals 1, 2, 3 and 4, and 5) prepared and submitted. The findings are
summarized in the sixth research-learning goal: this thesis. The program
requires 360 credits distributed among the research-learning goals where
each research-learning goal attracts a certain number of credits, and they are
outlined as follows:

Learning

Goals Objectives

Goal 1 Research Method and Decision Making
Goal 2 Strategic Formulation

Goal 3 Implementation and Evaluation

Goal 4 A Business Application Process Model
Goal 5 Application of Model to E&B

Goal 6 Thesis/Dissertation

Viva Oral Examination/Thesis Defense

11



Deducing from the research-learning goals, the research questions are
framed as:

Ql How can a good decision making process, leading to a high
probability of prosperity, be devised for E&B?

Q2 What is the decision making process and how can it be applied?

Q3 What are the tools required?

Q4 Would the method and tools established be applicable to a “wider
universe”?

The objective of Research-Learning Goal 1 is to find a viable research
methodology for this study, at the same time researching to gain the
requisite  knowledge fostering better decision making and operation
effectiveness in general - that is of prime importance to E&B. The inquiry
brings about:

1) Knowledge & choice of an effective approach for collection and
analysis in research
2) An overall assertion of the decision making process in a pre-
emptive and exploratory fashion.
3) The three fundamental components of decision making process
a) Formulation
b) Implementation
c) Evaluation
4) Anchors the holistic and positional strategies to a reductionistic
(operational) assessment process of decision making

The objective of Research-Learning Goal 2 is a continual articulation of
decision-making, leading from Research-Learning Goal 1, but finer in scope
allowing E&B to decipher its capability and plan its business. The focus is
on the Planning and Controlling functions based on Ansoff and Anthony’s
notions, Ansoff (1979, 1988), Anthony (1964, 1988), Anthony et al (1972,
1976), with concentration on activities of alternatives analysis and choice
activity of the formulation process including the basis of direction of the
process for implementation strategically.

Capitalizing on the previous two goals, the objective of Research-Learning
Goal 3 continues onto the implementation and evaluation processes:
mechanisms to execute and to control respectively the effectiveness and
efficiency of operations. Thus this is leading to a plausible and structural
decision process model for E&B in Research-Learning Goals 4 and 5
respectively.

The objective of Research-Learning Goal 4 is to structure a framework,
building on the strategic approach of decision-making formed from the
previous research-learning goals, of a decision-making model linking
strategy and operations.

12



The objective of Research-Learning Goal 5, under a strategic decision-
making approach, is to apply the developed structural model to E&B.

The objective of the Research-Learning Goal 6, the final goal, is to compile
and put together the findings of the Research-Learning Goals 1 to 5 into this
thesis.

In summation, this thesis, the 60 Research-Learning Goal, structured as a
collection of six chapters where it reports the research inquiry as a
thesis/dissertation to support the result of the findings.

1.3 Competitive Environment

This section concentrates on the competitive environment: the economical
situation, the residential market condition, and then digresses into the prime
opportunities and threats with respect to E&B’s rental activities.

1.3.1 The Economy

The economy may be close to entering the end of a robust cycle that has low
inflation and low interest rate putting a dampening effect on growth and the
residential market causing a shift in direction.

1.3.1.1 Inflation & Interest Rate

(The author keeps a log of changes in the economy, i.e. inflation and interest
rates, from various transient sources, and much of the following discussion
is based on that log.)

At time of writing [Nov 2007], it appears inflation will be inevitable with
volatile gasoline prices inching up together with the forecasted indication of
interest rate adjustment, and a downturn in manufacturing activities.

The Federal Reserve and the Bank of Canada (BOC) had both put a halt for
several sessions [May 2006 to June 2007] on interest rate (Government’s
intervention monetary policy tool) adjustment; however, the sessions’
accompanying verbatim signals were less than optimistic. It is also
evidenced by the US long-term bond rate has dipped below the short-term
rate (since Oct 2006), an inverted yield curve, and Canada is almost there
too, as shown in Exhibit II. Traditionally, for economists, an inverted yield
curve is an indication of a forthcoming recession: there is no incentive to
borrow now and to finance long-term future projects. This is an early
warning of potential problems ahead and signals the economic direction
would be less expansionary in the short run or the economy could even
become contractionary and leading to a recession. The direction would
depend on the government’s intervention in the economy, where
macroeconomic theories always call for four to six quarters for interest rate
to work its magic.
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Further, the rise and fall in interest rate are directly tied to the production
run and export of Canadian resources.

The BOC always argues, in principle, that the uncertainties whether the
interest rate will subside or increase rests on three important factors, 1)
whether production runs capacity continues to slip, 2) inflationary pressure
build up and 3) gasoline and energy prices together with other non-energy
commodity prices. When production runs are not enough to reach capacity,
a rate cut may be required to stimulate the economy. However, the rise or
fall of production runs is highly dependent on exports to the US, where
Canada has to compete with the global market, especially with the emerging
economies. The competition is fierce and continuing to evolve to a
bewildered state, as exemplified by the following:

A report in the (UK) Telegraph on Aug 31, 2004 said that British Army's
uniform even underwear would be manufactured in China. A further report
in the New York Times, May 2, 2001 said that the US Pentagon is reviewing
a policy on having military fatigue’s berets produced in China.

One consolation is that Canada’s foreign exchange continues to be needed
in the international market for payment for Canada's resources, a major
factor influencing Canada’s interest rate. Resources will be required from
Canada with the continuing development in Asia, particularly China with its
manufacturing growth, where prosperity will continue for at least until
infrastructures are ready for the next Olympic by Aug 2008.

The BOC had already increased the overnight rate from 2% in 2002 to
4.25% [May 2006], Exhibit IIl. It is a substantial increase to curb the
inflation pressure and this rise in the interest rate has already led to higher
mortgage payments and dampened the housing market, discouraging buyers,
increasing the number of renters, and causing contractionary pressure.
However, as Canada, is a resource rich country, with the demand for
resources in the US and the rest of the world, foreign exchange has grown,
reaching 1.10 $Can to $US [May 2007].
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This has provided an opposing force to reduce, compensate for, or even
exceed the contractionary pressure in spite of some manufacturing sectors’
woes. Thus, economic growth could still continue, translating to prosperity
and opportunities may be available to most sectors.

Therefore, perhaps dependent on the Government’s economic interventions,
recession can be eluded in the short run and instead Canada may experience
a slowdown or moderate growth.2

1.3.1.2 Growth

Expectations are anticipated that the National and Ontario growth would be
stable in 2007 and may slow down with a small leap in 2008. Toronto is the
major economic center of Ontario; the outlook is likely to be rosy by 2008
based on economic forecasts. Canada’s GDP is expected to grow by 2.7%
(actual), 2.5% (forecasted) and 3.0% (forecasted) in 2006, 2007 and 2008
respectively, RBC Economic Forecast (2007), where consumer spending
would increase by 3.8% during 2006, CMHC (2007) quoting Statistics
Canada. Ontario’s GDP grew by 1.3% in 2006 and expected to be 1.6% in
2007, and 2.8% in 2008, Holt and Goldblom (2007) quoting Statistics
Canada and Ontario Ministry of Finance

Further, while solid moderate to strong domestic demand in Canada is
expected to continue well into 2007 and business investment and consumer
spending continue to support this demand, residential investment could
settle down, CMHC (2007). Building permits issued have leveled off while
the number for the residential sector decreased but increased for the
commercial sectors. The manufacturing sector did reach its near capacity
consistently, as reported by the BOC, but “manufacturers appear reluctant to
increase investment in machinery and equipment”. However, this is
compensated for by capital spending in electrical generation equipment.
Nuclear reactor refurbishments in Ontario and New Brunswick are
underway; with possible new built in Ontario has been announced. Other
service sectors also expect capital investment to grow ~9% for both 2007
and 2008; employment is also expected to grow at 1.5% each year and

* Refer to Chapter 6 Section 6.3 for consideration related to this topic
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unemployment is expected to be steady at 6.5% to 7%, Provincial Outlook
Summer (2006A). This will lead to increased wage demands with the
growing economy in turn fueling the inflationary pressure. If the probability
of exceeding the BOC’s inflation target is high, it could result in continuing
interest rate hikes to control consumer spending and dampen inflation, thus
diminishing growth.

Nevertheless, recent economic data published [dating Mar 2007] by the
BOC showed that the pace of growth had started to level off, although
inflation slightly exceeds the BOC’s upper target, indicating short tem
interest rate may probably remain static in the near term or increase slightly.
Presently [Nov 2007], the market is expecting the economy to slowdown,
followed by a resumption in growth thereafter, according to the Canadian
Imperial Bank of Commerce (CIBC), HSBC, Scotia Bank, and Royal Bank
of Canada’s recent daily economic comments. This implies the BOC may
further adjust the interest rate in the short term but does not have enough
justifications to reduce the interest rate to stimulate the economy or to hike
the interest rate to curb inflation immediately.

Overall, this indicates a less than optimistic economy may be forthcoming,
but still provides high confidence for consumer spending and a continuing
intensified environment for consumers and competitors alike.

1.3.1.3 Market

The residential rental market has been under Government control by three
successive pieces of legislation. A Rent Control Regulation Act was enacted
in the early seventies. The Tenant Protection Act 1997 replaced the Rent
Control Regulation Act in 1997. Then, as of 31 Jan 2007, a Residential
Tenancies Act 2007 replaced the Tenant Protection Act 1997. Rent control
of the earliest legislation was under a predetermined guideline, the 2007 and
1997 Acts, although under some rent control, are under a market-based
policy; partially determined by supply and demand.

1.3.1.3.1 History and Background

Demand for lower and mid range units had been immense owing to influx of
immigrants to Ontario during the eighties and nineties coupled with rental
control that did not provide any incentive for builders to invest in these
types of units. Supply came close to an acute shortage. The 1997 Act
changed the scene overnight. Low and mid range units were since available
because acceptable return was again in the horizon. It had become a
landlord's market for several years until 2003 because of the strong
economy, the dotcom bubble, the low interest rate, and the low inflation.
Hence, the Toronto real estate market was bullish, market demand for rental
apartment units as well as real estate boomed; both rent and real estate
prices skyrocketed. Referring to Exhibit IV, rental-building growth has not
increased substantially since the rental control act was enacted in the late
seventies. The only substantial ‘boom’, observed in rental start was in 1992,
were Government subsidized units, Haider (2004). The mini blips between
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1984 and 1990 and 2002 that continues to date [2007] are owing to
condominium units and overall boom in housing construction.
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Exhibit IV Rental start in City of Toronto, adapted from
Haider (2004),
[Source CMHC and Statistics Canada]

This phenomenon is also shared globally in major cities. Renters and
“wanna be landlords” that have savings for the down payments are able to
take advantage of the opportunity cycle to become owners, thus eventually
causing grief to apartment landlords. Signs of the transition to a tenant's
market have become reality in the downtown core. Surrounding areas,
outside of the core, also have numerous “For Rent” signs up indicating
vacancies. Since many renters become owners, condominium units will
continue to come into the market for occupancy, though the number of
residential building permits issued has subsided somewhat, Cansim Table
026-001 Statistics Canada. However, the Canada Mortgage and Housing
Corporation (CMHC) had reported that the availability of rental
condominiums has little effect on the general apartment rental market in
Toronto, because these condominium units represent the supply source of
the high end of the market, CMHC (2007). This implies demand for
apartment units in the Toronto rental market probably would remain
unchanged from 2006 to 2007 and persist to 2008 and that the glut is only
temporary. Further, with numbers of building permits issued decreasing, the
interest rate remains static or slightly increasing and the continuing supply
of new condominium units to the market, there are indications that real
estate prices would level off somewhat, but competition still abounds and
remains unrelenting.

Toronto enjoyed a bullish market for several years until 2003. This, owing
to the aforementioned 1997 Act, changed overnight and more low and mid
range units became available because acceptable return was on the horizon;
but with the easy availability of funds due to the dotcom economy, rent was
also rising. Coupled with the low interest rate and a good economy, it was a
landlord's market several years ago. Hence, condominium units become a
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fashionable way for small investors to become landlords. Since rental
revenue is restricted and coupled with high maintenance cost, a great
number of sizable property management firms also retreated. The rental
market in Toronto, including condominium rentals, is therefore scattered,
with many small firms and individual landlords. Thus, the rental market in
Toronto has become highly fragmented.

Vacancy Rate Will Continue to Decline
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Source; CMHC Rental Market Survey, 1988-2005 CMHC Forecast

Exhibit V Vacancy rate in Toronto, adapted from CMA (2006A)

Legislations of both the 1997 and 2007 Acts limit rent increase to 1.5% for
both 2006 and 2007. This, together with being the tenant’s market, does not
provide any incentive to reinforce and to increase the supply of larger rental
buildings due to high operating overhead by large property management
firms. However, this is contrary to what CMHC had reported. CMHC
reported that larger rental buildings (>200 units) experienced lower vacancy
rates than small buildings (<50 units) and the vacancy rate declined in 2005
and continued to do so to 2007 and beyond, Exhibit V. This is attributed to
the larger rental buildings have better cash flow to invest in capital
improvement, to offer competitive rent and non-rent incentives to attract
potential tenants to keep vacancies low. They are also more efficient
distributing overhead costs (economy of scale). However, the direct
overhead cost savings from efficiency are not sufficient to compensate for
the increased indirect corporate expenditures necessary. This explained why
the large property management firms retreated. Instead, individual unit
(condominium units) owners tend to be individual investors or small firms.
The investors tend not to be speculators but boomers and generation X
professionals planning for the future.
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1.3.1.3.2  Toronto Market and E&B

From an urbanized development perspective, Toronto has slowly grown
cosmopolitan, starting in the late seventies when Quebec was advancing the
sovereignty movement. Many Montrealers and many firms’ head offices
quietly relocated to Toronto. Together with massive immigration from Hong
Kong because of the specter of 1997 in the eighties, population in Toronto
exploded. With Russia, Eastern Europe, South East Asia, and Mainland
China opened, waves of immigrants arrived; the majority chose Toronto,
Exhibit VI. Toronto, now, is truly multi-cultured; life comes alive with the
varied cultural activities. Immigration trends remain steady but upward.

Net-Migration Will Remain Steady
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Exhibit VI Immigration Trend Settling in Toronto
adapted from CMA (2006B)

From the Author’s personal observation over the past thirty odds years, it is
evident that Toronto has transformed from a sleepy rural economy of the
fifties and sixties into a metropolis. Not only Chinatown, but also Little
Italy, Russia and Greek Towns have emerged in Toronto. Events like the
Toronto International Film Festival are held each year. At the same time,
restaurants of almost each nation now exist in Toronto and some even offer
fusion too. The life-style of its citizens has changed; the city has become an
“in” place; singles and young and retired married couples (being without
children) prefer to live downtown.
Rental accommodation in Toronto “... is a function of the diversity of
amenities...include access to all major modes of public transportation,
proximity to a wide array of cultural and recreational opportunities, a broad
array of consumer and social services, and numerous employment
opportunities across many sectors of the economy”, CMHC (2005). “The
Toronto CMA experiences a net gain in population growth over the past
year [2005]. Immigration was the major driver of this growth, ... Well
established ethnic network and a more diverse array job opportunities ...
continued to attract international migrants.”, CMHC (2006A). However,
with growth, security may become a concern.
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E&B has full occupancy at time of writing [Nov 2007], a contrast to the 3%
average vacancy rate in May through Nov 2005, and 6%, Feb to May 2005.
One of the reasons is E&B aims at a niche market for university students,
both regular and co-op students; who command an impressive wage during
their work term, Application of Defense and Offence Strategies, Porter
(1985), [for detail, refer to Chapter 2 Section 2.8]. They are considered to be
at a higher risk by competitors because they lack sustainable sources of
income, prefer short-term rentals, and are usually liberal souls who could be
rowdy with little concern for responsibilities. Apart from students, being in
the downtown core, E&B could have all sorts of potential tenants. They
range from white-collar workers who are not interested in fighting traffic
each day to sex workers (e.g. strippers, table dancers), masquerading as
entertainers/actors/actresses and waiters/waitresses. Disturbances and
security related issues are inevitable with a mixture of culturally diverse
residents. However, E&B will not tolerate disturbances; security and
privacy are top priority. Any infractions will result in warnings and/or
leading to evictions under the Residential Tenancies Act 2007 or other
applicable legislation. A notable example is security; parking rule is strictly
enforced within the properties’ perimeter. E&B has the ability to tag/tow
any parking infractions, authorized by the Toronto Police Service under the
Provincial Police Act. While the fines collected go to the Toronto Police’s
coffer, these added services do provide a high level of comfort, privacy, and
security to the tenants.

1.3.2.1 The Mission and Objectives Tree

Profitability is the outcome of interaction between Revenue and Cost.
Growth of profitability is a result of increase in Revenue and/or decrease to
Cost, where this economic/accounting equation ties directly with Kaplan
and Norton’s notion that profitability leads from Revenue and Growth
strategy & Productivity strategy, Kaplan et al (2000).

The mission of E&B can be stated as:
To sustain profitability and to maintain a continuous inflow of cash for the
stakeholders together with capital growth.

However, to uphold such a mission secondary objectives necessitate that
E&B:
A) Maintain a productivity strategy
1) Efficient and effective operations
- Maintain liquidity
- Minimize cost
2) Continuous improvement to quality performance
- A good supply chain
- Maintain quality resources (Manpower and Assets)
- Maintain assets in excellent conditions (within reason)

B) Maintain a revenue & growth strategy

3) Growth and Expansion
4) Increase revenue by sales volume and/or price
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5) Advertise to attract potential, customers maximizing sales
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Exhibit VII E&B’s Objective Tree

The premise of E&B’s objectives tree is grounded on the
economic/accounting equation (Profit = Revenue less Cost) and Kaplan and
Norton’s balanced scorecard perspectives where the process is guided by Dr
G. Southern’s draft BBC TV Objectives Tree, Southern (2006).

It starts, top to bottom, from profitability (the mission), and branches to the
main strategies (Productivity Strategies and Revenue & Growth),
secondary/third/fourth strategies to be achieved, as shown in Exhibit VII,
and ends with Labour (competent staff with development) and Branding
(Image and Attraction). There are many immediate branches (but not
shown) detailing the levels of operating objectives before reaching the end
(Labour and Branding). The intention is to introduce the conceptual notion
of E&B’s objectives tree. It is to be considered in detail later on.”

1.3.3 Opportunities & Threats

One of the contributors to growth is overall spending in the economy, hence
creating opportunities in supply and demand. Thus, rental properties in
Toronto would have continued to be a highly scarce commodity, without the
massive construction of condominiums, as the preferred major landing
center for immigrants and business center. The niche market of students has
given E&B a continuous supply of potential renters, together with economic

3 Refer to Chapter 4 Section 4.4.1.1.2 where the E&B’s Objectives tree is considered in-
depth.
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growth; rise in interest and foreign exchange rates have also given E&B a
competitive advantage in opportunities.

With the massive volume of condominium units’ entry into the market,
being a direct substitution, demand for rental units declined resulting in an
increase in vacancies, notwithstanding the aforementioned CMHC’s
implication that it is only temporary. In turn, with excess supply, rental
prices dropped. Without exception, E&B has dropped the rental rate and
started to offer free parking, lockers, and sometimes a month’s free rent to
entice potential renters. Although E&B has full occupancy, at time of
writing [Nov 2007], the threat has not been alleviated. It is only temporary
owing to the influx of immigrants and students supporting the demand.
Expectation of immigration to Toronto is anticipated to be in an upward
trend in the next several years, but Toronto could be replaced by Calgary,
the present oil boom capital of Canada. Thus, the threat remains high.

The next batch of condominiums is expected to enter the market by
Fall/Winter 2007. Without exception, owners are members of the final batch
of the baby boomers and members of the generation X. A majority of these
acquisitions is for investment purposes; assurance of a steady inflow of
retirement income for the future. Others are simply owner-occupied. Hence,
the increasing supply is a threat to the rental industry as well as E&B.

Thus, the prime threat to E&B can be identified as increase of substitution
by the supply of condominium units increased and it will create price
competition. This competition will not relent in the next several years, but
will continue as more units come onto the market with baby boomers and
Generation X putting investment for the future.

14 Present Management Strategies and Challenges
facing E&B

E&B is currently cash rich, having recently disposed of one of the properties
located in the west end, as well as a decent cash inflow from operations; a
substantial amount of surplus cash is waiting to be re-invested for
expansion. This decent profitability is partly owing to good fortune and
partly because of the Industrial Advisor and the Author’s background and
experience together with centralized decision-making. However, decision-
making is not always systematic and at times it is based on heuristics and
intuition; somehow “muddling through”.

An example of the decisions E&B faces is a major upgrade coming due at St
George: window and balcony refurbishment as well as installation of a
security system.

Window and balcony replacement are extensive operations other than an
impediment to cash flow. Applications for building permits and inspections
by city officials at each of the steps are required; without mentioning
disturbances to tenants and extra work to the staff, though consulting
structural engineers and contractors will conduct the work. In house staff
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had been making repairs to the windows and balconies at minimal cost,
delaying the major cash outlay by 4 years. E&B’s philosophy (since both
the Industrial Advisor and the Author are accountants) is basically to spend
with restraint, as practicality allows without damaging reputation and
appearance.

Concurrently, the supplier of the electronic security entry system at Place
Alexandra has received notification that the present system will soon be
obsolete. The manufacturer will discontinue supplying the tags. The choice
for E&B is either stockpiling the tags or switching to an up-to-date system.

It has been recognized that in order to secure a higher probability of success
in growth and expansion, an approach is required to improve efficiency of
operations and effectiveness in performance. Perhaps from findings of this
research inquiry and managing risk properly, a practical methodology and
scientific approach can pin point dysfunctions and opportunities for
improvement. Nonetheless, success cannot be guaranteed, even with a good
design. Solutions and remedies could be implemented through lessons
learned rather than just “muddling through”.

Apart from better decision-making with respect to performance
improvement, even with enhanced and stringent control solely based on
financial information (cash flow status and monthly P/L statements) would
be inadequate. A better monitoring and control mechanism is in order.

E&B is currently providing opportunity and resources to support this
research study whose aims and objectives are expected to benefit E&B as
soon as possible. The ultimate objective is having a continuous increase in
return on investment derived from support and involvement of this research
undertaking. All owners have great confidence in E&B’s management,
partially because the Industrial Advisor and the Author (the directors and
officers of E&B) are part owners with an intrinsic interest in efficient
operations, and cash inflow is healthy. Further, properties’ operation
continues to be profitable, with sizable cash inflow and market price
appreciation.

Consideration to become full time workers is taken very seriously by the
Industrial Advisor and the Author, through being the main core workers;
both are part time workers at E&B. However, as operations are at full
capacity that expansion would entail immediate extra overhead, and with the
cycle of rise and fall of the real estate market, the move would be a rather
hazardous undertaking.
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1.5 Chapter Summary
This chapter laid the foundation and established the purpose of the inquiry
of this thesis:

1) The Company, E&B, and its core quality, intrinsic weaknesses &
competitive environment

2) Objectives of the research

3) Research issues

The history and background information of E&B were portrayed; indicating
E&B is sitting on a rather comfortable internal environment: cash rich and
possessing core quality but having some operational and structural
weaknesses to overcome. Further, the chapter delineated the purpose of the
study. It is to bring about process changes for improvement of performance
and secondarily it is to establish a viable decision making process to support
E&B’s growth & expansion.

Thus, this propels the inquiry’s objectives formulation with defined research
goals. It also further depicts the research issues with an account of the
present management strategies and concludes with the challenges
confronting E&B.
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Chapter 2
Theoretical Foundation and Perspectives

This chapter puts forward the pertinent literature review findings with
respect to social science research methodologies and strategic decision-
making. The findings include a description of the background of social
science research methodologies together with topics of research
methodologies and decision-making relevant to this research study.
Observations and conclusion derived from findings on research
methodology and decision-making are presented in Sections 2.1 and 2.8
respectively.

The layout of the chapter is as follows:

Section 2.0 relates a brief account of the origin of sociology research
methodologies, then steers though the research approaches relevant to this
research study. It closes with a rendering of the relevant research process
tools and a generalized research model.

Section 2.1 contains the summary and concluding remark of findings of
social science research methodologies (Section 2.0).

Sections 2.2 to 2.7 feature the decision-making and its processes, tools and
models of a strategic framework:

Section 2.2 begins with an account of the perspectives of decision
making which provides a glimpse into the history and insights of
decision-making.

Section 2.3 defines the three models of decision-making and then
develops the generalized decision process model.

Section 2.4 further elaborates on decision making with respect to
business organizations.

Section 2.5 elucidates the critical influencing factors with respect to
the decision making process.

Section 2.6 introduces three relevant logic tools that facilitate the
decision-making processes.

Section 2.7 presents the relevant making decision and management
models in connection with the strategic decision making framework.

Section 2.8 is the summary depicting the overall findings and observations

of the literature review on decision making (Sections 2.2 to 2.7) leading to
formulation of the Strato-Operation Management Model (SOMM).
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2.0  Social Science Research Methodologies

The severance between science and metaphysics occurred during the Age of
Reason and Enlightenment, around 1650 to 1750, Kondeatis (1992). The
scientific method was established. It was founded on the two concepts prior
to the Age of Reason, developed by Roger Bacon and Frances Bacon. Roger
Bacon subscribed to a recurring procedure in observing, hypothesizing, and
experimenting as a process to collect evidence for verification, while
Francis Bacon articulated causation. The scientific method notion, after
Enlightenment, also emerged in sociology or social science. Auguste Comte
(1798-1857) is considered to have coined the words sociologie and
positivism, Hughes and Sharrock (1997). The method of investigation is
positivism (positivist social science approach in research methodology): the
school of thought applying principles of scientific method to social science.

Emile Durkheim, Max Weber, and Karl Marx are known as the Trinity of
Sociology, Hughes and Sharrock (1997). Durkheim continued to support
positivism; however, he extended Comte's positivism to include indirect
measurements by concepts and constructs, still under the umbrella of
positivism. Weber, considered the father of sociology, broke away from the
confine of positivism and redefined sociology. This provided the framework
of sociology's interpretative approach, as oppose to Comte and Durkheim's
positive social science. While positivism does not have a social agenda and
interpretative social science approach concentrates entirely on research
subjects, ignoring passions of causes arising from the research results’ due
diligence, it was Marx further extended this notion of the interpretative
social science approach to the critical social science approach. This
approach is action and decision oriented, Neuman (2000). These three
approaches together form the three branches of social science research.

2.0.1 The Three Branches of Social Science Research
Approach

The fundamental research process in social science is classified under three
general approaches, Neuman (2000):

- Positivist social science
- Interpretative social science
- Critical social science

In terms of ontology, the approaches of positivistic social science and
interpretative social science lie at the two polar ends of the social science
approach continuum, while the process of critical social science grew with
noteworthy significance and evolved from the interpretative social science
and separated into a class of its own.

2.0.1.1 Positivist Social Science (Positivism) and August

Comte
Auguste Comte’s idea of sociology is a three-stage positive philosophy that
governs the human and social order, Comte, Thompson, ed (1976):
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- The theological stage dominated the world to the 15" Century.
Events were explained as acts of God in accordance with His will;
the power of kings and notions of their divine rights were a corollary
of this idea.

- The metaphysical stage followed. It started in the 16" century.
Metaphysics, religions and natural science were separated in the 18"
century. Metaphysics included social collectives, people’s rights,
and other phenomena that were explained by philosophical concepts.

- The positive stage science evolved and severed from religion and
metaphysics in the 19" Century. It was knowledge based and relied
on observations via the 5 senses instead of faith. The central theme is
society should be studied and understood as the schemes in natural
sciences. Social sciences were separating from philosophy and
religion similar to natural sciences did in the 18" Century.

It was in the 3" stage, the quantitative empirical concept, that social
science’s positivist notion took shape. The notion was grounded on factual
science paralleling scientific method in natural sciences.

2.0.1.2 Interpretative Social Science Approach

Weber's interpretative social science, a post positivism qualitative concept,
opined that the study of human being using positive approach was
inadequate, Neuman (2000). A human being is a more complex character
than objects of study in natural sciences. The study method thus needs to
utilize interpretation of the actions/results, causality and rationality to learn
about the research subject’s perspective as social phenomenon and not just
be based on observations to describe quantitatively. The inductive approach
(basic tool of the scientific method) is not sufficient; it has to couple with
conceptualisation - the main doctrine of his theory of Verstehen
(Interpretation). Sociology is therefore defined as “a science which attempts
the interpretive understanding of social action in order to arrive at a causal
explanation of its cause and effect”, Weber, Heydebrand ed (1993)

2.0.1.3 Critical Social Science Approach

Marx further extended the interpretative social science approach to what is
known as the critical social science approach, which is qualitative, action
and decision orientated, Neuman (2000). This approach refers to actions and
attempts to confront the injustice of societal relationship (mostly inequality
and conflict) seeking social reform after the result of some research studies
are known.

The goal is giving endorsements to the under privileged seeking fairness and
equality. “The central notion is to embrace empowerment and action trying
to correct the injustice after understanding of the situation of the research
study has been completed”, Neuman (2000). Critical social science, the
forerunner of Action Research, is considered distinct from the interpretative
approach; it helps to see pretense, reveal deception and cater to reform
society. A famous example of this approach is the researcher, who, based on
results of a population study in the inner city, mobilizes the under privileged
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renters, ill-treated, to fight against the greedy landlords by demonstrations
and to petition the government to provide low cost housing.

2.0.1.3.1 Action research (AR)

Action research (AR) can be considered as the offspring of critical social
science research, focusing on the issues of results identified from a research
study, to which it is the purpose of the underlining research, an application
oriented methodology. Lewin (K. Lewin, Action Research and Minority
Problems; Journal of social Issues Vol 2 1946 pp34-34) defined the term
“Action Research” in 1946 denoting an approach to research combining
theory building with research on practical problems. He emphasised the
collaborative relationship between a researcher and the participants. This
relationship affects the direction of the research as it implies that both the
researcher and participants are jointly involved in the research. K. Lewin
was being credited as the founder of AR, Cunningham (1993), Stringer
(1999) because of his most famous “tripe study”, during WWII,
commissioned by the US Government. The purpose of the “tripe study” was
associated with the food allocation in the event of food shortage.

There are many variations on the theme of action research, e.g. Action
Learning and Action Science, Cunningham (1993); Inquires, community
work, Argyris (1985); Evaluation, reflective practice, Stringer (1999), but
the basic principle is the same with minor adjustment. Stringer's view is a
much elegant and more simplified notion by referring AR as the processes
of Look, Think and Act, Stringer (1999); an act of decision making. This
translates to using data collections to build a scenario (a case), to explore
and analyse to arrive at an explanation, and to formulate a plan to be
implemented that evaluation follows. He further articulated the difference
between action research and other social research is an extra step of action
included in Action Research, after the research representation has been
reported in “written accounts”.

A case study, based on R. E. Stake, H. Simons, and R. K. Yin, invariably
involves the following six steps in particular, Tellis (1994):

1) Determine and define the research questions
2) Select the cases and determine data gathering and
analysis techniques
3) Prepare to collect the data
4) Collect data in the field
5) Evaluate and analyze the data
6) Prepare the report
Additional step, applying the findings from Steps 1) to 6), if the case is
action related:
7) Further action by others or the researcher (if it were
AR case study)

Hence, the implication is that an AR case study is an applied research
methodology.
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2.0.1.3.2 Mode 1 (M1) and Mode 2 (M2) Knowledge

Production
M1 and M2 research methodologies, Gibbon et al (1994), euphemisms,
signify respectively being pure and applied research methodologies.
The distinction between M1 and M2 is best articulated by Tranfield (2002):

- In M1, problem is being set and solved by the academic community

- M1 uses a disciplinary staff base patrolled by elite academic gate
keepers: professors

- M1 is based in institutionalised research organizations such as
universities

- In M1 dissemination is dislocated from knowledge production
activities and usually occurs downstream

- M2 is characterized as the production of knowledge from
application, Huff (2000). The producer of knowledge can be
academic as well as practitioners. Validation is not by peer
acknowledgement but by application. Gibbons et al (1994) argued
that M2 method of knowledge production is an “outgrowth” from
M1 and M1 may have its limitation and could be enhanced by M2

In essence, M1 and M2 are situated at the two polar ends of the continuum
of pure research and application research. M1 is the theoretical research
methodology producing “knowledge for knowledge's sake”, Huff (2000),
pursuing scientific truth by scientists, highly positivistic. It includes many
epistemic traditions such as subject discipline and is knowledge based. The
content of research is highly controlled by the academic elites, Whitley
(1984), and dominated by academics, Huff (2000), where practical
application of the theoretical knowledge is of no concern of the MI
knowledge producers. The knowledge produced is validated by peer review
and the objective is for solely the purpose of knowledge production, not for
application. In the event that it is applied, if it is applied at all, others and
not the original knowledge producer usually carry out the application. Since
M2 is related to knowledge application, it is application oriented and hence
grounded on theory developed and integrated concurrently. M2 knowledge
producers can be the academic elites or practitioners at corporations (Bell
Lab), government agencies (NASA), consulting firms (BCG), and
individuals with their own practices (Nobel). The implication is M2
necessitates to be transdisciplinary (cross subject discipline) where
application and theoretical development are intermingled, unlike M1 being
linear from theory to application, if applied at all.

2.0.1.3.3 The Research Process - Tools
Research tools, Neuman (2000), can be classified from the process point of
view, and generally include:

A) Qualitative (Leaning towards Interpretative Approach)
i. Comparison
ii. Contrast
iii. Profiling
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B) Quantitative (Leaning towards Positivistic Approach)
i. Experiment
ii. Survey

O) Content research/analysis (Literature Review)

The qualitative and quantitative approaches are at opposite ends of a
continuum parallel to the Interpretative and Positivistic continuum. The
qualitative approach employs techniques such as aims, questions, strategies,
evidence collection, and analysis. At the other end of the continuum,
whereas the quantitative approach uses techniques such as measurements,
source of invalidity, statistics and its description with validation by
inference, tests, correlation and regression. Despite these divergences, their
constituents are not mutually exclusive. Present day research methods
employed, at best, are leaning towards the two polar ends by degree.

A) Qualitative Analysis Tools

Application of comparison and contrast is to identify common
denominators, patterns, and disparities, variations respectively. John S.
Mills developed these methods of agreement and difference in the 19™
Century as a logical way to perform analysis, Neuman (2000). Combined
with the process of elimination, these two methods are the most powerful
analytic tools. Profiling can be traced to Weber's ideal type, Neuman (2000),
which is a process to build a model with the most optimal and probable
possibility to the circumstances offered. This model serves as a standard (a
benchmark) to compare and contrast against the situations under study.
Together with modus operandi of due diligence, profiling (comparison and
contrast to a standard) provides a complement to the methods of agreement
and difference.

B) Quantitative Analysis Tools

Concepts of variables and deduction are devices central to quantitative
research. It is the positivism approach; using measures of the direct
measurable or using concepts measuring the concepts as variables. An
experiment is an act of an empirical nature to capture knowledge by
observation, whether to disprove or confirm some known paradigms or to
discover or establish some previous unknown paradigms. Survey is a non-
experimental study to examine an issue or some characteristics
systematically to produce an opinion after analysis, notably in conjunction
with statistical measures to provide credibility, a cornerstone of the modern
day research analysis.

C) Content research/analysis (Literature review)

A literature review is defined as information and evidence gathering from
prior debates and researches; permitting value-added knowledge to be
recognized.

The purpose of content research is to identify current research and theory
related to the content of the proposed study. It draws information from prior
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peer knowledge and to determine the direction of the research at hand and
revealing the remaining issues; gaps left unresolved waiting to be addressed,
Cooper (1984). It is a pre-requisite of any research program to ascertain that
the research undertaking is not a duplicate of others. Further, it also serves
as a source highlighting data collected from experiments allowing quasi-
empirical evidence as a base for support of a research topic. As such, it deals
with arguments and premises, interpreting the cause and effects by drawing
together results from assessing the source data, and hopefully concluding
with valuable deliberations.

2.0.1.34 The Research Process - A Generalized Research
Model

Knowledge acquisition is wedged between reasoning and observation, a
somewhat decision-making process. A typical process can be classified into
seven phases, Frankfort-Nachmias (1996), in the overall architecture of a
pure research mode (M1):

1) Problem identification

2) Making hypothesis

3) Designing research method to collect data and measurement
4) Measurement collection

5) Data (whether qualitative or quantitative) collection

6) Data analysis

7) Generalization (construction of a theory)

An additional phase would place the research in an applied mode (Critical
Social Science/Action Research mode)
8) Action Taking

The eighth phase, Action Taking, is based on the result of the findings and
takes action to deal with the issues collectively. This is crucial and particular
to Action Research.

21 Summary & Concluding Remarks of Research
Methodology

The architecture of a research process is fundamentally common to all
research studies. Regardless of what method is used, the same general
procedure is evident; deviations are mainly relating to the progression
(whether qualitative or quantitative) in data collection, measurement, and
actions’ presentation differentiating between the different methods. Further,
the nature of the M2 research method (recurring set of Steps 1 to 8 in
Section 2.0.1.3.4) is implicit in the generalized research model.

A cyclic nature always exist in research, as anomalies may be observed
from the generalization created in the current state of the theory (measured
by way of literature review) and this current theory is not sufficient to
support an explanation of the anomalies. Subsequent research continues and
may create a new theory/finding. The cycle will repeat in this fashion and
continue to contribute to the progress of all sciences, both natural and social
- a temperament of paradigm shifts and kaizen.
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2.2 Decision making
Around 1900, business schools emerged and started teaching strategic
change and new product development, Mintzberg (2003).

However, organization decision-making is not an invention of the 20"
Century. History indicates that business and organization decision-making
only flourished after the Industrial Revolution. Prior to that, power and
liberty were not in the hands of the mass; aristocrats and the Church
controlled the ‘major decisions universe’, whether military or
organizational, Comte, Thompson, ed (1976). It was not until the rise of
middle class, in the Romantic and Revolution Periods (Freedom, Liberty,
and Fraternity), that freedom of choice (decision-making) changed the life
of ‘peasants’.

Most interestingly, decision-making only became a formal study after
WWII with the invention of operational research, and it truly became a
complete recognizable entity with the emergence of strategic decision-
making (management) in the sixties.

2.2.1 The Historical & Management Perspectives
Decision-making was simple and straight forward during the time when the
market was stable, with unchanging demand for products and services. The
decision was either to determine what or how many to produce and deciding
who to serve first. This universe, in general, was in existence for hundreds
of years because demand had always out paced supply even after the
Industrial Revolution - with the introduction of machinery and the factory
system. Production moved from cottage industry to the factory and
contributed to the advent of the middle class and professionals; the class of
workers required to manage the specialized workers. This new class of
workers known as management was emerging and the size of a company
was proportional to the number of these workers. They did not directly
contribute to output, with them on payroll, overhead increased. They added
cost and placed a burden on profit. Hence, it was necessary to justify their
existence by improving performance and to cover for the extra cost amongst
other reasons such as further improving profit and increasing supply to the
inherent demand. It was a time of “strategic turbulence”, Ansoff (1988),
efforts were made to modernize, beginning in the Renaissance, new
production and organizational technologies: this constituted a strategic
change.

It was not until the turn of the 20™ century that work processes were de-
specialized with mass production, the fruit of the strategic effort on
industrial structure created during the Industrial Revolution, Ansoff (1988).
Applications of Taylor's scientific management and Ford's mass production
process in operations management are the two most influential management
decisions in history.

Taylor's operations strategy revolutionized the manufacturing process. This
mass production mechanism contributed to a decrease in unit cost of
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production (economy of scale) allowing affordability. It began with Ford's
Model T production; the application of the scientific management approach,
a concept of process re-engineering of the time. Although Adam Smith in
his work, The Wealth of Nations, 1776, already had advocated segregation
of duties and mass production, but it was carried out by skilled workers and
continued to use the existing processing method. The scientific management
process included tools such as time and motion studies, training,
organization, and job designs, but most importantly, unskilled workers are
being considered merely extensions of machines, which was revolutionary.
Workers were presumed to be solely motivated by economic factors. This
was a paradigm shift and caused the first organizational culture (practice)
change in American factories with organizational development coupled with
system intervention and business process reengineering.

Owing to standardization, segregation of duties, and repetition of task,
riding high on the learning curve, there was a tremendous increase in
productivity. With increased productivity, as a consequence, goods and
resources available to consumers also increased at affordable prices. It was a
winning business idea: offering excellent utilities at an attractive price for
consumers while delivering decent profits, echoed in Kim and Mauborgne
(2000).

Concurrently, management control was also evolving. H. Fayol and C. L
Barnard advocated the management control hierarchy and the bureaucracy
system complementing Taylor's operation scheme. Fayol, in his monograph,
Industrial and General Administration, 1916, provided an analytical
framework for management and dealt with the definition of administration,
Hodgetts (1982). Further, C. 1. Barnard, using logical analysis of
organizational structure and applying sociological concepts to management,
in his book, The Function of Executive, 1938, theorized and contributed to
the development of the higher level of management theory: the forerunner to
strategic management. The executive should maintain a network of co-
operative hierarchies via 3 executive functions, Hodgetts (1982):

1) To establish and maintain a communication system

2) To promote and acquire effort from employees

3) To formulate of the purpose and objectives of the
organization

These laid the monumental foundation for strategic decision-making in
management, although the scheme has been in use for thousands of years in
ancient empires and governments as well as military organization.

Prior to the development of railroads in the mid 19™ Century, business
enterprises had remained small and firms were not able to influence the
market. Classical microeconomic: supply and demand concepts operate
under a basic assumption that firms are not powerful and dominant enough
to influence the market. Vertically integrated multi-divisional corporations
only came into existence in the beginning of the 20™ century. These firms
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acquired the capability to “alter the competitive environment within their
industries and even across industries”, Ghemawat (2002). In particular, it
was GM that started development of multi-divisional firms exploiting
economy of scale and mass production. Firms started to have some
influences in the market-place, marking the beginning of the strategic
management movement, Ghemawat (2002). Ghemawat (2000) further
articulated that Alfred Sloan (GM's CEO from 1923 to 1946) formulated
strategies based on Ford's strength and weakness. Sloan gave the world
color and model change while Henry Ford's Model T strategy allowed the
customer to have any color as long as it was black, Drucker (1990). It is
clear that firms wishing to gain competitive advantage and influence the
market need to come up with certain innovations and make decisions on
what and how to innovate and change (continuous improvement) in order to
adapt to the environment.

Although mechanization and mass production methods improved efficiency
and productivity, supply of goods was still not able to out pace demand. The
main decision and strategy continued to be how many to produce. When
demand could have been satisfied somewhat due to progress, it was
interrupted by World Wars.

In the rebuilding effort after the Second War, production was required
across the world. Free trade and business were promoted among nations
leading eventually to globalisation of business and competition. Massive
reconstruction took place in Europe and Asia. Firms expanded to meet
demand. The world saw the formation of International Monetary Fund IMF)
and General Agreement on Tariffs and Trade (GATT), as well as, the
International Bank of Reconstruction and Development (IBRD) or the
World Bank. Cheap labour was abundant in those depressed economies after
WWII as well as financing was generously available from the World Bank
and IMF. Hence, these organizations facilitated world trade and the
reduction of trade barriers, Hutton (1988).

Basic demand started to reach saturation by the mid 50s and with the advent
of manufacturing technology, current industrial methods became obsolete,
Ansoff (1988). Consumers had not always been satisfied with the products
available, but tolerated them, because there were no alternatives.
Coincidentally, by the 1960s, demand became stabilized with major
reconstruction and development completed. “In Japan, companies rebuilding
from the shambles of WWII were beginning to create an entirely different
approach to production”, Hays et al (2004). As a result, growth was
phenomenal in Japan and the Far East. They learnt from outsourcing
assignments, and acquired and adapted the accessible manufacturing
knowledge and innovations. This adaptation was inevitable; partly owing to
the need for survival and partly owing to their inherent national value and
culture, learning ability, and existing theoretical and technological know
how.
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Foreign industries gained prowess with superior, advanced manufacturing
and engineering capabilities, Hayes et al (2005), thus mounting an attack on
Anglo-Saxon markets. With “better quality, better reliability and lower life
time cost, better value for money and greater responsiveness to customer's
demand for greater product variety”, Hays et al (2005), consumers choose
the imported goods. In such an environment, there was a threat of becoming
extinct; it was necessary for the industrial leaders of the Anglo-Saxon
cultures to devise plans and strategies to compete for survival.

The Anglo-Saxon cultures were forced to increase planning scope and
insight with consideration of a more macro outlook, Ghemawat (2002).
Strategic management as a decision-making weaponry re-surfaced in the
1960s as a tool in the business circles combating competitions.

At the time, the human relation approach was still prevalent in Anglo-Saxon
cultures and it was employed together with the scientific management
approach. However, the organizational decision-making theory made its
debut, Hax and Majluf (1981), where socio-technological, contingency and
other approaches like TQM were already making their mark in the Far East.
“Change based on TQM philosophy was pioneered in Japan by W. Edwards
Deming and Joseph M Juran, after WWII, as part of General MacArthur's
rebuilding program”, Schneider et al (1996).

By the 1970s, Japan and other Asian countries as well as Germany were
able to export quality goods to the Anglo-Saxon markets at competitive
prices while other industrialized nations were still using dated production
decision-making methodology without realizing it. The management tools,
based mainly on assumptions of continuous demand, remained unchanged.
Financial control methods and management thinking were also inadequate,
Ansoff (1979), that is, management was still under the impression of being
in a near monopoly position. “In the early 1980s, US industry had just
begun to accept that it might be vulnerable to foreign competitors”, Hays et
al (2005); the industry leaders of [Anglo-Saxon societies, Choi (1995)],
realized that their goods were too expensive, with high defective rates, and
higher tolerance, lengthy delivery times and lack of design innovation;
echoed in Hayes et al (2005). In addition, there was built in obsolescence.

TQM, finally received attention in North America in the 1980s, Schneider et
al (1996), focused on customers and required every facet of the organization
to be involved including top management. Individual elements of TQM
management tools such as JIT, continuous improvement, and supply chain
management received special notice in North America. This led to a
paradigm shift and invention of notions of lean thinking, corporate culture
(practice) and managing change.

The whole misfortune in the Anglo-Saxon culture was attributed to a lack of
unawareness that the environment had changed from a supplier oriented
market changed to a customer demand oriented market and an inability to
respond timely and accordingly.
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2.2.2 The Academic and Economic Perspective

In the academic world, Harvard has offered a course call “Business Policy”
since 1912, Ghemawat (2002), which was later renamed ‘“Strategic
Management”. This course was designed to integrate functional disciplines
like accounting, operations, finance, and marketing to present a broad
perspective in business on strategic undertakings. Contributions from G. A.
Smith Jr., C. R. Christensen, and Kenneth Andrews in the 1950s led to the
framework of the strategic formulation process known as the Harvard Policy
Model: the SWOT concept. While modern concepts of strategic
management are directly descended from business policy works of Henri
Fayol (in General and Industrial Management), Peter Drucker (in Practice of
Management) and Alfred Chandler (in Structure and Strategy); it was
Ansoff who formulated the formal notions of strategies in corporate
organizations, Wren (1994). Ansoff’s notion (the Planning School) and the
Harvard policy (The Design School) grew around the same time, Mintzberg
et al (1998). Ansoff's school used terms like long term planning, strategic
planning, operation plan, and specifically defining goals and objectives. It
appears to be a natural process: extension of the Harvard Model structure.
However, it was Dan Schendel and Charles Hofer who are credited with
renaming the process from Policy to Strategy, Wren (1994), Schendel
(1994). While the academics were developing this higher order of decision
making process, “a unifying theme that gives coherence and direction to the
actions and decision of an individual or organization”, Grant (2000), the
business world still continued using planning techniques such as operations
research that prospered after WWIIL. Industry leaders concentrated on
operations because they refused to believe in and/or lacked awareness of the
change in the environment.

Prior to the 19™® Century, trading seldom extended beyond nation states but
was restricted to the nations’ colonies, Hutton (1988). It was not until the
end of the 19" Century that world trade really began to prosper. Although
mercantilism as a doctrine died in the late 1700, the policy lived on. Raw
materials and semi-finished goods or goods from outsourcing assignments
were exported from the underdeveloped and war torn economies while
finished goods were imported and sold at much inflated prices, a situation
similar to ruling nations trading with their colonies. At the same time
consumer goods were imported to these countries and supplied the
equipments and industrial infrastructure to rebuild and develop their
economies. Almost everything was in shortage after the end of WWII;
demand exceeded supply. Rudimentary processes were used mainly in the
area of budgetary planning and control in operations and capital budgeting
coupled with corporate planning on future growth, Grant (2000). The main
decision was to decide on how many to produce rather than innovate on how
to produce. The Big Bad Wolf was already knocking at the door when it was
realized that the environment had shifted, coupled with the oil crisis in early
1970s, a new control tool in decision making, strategic management process
(developed by Ansoff and the Harvard group) became fashionable and has
remained the buzzword. This paradigm change was mainly because focus is
needed to re-align from a static environment to one that is dynamic and
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better to position and influence the market as related to competition. It is
analogous to better defending one's territories and invading enemies'
territories [for rationale, refer to Section 2.7.3 (B)]. The weaponry (process)
has been the Harvard Policy Approach: SWOT Analysis.

Decoding of the secret of the East was needed. It is mass production
together with stringent quality control and lean manufacturing based on
activities and common sense principles. These principles led to tools like
Just In Time (JIT), Total Quality Management (TQM), Design for
Manufacturing (DFM), Quality Function Deployment (QED), Quick
Process Development (QPD), Computer Integrated Manufacturing (CIM),
Supply Chain Management, resulting to Continuous Improvement (Kaizen)
and process re-engineering, both in business and manufacturing processes.
By 1990, the competition situation had greatly improved production quality
and productivity was near the Japanese level in the West, Hays et al (2005).
US companies formed strategic alliances with Japanese firms, “to develop
Keiretsu (Corporate groups help to subsidize each other in time of
difficulties, avoiding divestiture, even to those foreign firms that have been
taken over) like relationship...”, Choi (1995), in order to learn from the
Japanese. Consequently, the US developed a strong dependency on Japanese
Corporations, Choi (1995) as well as other countries in the East.

The competition started in the 1960s and 1970s continues, but more fiercely
with the help of IT and ease in communications. The world saw liberation of
trade, business deregulation, globalization of business, an euphemism for
massive outsourcing, increased terrorism, (Sept 11, on the soil of North
America, first time), and massive ethics problems with business leaders
(WorldCom, Tyco, Enron, Lord Black), just to name a few. Owing to the
availability of massive cheap labour and the advent of IT technology,
outsourcing to underdeveloped economies has crossed over to white-collar
work. Services are outsourced, such as, call centers and high tech services:
engineering consultation, software design and development, and
medical/hospital ancillary services (interpretations of X-rays and NMR
imaging). Resulting from these trading/industries; the Far East holds ~50%
of the world's foreign reserves of US dollars and Euro combined in 2004
[still holds truth at time of writing Nov 2007]; the largest US Treasury bill
holder is China, in effect, China has been financing US prosperity,
Duisenberg (2004). A majority of the manufacturing facilities, taking
advantage of the low cost of living in China, are producing goods for US
consumption. While China becomes industrialized, physical infrastructure
requires resources, being a resource-based nation, Canada enjoys a
tremendous trading advantage. The first interest rate hike in China, in Nov
2004, signaled a desire to slow down growth to avoid high inflation and a
cautious move in preparation for the US to deal with its deficit; which
required immediate attention, Duisenberg (2004). Together with foreign
exchange revaluation, though symbolic, it has measurable strategic
influence on the economies of the rest of the world.
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The implication of outsourcing, the problem of increased terrorism, and
issues in ethics will cause havoc and new challenges. Protectionism will
probably soon be in fashion again, although the productivity concept
promotes outsourcing, Porter (1990) [for rationale, refer to Section 2.7.3
(A)], due to job losses to underdeveloped economies as well as because, in
the interest of national security because, control of national borders will
hamper global businesses. In turn, the world economy could be in turmoil.
Government would lay down regulations focusing on business practices,
and dampen the world economy via banking regulation (flows of money).
Decision-making in such a new environment will call for new dynamics and
new measures in strategy management; potentially another paradigm
leapfrog from what has been known from 1970/1980 to date. It is paramount
to adapt to this new environment that calls for strategies to deal with
uncertainties (risk management); decisions on the magnitude of continued
outsourcing, efficiency and effectiveness with responsibilities in corporate
governance; in the face of Governments’ heavy handed intervention in
addition to European Information and Consultation Directives, Sarbanes-
Oxley and Anti-money Laundering Acts.

Hence, decision-making becomes a critical concern where it is a process to
choose amongst alternatives to acquire the best utility or some other
predetermined criteria and conditions, especially risk management in
conjunction with adapting to the environment.

2.3 Models of Decision-making

Various research studies and models exist in decision-making, but they all
point to 3 classes of decision-making models, Hellriegel and Slocum (1974),
and an overall generalized model:

- Normative or Prescriptive (what ought to be) Decision Model

- Psychological or Descriptive (what actually is happening) Decision
Model

- Composite Decision Model (Organization Decision-making Theory)

The overall decision-making process,
- The Generalized Decision Process Model

2.3.1 Normative or Prescriptive (what ought to be)

Decision Model
Normative decision model (theory) is concerned with finding the best
solution with perfect information to decide on an optimal decision. It is
related to a fully rational and prefect decision-making process; hence it is:
what ought to be. This model, developed by economists, is related to utility
theory for optimisation. Solutions involve economic factors; tools to
improve the effectiveness of managerial decisions. Decisions are made
based on the planned action where outcome is compared. Examples of
models facilitating planning are SWOT analysis, breakeven analysis, payoff
matrix and decision tree. For complicated solutions and decisions, more
sophisticated tools, generally known as operational research tools, are used
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to simulate reality, with econometric studies, e.g. sets of complex equations
are used to determine whether to use monetary policy or fiscal policy to
stimulate the economy.

Being a decision theory, a decision can be considered as the relationship
between the elements: Actions (A), States (S), Events (E), Utilities (U), and
Probabilities (P) expressed as:

D=f(A,S,E, U, P)

Using whether to accept the offer from Business School, University of
Glasgow, to transfer from the DBA programme to the PhD programme as an
example for illustration:

Actions - DBA programme or Ph D programme

States - The sets of demands, knowledge, satisfaction, etc.
(to consider a few, but it could be numerous) arose
from the degrees

Events - A respectable doctoral degree vs. a more respectable
degree
Utilities - How satisfied if the choice is the Ph D programme

and it turned out to be less respectable than the
DBA? Or alternatively, if the choice is DBA and Ph
D turned out to be more respectable. Which
programme requires less expense, time, effort, etc?
This is an opportunity and marginal cost
consideration.

Probabilities - The risks and uncertainties of each of the events and
utilities

The decision can be based on these elements using the payoff table or
decision tree to formulate a problem to arrive at an optimised solution with
maximum benefit. In order to arrive at a rational decision the calculation
could be very complex and combinations are numerous, depending on the
number of factors. Tools like linear programming or other operational
research schemes with super computer power are required. This type of
decision-making is a typical design of mathematicians and economists to
achieve optimal solution. Even with advancements in IT, only simple
models can be processed. However, psychologists study behaviour, noticing
decisions are made using a process similar to problem solving, but it is more
context dependent.

“Decision makers can satisfice by finding optimum solution for the

simplified world, or by finding satisfactory solutions for a more
realistic world” - Simon (1978)
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2.3.2 Psychological or Descriptive (what actually is
happening) Decision Model

Motivation and behavior studies try to explain and describe human decision
processes in organizations. Models provide the mechanism to determine and
to comprehend the underlying reason why decisions are made, whether
irrational, illogical, inconsistent or rational. Descriptive decision theory is
related to what is actually happening in decision-making. It is impossible to
consider all alternatives (under the numerous States, Events); in this model,
developed by psychologists, the decision-maker merely needs sufficient
information to make the decision. The following are examples of
approaches of this class:

Adaptation approach

Individuals modify their goals resulting from their perceived experience,
e.g. a student's marks may change over time because of the grades he
actually received over the year.

Inequity approach

When an individual perceives a condition of inequity, the individual would
be motivated to reduce the inequity by improvement to raise himself above
the equity reference or to try to lower the equity mark by diminishing
others.

Heuristic Problem solving approach

It is a short cut based on earlier experience to circumvent the formal
structured decision making process. A technique of rule of thumb used to
reduce searching for a solution quickly and conveniently offering insight
into the issues. Heuristics illuminate and expose promising paths to
solutions, e.g. if in doubt, punt, Shull et al (1970).

H. A. Simon had postulated a behavioural theory to describe how decision-
making is processed. He coined the term “bounded rationality”. Decisions
are made based on rules of thumb, heuristics, in spite of optimal and
maximized choices, satisficing is acceptable, i.e. setting a benchmark or an
aspiration level, if level was achieved, then it is fine. Otherwise, either the
benchmark or the decision is adjusted.

Applying this notion to the question regarding DBA and Ph D Programmes,
there are preamble constraints, like time, hardship in adaptation to the
environment and finances. The requirement of physical presence annually in
Glasgow: 2 to 3 times each year, jet lag, extra cost, indifference in marginal
utilities, and opportunity cost between the two degrees in qualifications are
some of the major contributing factors. With these bounded rationales,
without going through the long computations, a decision is easy to make.

233 Composite Decision Model (Organization

Decision-making Theory)
This is the class of models that organizational decision making uses. It is a
result of combining the above 2 models, providing tools with the strategy of
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decision making within different situations in the environment. Decision
requires an integrative process of all disciplines of learning contingent on
the circumstances. Simon realized and proposed this as an organizational
Decision-Making Theory where elements of a set constitute the set, i.e.
divvying the decisions into smaller decision-making tasks and assigning
them among many specialists, a reductionistic approach. Communication is
used to integrate the decision together with some sort of hierarchy or
authority infrastructure.

As an illustration, an organization needs to decide whether to accept an
agreement to undertake a project. The undertaking is differentiated and
decentralized by functional discipline; then integrated as collective for the
final decision; i.e. the contract specialist to draft the agreement, the legal
specialist (lawyer) to examine the terms, the financial specialist (accountant)
to review the financial implications, and the technical specialists
(engineering or production staff) to review the feasibility. They all use the
appropriate decision making models and communicate their findings. Upon
completion, and having been communicated, decision becomes
undemanding for the chief decision maker.

Further, using the foregoing example of DBA/Ph D decision to illustrate this
method:

The original equation is re written into

A =1 (al, a2); 2 choices to the actions
D (S) =f(sl, s2, s3,........ SX)
D (E)=f(el, e2,e3,....... ex)
D (U) =f(ul, u2,u3,...... ux)
D (P) =1 (pl, p2, p3....... px)

The overall decision is based on
D (A)=g{A,D(S),D(E),D (U),D (P)}

This application to the DBA/PhD choice is similar to the 1% example of the
organizational decision on the agreement acceptance by a stratification
process, where appropriate selection of factors is made on S, E, U, and P.
Upon completion, the decision, D (A) would be based on these selected
factors.

234 The Generalized Decision Process Model

The generalized decision making model is founded on processes. Inductive
and deductive processes are used in decision-making. The method starts by
observation to identify a certain pattern, making assumptions and guesses
based on the results of these observations to arrive at a conclusion and then
to formulate a decision based on these results of observation and conclusion.
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Continue to use the DBA or Ph D program as an example for further
demonstration, the steps of this process:

1) Observe to see what prior knowledge is applicable
Collecting facts about the 2 programs, what do they offer and
make comparisons; such as economic resources; time, travel,
and examination requirements

2) Choose the supporting prior knowledge (a profile) to fit
Choosing one of the alternatives between the 2 programs and
fitting the observations and requirement of the prior
knowledge or profile

3) Justify the observation by the chosen prior knowledge or
profile
Justifying the choice by the properties of the choice

4) Conclusion
Determining the validity of the justification of the choice to
the profile

5) Decision
Deciding on the program of choice based on the findings
from 1) to 4).

Once a choice is made, the process continues to the execution stage, where
specific performance takes place; application is made to the choice and,
upon acceptance, the research programme is initiated. The process ends only
when evaluation (appraisal) is completed, whether the choice is sound or
otherwise. Hence, for a complete generalized decision model, two extra
steps are in order:

6) Implementation of decision
7) Evaluation of the performance based on result of the
implementation

2.4 Decision Making in Business Organizations

An immensely powerful and colossal production machine of the West ended
up learning from the Far East. GM, armed with new knowledge from the Far
East, created Saturn from ground up and this new brand is not burdened by
acute union problems or pension contributions. It is still unsuccessful.
Levi's, inventor of jeans, lost ground to Guess. New Coke did not seem to
flourish as expected and lost ground to Pepsi; but immediately Classic Coke
returned and recovered.

GM probably saw the problem but was unwilling to deal with it because
short term profitability had been abundant from SUV (Suburban Utility
Vehicles): huge passenger cars sitting on a truck platform. While Levi’s was
still producing in the US, Guess had already begun producing globally.
Coca Cola was able to swiftly reverse the wrong decision and produce the
original Coke again after scanning the environment.
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The conceptual short answer to these phenomena - it is because of
organizational culture/practice, management, and leadership issues.
However, the underlying strategic reason is decisions that have not been
“muddled through” correctly, Lindblom (1959). A prescriptive oriented
approach, ‘“Markets, technologies, products and business processes must be
analyzed on a solid theoretical basis to be capable of understanding
successful strategies that are based on valuable resources”, Royer (2003),
could still lead to incorrect decisions owing to faulty emphasis on choices of
critical decision factors. It is because most decisions have to be made under
ambiguous conditions, where ... decision makers [need] to act when vital
information is still either insufficient or unreliable”, even through effort are
underway to “... search for, developed and utilized available data to
influence decision makers as well as plan and control....”, Mayer-Sommer
(1988).

24.1 Framework of Decision Making
Typically, decision-making processes, intertwined with segregation of

duties, are refined in a formal three levelled hierarchy structure, Anthony
(1964), as follows (to be dealt with in depth in Section 2.7.1):

(1) Strategy Management
(2) Management Control and Planning
(3) Operation Management (or Tactical Operations).

This is not a near modern invention. Historically, the structure of military
and empires governing structure have already provided the fundamentals of
hierarchy of within the basic decision-making model. At the highest level, a
head of state or military and advising council sets goals and give orders; at
the middle level, mid- and low-ranking ministers and officers plan, set
objectives, and organize, while civil servants and foot solders execute the
decisions.

Characteristically, decision-making in business is inherently a process to
determine and to resolve how to execute and manage in order to maximize
sales/revenue and minimize costs. Regardless of size of the firm, the
ultimate objective is profit taking, whether short- or long-term; other goals,
visions and missions, and customer orientation, etc. are schemes to attract
business volume. However, volume is not the only factor; cost too, echoed
in Kaplan and Norton (2004, 2004a) needs to be minimized. This business
decision-making process, at each of the hierarchy levels, starts from the
realization of issues and constraining factors and leads to problem
definitions. It is followed by consideration of the alternatives, using
bounded rationality and heuristics, together with measurement of risk and
uncertainties. A decision is made based on the balance assessment of
alternatives and comparative judgments with an acceptable degree of risk in
each of the hierarchy level. “Decision makers need to consider subjective
factors ... to cope with high levels of uncertainty, incomplete understanding

.”, Olson (2001). The environment and the decision maker's own
subjectivity, such as goals and objectives, culture, value, Spear and Bowen
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(1999), social political and economic background, Kast and Rosenzweig
(1970), Farlani (2002), influence the alternatives ranking to arrive at a
decision. “Such ability is the product of experience, education, intelligence,
boldness, perception and character”, US Navy (1995), in conjunction with
intuition, Hunt et al (1989), where decision making is as essential a skill as
rational thinking, Simon (1987), Burke and Mille (1999).

Only a larger firm could afford such an elaborate process. In contrast, a
small firm may not have this hierarchical formal decision structure, the
knowledge and the resources to execute rigorously the requisite analyses
and considerations before decisions are made. However, small firms do have
an informal structure with their practical approach to circumvent formal
analyses to better decision-making - a comparatively more “mudding
through” approach. It is the tendency to manage risk by embracing and
controlling the resulting outcomes, and to “frame their problem spaces with
personal values and assume greater responsibility for the outcome”,
Sarasvathy et al (1998).

The strategic decisions made by a small firm to sustain competitive and
profitable operation, Cunningham and Hornby (1993), demand special
attention to the value dear to the customer, acquiring customer loyalty, in
tone with its market segment, maintaining personal relationship with local
customers, ignoring competition but embracing a position in a niche market,
and avoiding direct confrontation with competition as a control over pricing
that customers are willing to pay. In other words, small firms do not have
the might to combat Porter's 5 industry competitors, but instead using either
a cost leadership or differentiation strategy to focus on certain niche market
segments, in order to sustain performance and existence. They have limited
and restricted resources, hence “many classical [management] theories
become irrelevant where theories give way to intuitive decision-making”,
Tibbits (1979). In particular, this is exemplified in the property management
industry, which is composed primarily of small firms and where the strategy
is even more limited in scope. The precise and specific strategy, Stoyan
(2008), is ensuring availability and preserving capital. This is maintained by
upkeep relationship with the lender and carefully watching the market and
the firm’s cash flow.

Furthermore, in examining the operation modes of larger and smaller firms,
giants like Wal-mart, Home Depot, and Sears, have revealed that they
started using a small store business model, Metter et al (2000). This is in
contrast to (the previous assumption that small entrepreneurs would become
obsolete and corporate giants would be the only ones to prosper, Bhidd
(2000). This is an adaptation to consumer demand; a competitive market can
adapt and make decisions quickly.

24.2 Aspects Facilitating Decision Making
Leadership, experience, loyalty and incentive are important criteria in
decision making and running a successful organization.
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In “Half the decisions in organizations fail”, Nutt (1999), the Euro Disney
flop and the Firestone tire recall are two examples, where the culprits were,
Nutt (1999, 2001, 2003):

1) Rush to judgement to faulty decision

2) Misuse of resources

3) Application of failure-prone tactics to make decisions
arriving at premature commitment

Nutt further suggested (1999) that the main reason for failures was that
managers did not follow the proper decision making practice/process,
though aware of its importance, and “...take too much time and demand
excessive cash outlays”, Nutt (2003).

Hamel stated (2000) that the major cause of failures is generally “... large
firms with layers and layers of bureaucracies causing delay in decision-
making”. Managers are usually careful not to be responsible for committing
blunders aiming for “...what is pragmatically possible, or institutionally
acceptable, with the constraints of business risk considerations”, French
(2001). This implies that managers in North America, even armed with
knowledge, make faulty decisions, hence, need decision making training in
general.

There is no argument that leadership can improve via academic training, but
this quality is highly grounded on culture and value, demands loyalty,
intuition and strategic thinking: the ability to see the big picture. It is best
exemplified by decision-making in Japanese firms. Decision making is
centred in work groups and middle management, not top management,
Spear and Bowen (1999). The former are able to use tacit knowledge
acquired (experience) to solve those “wicked problems” and to “muddle
through”. This notion also supported, in the US and Canada, by the example
of IBM, which was successful in the Internet provider market, in this
respect, only because of its competitors’ slow adaptation of innovations and
its middle management’s organizational culture in knowledge management;
not because of its quick top-level strategic decision in response to the
environment, Hamel (2000). The Internet and WWW technology was still in
its infancy in the mid-eighties, when IBM, as a global firm, already had an
international network and distribution channels in place, allowing it to form
the first Global Network for Internet connections. A subscriber was
provided with a local number for every major city and town in the world to
connect with the Internet. Six years later, it was sold to AT&T [Note: The
Author’s provider had been IBM Global Network, and later it became the
AT&T Global Network].

In Japan, continuous tenured employment promotes loyalty. “The
hierarchical structure is relevant in Japan because most of the directors have
been promoted from within the same company”, Ichiro (1978). Further,
employment stability and equitable profit sharing, Ichiro (1978), are
common. The concept of incentive is not new, Mayo et al: the Human
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Relation approach had already advocated and echoed this. The difference
lies in the application and goal congruence, where decision management is
separated from decision control and performance-related incentives
motivate performance, Evans (1995), Harrell (1984).

2.5 Critical Influencing Factors Affecting Decision-making
Decision models and tools are paramount in assisting a decision maker to
perform analysis and to provide possible options to decisions. However, it
cannot replace creativity in the judgment process to choose alternatives.
This creativity is often affected and influenced by critical influencing
factors. Those significant to E&B are value and need (analyst’s culture),
process, practice, and experience (background); decision of selection
(orientation); problem structure (objectives and attributes).

2.5.1 Influencing Factors Considered to be Critical
The relevant influencing factors are arranged under 4 groups; namely:

Value and need (Culture)
A) National Culture and Value
B) Mills versus Kant
C) Hierarchy of Needs related to Concepts of Priority and Money
D) Organizational/Corporate culture and its analysis

Process, practice, experience (Background)
E) Risk Management
F) Bounded Rationality, Muddling through, and Incrementalism
G) Groupthink

Decision of selection (Orientation)
H) Yin Yang

Problem structure (Objective and attributes)
I) Wicked Problems

A) National Culture and Value
“Culture ... is the collective programming of the mind which distinguishes
one group or category of people from others”, Hofstede (1993).

Culture is values and beliefs held dear collectively by a group of people
whether it is a family, a tribe, a nation, or a kingdom. Values can be viewed
as the group's fundamental beliefs and ideologies codified, communicated,
and diffused in education, learning, and tradition. Other than beliefs and
values, the secondary constituents are artifacts such as art, technology,
symbols, and myths.

The concept of beliefs and values, the main elements of culture, can best be
illustrated by considering differences among various nationals. It is reflected
in the preferred ways of behaviour and practice. Hofstede illustrated (1993)
the profiling and the difference; e.g. German and Oversea Chinese (defined
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by Hofstede, as distinct from those from Mainland China). Germans,
responsible and skillful, do not require American style motivation; however,
a hierarchy of expert knowledge is expected up the line. As a result, highly
technical and precision competence is expected; typically, BMW and
Mercedes come to mind. By contrast, the Oversea Chinese, being family
oriented (strategic team), are network minded and are guided by Confucian
virtues: thrift and persistence. They are excellent traders and skillful in
business management. The Chinese orientation is typical of an ‘old’
tradition where ruling authorities could change quickly and only family
members could be trusted.

“Cultural differences between nations can be, to some extent, described
using five bipolar dimensions”, Hofstede (1993). These five bipolar
dimensions provide a structural characteristics’ framework, based on values,
as a starting point to analyze culture and its transformations. They are
known as Hofstede's Dimensions:

1) Power Distance

2) Individualism/Collectivism

3) Masculinity/Femininity

4) Uncertainty avoidance

5) Acceptance Long term v Short term orientation of different cultures
or Confucian Dynamism, Hofstede and Bond (1988)

B) Mills versus Kant

J. S Mills is a utilitarian. Mills’ theory is an ethical utility theory that states
that the proper way to behave in society is to bring the most beneficial gain
to the greatest number of individuals, maximize utility among all, ‘all’ does
not prevent any inclusion of ‘only’, it simply limits inclusion of the
members of a collective: the privileged.

In contrast, E. Kant postulated that an act in society has to obey morality,
without exceptions, where morality is related to being righteous and obeying
the natural laws. Therefore, it is wrong to kill under any circumstances
according to Kant, and it is hence wrong to shoot down a baby suicide
bomber who is running into a crowd of adults.

In contrast, Mill’s principle is otherwise.

C) Hierarchy of Needs related to Concepts of Priority and Money

A. H. Maslow postulated that humans have lower order needs and higher
order needs. It is only when the lower needs are relatively satisfied that one
can begin to move up the higher needs ladder. The application of Maslow's
Theory is directed to motivation and satisfaction of behaviour in
organizations. The elements of needs are, in ascending order: 1)
Physiological, 2) Security and Safety, 3) Belonging and Social, 4) Esteem
and Status, and 5) Self Actualization and Fulfillments. 1) and 2) are lower
order needs and the remainder is higher order needs.
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Lower order needs are primarily satisfied via economic behavior while
higher order needs are motivated by symbolic behaviour of social content.
They are influenced, conditioned, Davis (1977), and dictated by the
environment and situations.

Money cannot buy happiness

Money is an intermediary that one can exchange for needs: needs toward
satisfaction. Money could provide happiness for the satisfaction of lower
needs or even social needs, like companionship. Money can provide shelter
at The Connaught or St James Club, dining at La Tour D'argent, hiring a
Shaolin monk or even Jackie Chan as one's bodyguard. Money is the
resource to wine and dine one's friends and to shower one's loved ones with
gifts and offerings. They will most definitely return and bestow one with
affection. However, the prerequisite is the appropriate degree of feeling,
warmth, and good attitude. The satisfaction of the higher needs also requires
resources, exemplified by acquiring a doctoral title such as a DBA which
calls for 5000 GPB/year, without mentioning the hard work. Money can also
buy youth and beauty; one can acquire cosmetic surgeries for implant
enhancement, liposuction, and facelift. These are, however, materialistic and
worldly; spiritually, money can be donated to charities, the poor, or the
Church for good use.

If money cannot buy happiness, money can go a long way to helping

D) Organizational/Corporate culture and its analysis

Cultures reveal themselves from superficial (Hollywood) to serious
(literature), in symbols (The Mountbatten-Windsor Family, IBM logo),
heroes (Napoleon, Bill Gates), rituals (festivities, organization
anniversaries), myths (Zeus and the Gods), and values (morality). Values
play a major role in national culture where the other constituent: artifacts,
(symbols, heroes, myths and rituals) play a secondary part. Organizational
cultures differ, artifacts are of prime importance, and values play second
fiddle.

Schein postulated (1992) that organizational culture could be portrayed in
three layers:

1) Artifacts and Creations
2) Values
3) Basic Assumptions

The term organizational or corporate culture became fashionable in the
1980s; prior to that, it was always referred to as climate, the process of
leadership, and motivation practices. Organizational culture, a term
generally credited to E. H. Schein, is the personality of an organization.
Similar to national culture, it influences how individuals act, perform, view
their jobs and deal with co-workers as well as decipher the future within an
organization or corporation. “Organizational cultures are shaped by
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management practices and not by cultural values”, Hofstede (1999).
Hofstede argued it is shared “practices” that shape an organization’s culture;
and not the shared “values” that shape the culture. In contrast, Peters and
Waterman suggested the organizational culture promote success, quote,
“shared values represent the core of a corporate culture”; that is strategic
changes and the right organizational structure should be preceded by
changes in culture. However, Hofstede further clarified that values of the
organization’s leader shape the practice of the organization. “The values of
founder and key leaders undoubtedly shape organizational cultures, but the
way these cultures affect ordinary members is through shared practices”,
Hofstede (1999). Further, it is important, as a vehicle, that education and
learning, in addition to tradition, exert changes in organizations, echoed in
Parnell et al (2003). These play a vital role in culture as they modify values
and outlook.

Handy also advocated (1989) that organizational structure is of prime
importance to meet a requisite organization while Handy has postulated
(1986) a structure framing organizational culture in 4 ways:

1) Power
2) Role
3) Task
4) Person

Sathe advocated (1983), based on observation and gathering information, a
process model: Observe, Read, Ask, and Feel and related them to the "Four
manifestations of culture”; Objects, Talk, Behaviour and Emotions, which
infer and deduce the important shared understandings (culture).

Closely connected with organizational culture is the organizational change
when the culture (or rather the practice) is no longer appropriate due to
changes in the environment. Organizational change is the process of
adjusting the organization to changes in the environment, Michael (1982),
Godstein and Burke (1991). An organization's performance relates closely
with its internal operations as well as its external environment. When these
are not aligned, changes are required; otherwise, deteriorations will
eventually lead to failure.

A methodology analyzing organizational culture is necessary to comprehend
the underlying issues before embarking on any changes. A workable
framework would be collection of data using Sathe's process framework in
conjunction with Schein's 3 basic organization culture assumptions and
Handy's nomenclature to determine the type of organization category. If the
organization were multicultural, Hofstede's Dimensions, [for detail refer to
Section 2.5.1 (A)], an added feature can be used to identify the underlying
issues. Once issues are delineated, a decision on application of changes can
then be determined.
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Changes in an organization [deal with in depth later on in Section 2.7.4 (A)]
can use two types of strategies, Goodstein and Butz (1998):

1) System Intervention (SI)
2) Organizational Development (OD)

System intervention focuses on certain parts of the structure of the
organization and identifies the necessary changes, e.g. the management
control system as a whole or just the processing portion, job classification,
and information technology, and the policy and procedures, in other words,
the visible part of the organization. The change is usually evolutionary.
Organizational culture needs to be managed by change agents, but it occurs
only under unconscious conditions, Ogbonna and Harris (1998), by the
organizational development approach.

Organizational development is a much bigger change than system
intervention. The former seeks to overcome the culture problem or to adjust
the culture within the organization by directing it to the desired state before
implementation of certain revolutionary large-scale change such as applying
Total Quality Improvement to change the culture before applying Business
Process Reengineering. Organizational development focuses on the gap
between the existing and the desired organizational states and uses a change
agent to process the change. “...a planned change process, managed from
the top, taking into account both the technical and human sides of the
organization...”, Schein (1992).

E) Risk Management

A layman equates risk management to insurance because insurance is
traditionally used to reduce monetary risk exposure, yet insurance is just one
of the tools used to mitigate risk, while risk management is the act of
examining alternatives and deciding whether to acquire the insurance. Risk
pertaining to natural causes, human errors, and accidents is known as
insurable risk because the compensation is monetary. It can be transferred to
third parties through some contracts called insurance.

Risks are classified as financial and operational risks. Risk management
refers to the act of identifying, measuring, weighing alternative options
including insurance, hedging, and managing events that can adversely affect
one's decision. It is commonly known as uncertainty reduction related to a
decision. An even more general definition of risk management is the act of
managing anything that is short of one's objective, as illustrated in Exhibit
VIII, a schematic continuum.
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Exhibit VIII Risk Continuum, Adapted from Card (2003)
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One method of managing risk of a certain objective, the holistic approach,
Card (2003), is by reconciling and addressing differences, reasons for
anticipated risks, and what can be done to avoid those risks associated with
that certain objective. This is known as Risk Deconstruction and Response
(RDR) methodology.

Using research funding as an example to illustrate RDR:

1) Ask the question
Why does research funding dwindle?
2) Identify causes of the reasons.
3) Postulate a possible solution
How to avoid these causes?
4) Compare, match, and address 2) and 3) to arrive at a scheme to mitigate
the risk.

The expected result would be proposing research topics related to using
Tranfield's Mode 2 methodology.

F) Bounded Rationality, Muddling through, Incrementalism

H. A. Simon, in 1957, proposed the notion of bounded rationality, a
descriptive decision making concept. The concept is grounded in the view
that a decision making agent faces a multitude of choices, such as
uncertainty of future events with high probability of risk, and a high cost of
securing all necessary information; if it is at all possible. In addition, the
decision-making agent has limited resources to make a full rational decision.
Therefore, he will need to establish a limit or a benchmark in order to make
a rational decision bounded within a domain. Simon articulated that
decision-making agents relent not to maximize utility, but make decisions
by satisficing. As long as the benchmark has been reached, it is acceptable.
If the benchmark were not reached, the decision or the benchmark would be
adjusted to compensate. A decision based on bounded rationality is
therefore a decision characterized by a simplified perspective of the real
world and maximizing occurs only up to a pre-defined benchmark or the
bound, “...organization atypically engages in value maximization.
Organizations seek stable states of existence with well defined parameters
prefer simplified and highly structured environment”, Cimbala (1999).

Lindblom advocated (1959) practitioners/administrators manage decision-
making by engaging a systematic method. The method combines traces of
prescriptive (by root) and descriptive approach (by branch, which is by
bounded rationality), known as “muddling through”. “Theorists often ask
the administrators to go the long way to the solution of his problem, in
effect ask him to follow the best canons of the scientific method [the
prescriptive approach], when the administration ... theory will work less
well than more modest incremental comparison. Theorists do not realize
that the administrator is often, in fact, practising a systematic method ...
pursuing neither a theoretical approach nor successive comparisons, nor any
other systematic method.”, Lindblom (1959). Lindblom further articulated
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(1959) “they [Administrators] sometimes practice it effectively and
sometimes may not explain the extremes of opinion on ‘muddling through’
which is both praised as a highly sophisticated form of problem solving and
denounced as no method at all. For I suspect that in so far as there is a
system in what is known as ‘muddling through’, this method is it”. The
action of “muddling through” is referred to as incrementalism: by applying
action that differed marginally from past practice, a successive limited
comparisons model (by branch), in contrast to the ideal of the rational-
comprehensive model of policy planning (by root), Lindblom (1959).

Lindblom is credited as the initiator of the concept of incrementalism, and
“disjointed incrementalism”, while J. B. Quinn coined the term “logical
incrementalism”, Rajagopalan and Rasheed (1995). Disjointed
incrementalism is associated with “muddling through somehow”, while
logical incrementalism is associated with “muddling with a purpose”,
quoted from C. E. Summer’s Strategic Behaviour in Business and
Government, Rajagopalan and Rasheed (1995). However, Quinn argued
(1978) that “Logical incrementalism” is not ‘muddling through’. It is
conscious, purposeful, proactive, good management. Properly managed...”.

G) Groupthink

I. Janis coined the term, Groupthink, to refer to irrational decision-making
by a group whose members are individually trying to “kowtow” to the
perceived collective consensus. “A mode of thinking that people engage in
when they are deeply involved in a cohesive group, when the members’
strivings for unanimity override their motivation to realistically appraise
alternative courses of action”, Janis (1978). The result of Groupthink is
being blamed for famous bad decisions such as the Bay of Pigs Invasion,
Space Shuttle Challenger, and Columbia Disasters. It was postulated that
each member of the decision-making teams would have considered
otherwise individually, but for one reason or another, felt pressured to reach
consensus. However, The Cuban Missile Crisis in 1962 was not considered
to be influenced by Groupthink because it was a success: Russia decided to
back down as it was considered an excellent strategic decision, Chan and
Kornbluh (1998), Harrison (1975).

H) Yin Yang

The central notion is the teaching about the importance of acquiring a
balance between conflicts (rich/poor, mechanistic/organistic, protein/starch,
work/play) in order to sustain a good life. It is referred to as “The principle
of moderation: Seeking a Middle Way”, Hofstede (1999). Buddha,
Confucius, and Socrates independently advocated this thinking in their
teachings, Hofstede (1999).

The term Yin Yang originated from the I Ching, the Book of Change,
written 5000 BC by legend and edited by various Chinese philosophers over
the years including Confucius. The I Ching is a book of oracle providing
philosophical insights to situations and problems.
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Translation (the Author’s) of the passage, from I Ching (Chinese version),
Sung, ed (2001), defining Yin Yang:

The ultimate beyond measurement (Tai Chi), the Universe, morphs into 2
demureness (Yin Yang, represented by — — and — respectively); the 2
opposing polarities or states of conditions symbolizing equilibrium,
harmony and opposite principles in nature. The Yin Yang morphs into 4
symbols, the primal cosmic inertia/momentums/forces (Sei Jeung,
represented by metal, wood, water, fire or the 4 seasons), symbolizing
balance of nature via these 4 cosmic entities (2%), physically formed from
Yin Yang (2)....

I) Wicked Problems

Pacanowsky credited (1995) Horst Rittel with coining the term in Rittel and
Webber (1973), where the “tamed” or “benign” and “wicked” problems are
differentiated. Tamed problems are associated with definable and separable
problems, mostly related to natural sciences; they are mathematical or
related to finding the structure of a chemical compound while wicked
problems are related to sociologically typed or societal issues, Rittel and
Webber (1973). In essence, a wicked problem is the type of problem that
has numerous interrelated elements of factors for consideration and
representations by mathematical equations or rational-comprehensive (by
root) measures are extremely difficult. Hence, successive-limited
comparisons (by branch) or “muddling through” would be a more practical
approach.

Rittel and Webber identified (1973) ten characteristics of a wicked problem:

- There is no definitive formulation of a wicked problem

- Wicked problems have no stopping rule

- Solution to wicked problems are not true-or false, but good-or bad

- There is no immediate and no ultimate test of a solution to a wicked
problem

- Every solution to a wicked problem is a ‘“one-shot operation”,
because there is no opportunity to learn by trial-and-error and each
attempt counts significantly

- Wicked problems do not have an enumerable set of potential
solutions, nor is there a well-described set of permissible operations
that may be incorporated into a plan

- Every wicked problem is essentially unique

- Every wicked problem can be considered to be a symptom of
another problem

- The existence of a discrepancy representing a wicked problem can
be explained in numerous ways. The choice determines the nature of
the problem’s resolution

- The planner has no right to be wrong

To solve a wicked problem, therefore, one needs to use “an iterative process
that moves between problem definitions, potential solutions, actions, and
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outcomes, that the values of information become known”, Pacanowsky
(1995), in other words, the process uses the concept of incrementalism or
“muddling through”, and teamwork. Pacanowsky further identified (1995)
three simple techniques to tackle wicked problems:

- Question brainstorming

- “Colour” questioning (Using colour to represent the brainstorming
types of questions, e.g. green for possibilities of imagination and
ingenuity, red for description of fact, and blue for judgment,
opinions and need: for what if, what is and what should etc.)

- TQR (Thinker-Questioner-Reflector), also known as paired
reasoning.

2.6 Some relevant Logic Tools that facilitate Decision-
making

Decision-making requires logic tools, most often as explorative analytical
devices, to appraise the validity of the alternatives before selecting the
formulated choice.

The relevant tools are SWOT analysis, SMART, and the portfolio
technique. They are described below.

2.6.1 SWOT Analysis

SWOT is the acronym stands for Strength, Weakness, Opportunity, and
Threat. It is referred to as the Harvard policy model because Kenneth
Andrew coined it in his Business Policy course at Harvard in the 1960s.
SWOT is the heartland of strategic management, perhaps, more
appropriately the decision making process. Strategic management is
required to tackle the competition and to try to influence market. Decision
making tools in operations research are not adequate in this respect because
strategic management decisions are choices on what to do and how to tackle
competition, both basic and macro in nature; i.e. a policy determination
process. Its decision-making process (holistic in nature) takes precedence
over decision-making that uses tools such as breakeven analysis, linear
programming (reductionistic in nature, specific, operational). The required
tool needs to empower self-examination of internal qualities (strengths and
weaknesses) and to scrutinize the external environment for prospects
(opportunities and threats).

A standard structural ranking method is always used in tandem as part of
SWOT analysis. The principle of the ranking is essentially the composite
sum of expected values of each of the SWOT attributes with reference to the
importance and rating of the issues.

2.6.2 SMART

W. Edward developed SMART (Simple Multi-Attribute Rating Technique)
in 1971, Goodwin and Wright (2004). The foundation is a reductionistic
approach, in which the issues are divided into smaller issues that can be
rated objectively for each alternative. Ratings of each alternative are
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combined to arrive at certain weighted averages for comparison. The rating
attributes can take the form of values or utilities.

The main stages of this technique are as follows:

1) Identify the alternatives

2) Identify the attributes which are relevant to the decision

3) Assign a value to each attribute to measure the performance of
the alternatives, where a graph is plotted for each attribute
against the value, and then locate the mid value

4) Determine a weight of importance for each attribute

5) For each alternative, take a weighted average of the values
assigned to that alternative by using the mid value and the weight
normalized to calculate the weighted average.

6) Make a provisional decision
7 Perform sensitivity analysis
2.6.3 The Portfolio Technique

A business unit (division) of a corporation that specializes in a segment of a
business, in general, is called a SBU (Strategic Business Unit). From the
corporate management point of view, a SBU is analogous to an investor's
portfolio, a collection of diversified investment instruments, hence the term
portfolio technique. In order to manage each business like an instrument of
an investment portfolio, portfolio analysis or portfolio planning models
emerged and they are called, categorically, the portfolio technique.

The portfolio technique is an integration of a three-phase configuration
model, Abell and Hammond (1979), Glueck and Jauch (1984), David
(2005). This three-phase model is a structural decision-making process for
formulating and evaluating choices objectively and holistically. They are:

1) Input Phase (Observation and collect data)
Acquiring the information needed for strategy formulation,
a) External and Internal Evaluation (EFE-IFE) Matrices
b) Competitive Profile (CP) Matrix

2) Matching/Exploring Phase (Alternatives generation)
Generating alternative strategies based on 1),
¢) SWOT Matrix
d) Strategic Position and Action Evaluation (SPACE) Matrix
e) Boston Consulting Group (BCG) Matrix
f) Internal-External (IE) Matrix
g) Grand Strategy (GS) Matrix

3) Decision Phase (Making Choices from alternatives)
Utilizing information derived from 1) to objectively
evaluating the strategies generated from 2) and then to
prioritize and choose alternatives,
h) Quantitative Strategic Planning (QSP) Matrix
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The most renowned of the matrices is the BCG, created by Bruce Henderson
of Boston Consulting Group (BCG) in the sixties. In the early seventies, the
IE matrix was developed for GE to study restructuring of its SBUs by
McKinsey and Company, with more refinement to show market
attractiveness and competitive strength.

2.7 Making Decision and Management Models
This section presents a framework of structural concepts and methodologies
facilitating the strategic decision making process.

Section 2.7.1 identifies the elements of planning and control functions in an
organization based on Ansoff and Anthony’s notions and the decision
making process

Section 2.7.2 identifies the dimensions and processes of the strategic
decision making

Section 2.7.3 presents the concepts and techniques related to formulation:
A) Porter’s Trinity of Competitive Concepts
B) Defense and Offence Strategy
C) Cost Raising Strategy and Barrier
D) The Boyd’s Cycle
E) Red and Blue Oceans Strategies
F) Core Competence
G) Resources Based View (RBV)
H) Mintzberg’s 10 Schools of Thought of Strategic Management

Section 2.7.4 presents the concepts and techniques related to
implementation and evaluation:

A) Change Management

B) Knowledge Management (KM) and Learning Organization

C) Systems Theory

D) System Intervention (SI) Approach

E) Organization Development (OD) Intervention Approach

F) Organization Structure

G) Work Breakdown Structure (WBS)

H) Concept of Lean

1)) Business Process Re-engineering/Re-design (BPR)

1)) Total Quality Management (TQM)

K) Lewin’s Field Theory, Force Field Analysis, Unfreeze,
Change, Refreeze

L) Four Levers of Control

M) Covey’s 7 Habits of Highly Effective People

N) The Balanced-Scorecard Concept

Section 2.7.5 puts forward several examples to illustrate on issues of
decision making
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271 Planning and Control Functions of an

Organization

As aforementioned, the decision-making process is a process in selecting
alternatives to acquire the best utility on predetermined criteria and
conditions such as risk with regard to any successful achievements. The first
step is problem definition, followed by building a model of circumstances
and critical factors to determine the alternatives. These alternatives are
analysed by appraising the critical factors to predict the effects and the
results to determine the ranking of choices. A choice is then made based on
the predicted results.

A choice between two alternatives is the lowest order of decision-making
where at the opposite extreme, the highest order, options are numerous, in
theory, infinite. These two situations lie at the two polar ends of the
decision-making continuum as shown in Exhibit IX. The medium order (M)
would lie in the middle of the continuum by default:

<&
<«

v

The Continuum

H M L
Highest Medium Lowest
Order Order Order

Exhibit IX The decision-making continuum

Reasoning from intuition and applying the continuum to the general
hierarchy of an organization (top, mid, and first level management),
indicates that the high (H), mid (M), and low (L) orders of decision-making
would be macro or holistic (Strategic), direction and administration setting
(Control and Planning), and micro or performing the production (Tactical)
respectively. Since it is a continuum, the number of levels is not restricted to
three; the number could be infinite. This model is applicable to manage all
affairs: a state, firm, department of an organization, family, or individual
plans his dealings. Perhaps Anthony built on this axiomatic principle and
put forward the three levels of management model.

Anthony divides the planning and control functions of an organization into
three activities, namely strategic planning, management control, and
operation or task control, Anthony (1964, 1965/1988). Each is supported by
an integrated administrative information system, Anthony et al (1972). The
planning and control functions can be viewed as a responsibility tree, where
strategic planning is the top branch and spans out to management control
activities and management control further branching out to operation/task
control activities.

Ansoff regarded (1988) planning and control as two distinct functions:

strategic and operating activities but with a supplementary support of
administrative functions. The nomenclature is akin to Anthony’s, where it is
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implicit that Ansoff’s operating activities stream encompasses Anthony’s
management control and task control functions where the supplementary
support of administrative functions are encompassed in Anthony’s notions
of planning and control functions.

A) Strategic Planning

Planning refers to rule setting and these rules are normative/prescriptive,
establishing what ought to be happening although in reality it is descriptive
in nature. They are the constraints, goals, and objectives of an organization.
Strategic planning is the process by which to decide the rules of an
organization and establish the policies and guiding principles for attaining
these goals, Anthony (1988). It establishes the yardsticks to measure
performance in global terms whereas the quality and quantity of these
yardsticks are known as objectives and goals respectively, Ansoff (1988).
These activities are usually carried out by top management; with
information input from the management information systems of the
organization. Strategic planning sets out the boundary and provides
guidelines (goals and objectives) for the operation activities which middle
management carrying out as courses of action.

B) Operating Activities

Strategic activities cascade from conceptual to the discrete management
control activities under Anthony’s hierarchy approach. Ansoff, on the other
hand, favors the notion that the environment as the determining factor
contingent upon whether to focus on strategic or operating activities. He
advocates a parallel approach. When the business environment becomes
turbulent, ever changing or demands start to approach saturation; focus on
the strategic activities of the firm is vital. However, if the market
environment were growing, technology is relatively stable, and innovation is
non-dynamic, priority should be given to the firm’s operating activities.

A case in point is the miscalculation that Anglo-Saxon cultures made in the
sixties: unawareness or underestimation of the magnitude of the
environmental conditions progressed into such a dynamic state that a
turbulent situation was imminent. Consequently, this miscalculation [for
detail, refer to Section 2.2] caused many market sectors to deteriorate; while
some recovered, a number of sectors never improved.

C) Management Control

Anthony defines management control as the process through which
managers influence members of an organization to implement the goals and
objectives of the organization's formulated strategies. The focus is on plan
and budget compared to the performance by programmes in a matrix
environment of projects and organization units (responsibility centers or
functions). A cybernetic process is used to measure performance, which is
evaluation by exceptions. The variance between the set goal (benchmark,
profile) and the performance is appraised and investigated. Hofstede defined
(1978) a cybernetic process as “a process which uses the negative feedback
loop represented by: setting goals, measuring achievement, comparing
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achievement to goals, feed back information about unwanted variances into
the process to be controlled and correcting the process”. It is, in effect,
management by exceptions.

D) Operation or Task Control

Anthony's concept is the process of ensuring that specific tasks are carried
out effectively and efficiently. The control focus is primarily on execution
within the confine of standards and/or estimates. If there were a significant
variance between the actual performance and standard or estimates, an
exception occurred, cybernetic corrective action, Hofstede (1978), is
immediate. The focus is on a specific project and deliverable or work
package of a work break down structure within a project management
system [for detail, refer to Section 2.7.4 (G)].

2.7.2 Strategic Decision Management Structure
“Strategy is the pattern of objectives, purposes or goals and the major
policies and plans for achieving these goals, ...define what business the
company [organization] is in ...”, Andrews (1987, 1980, 1971). The notion
is execution or processes carried out to acquire results via actions, not just
for the present; but also for the future. This includes how to get there with
consideration to risk and uncertainties, as well as, adaptation to change,
Bracker (1980). “The tool is analysis of internal and external environment
[SWOT Analysis] to maximize utilization of resources in relation to
objective”, Bracker (1980).

A) Structure of Decision-making Dimensions

The decision making process in a holistic mode with strategic capability is
determined by the organization's quality and breadth in technology as well
as management's logistics and competencies. Ansoff and Anthony’s
concepts have the connotation of establishing strategic management’s
formulation and implementation. However, adapting to the ongoing changes
in an environment and managing such changes were not stressed,
specifically, the incremental and emerging strategies of The Learning
School Strategies, Mintzberg and Waters (1985).

In a practical approach, Pettigrew and Whipp advocated (1991) that such
changes fall under three fundamental strategic dimensions, (implicitly it is
applicable to all decision-making), crucial to organization changes and
performance, Ketchen et al (1996), Pettigrew and Whipp (1991), and they
are, where their relation is shown under Exhibit X:

- Process
- Content
- Context

The strategy process is the route by which strategies are formed and
formulated. The strategy process is concerned with the when, how, and
who: when is the strategy used, how is it being made, and who is involved?
“...process search has examined ‘how’ strategy is formed”, Ketchen et al
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(1996). The strategy process gives rise to the strategy content and provides a
structure relating to the question ‘what’: what is this strategy about and any
interconnections with others. “Content research focuses on the subject of a
strategic decision [i.e. ‘what’ is decided]...”, Ketchen et al (1996). The third
dimension strategy context is the basis and circumstance that the process
and content stand on. It is concerned with the question where: under what
condition and situation the process and content are built on as well as where
to locate the method and structure of the strategy. Pettigrew and Whipp
further defined (1991) the notion of context being outer and inner. The
former relates to the competitive performance in economic, business,
political, and societal climates; the latter refers to the internal structure of an
organization such as culture, resources, capabilities, and politics when
dealing with changes.

CONTENT
tvhat)

INTERNAL
- Resources
- Capabilities
CONTEXT - Culture
- Mhere) - Paolitics

EXTERNAL
- Economics
- Political
- Social
- Business
PROCESS
How)

Exhibit X The decision-making Framework
Adapted from Pettigrew and Whipp (1991)

These building blocks are the framework of strategy making and planning
(decision making on a holistic or macro level) where the structure (content)
is erected to whichever method re planning, carrying out, and judging
(process) is used to build on, with a certain foundation and perspective
(context). The strategic management model is based on the environment and
its foundation (context) where input is required to carry out (process) its
affairs for formulation, implementation, and evaluation whether for the
corporate/company, business and operational (content). The implication is
application valid for the macro level of decision-making; it is also
applicable to the micro level of decision-making. Decision-making levels
are only measured in relative terms. A notion helped shaping SOMM [for
detail, refer to Section 2.8.7].

B) Application of Making Decision (Strategic)

Application of the strategic decision-making process involves Formulation,
Implementation, and Evaluation for a business organization in a holistic
mode.
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- Formulation

Mission and vision statements are created, followed by assessment
of the internal and external environments, to establish objectives and
policies, thereby generating alternative strategies for selection.
Mission and vision statements may need to be revised after the
formulation exercise because of refinement or anticipated change.
Parallel to this pattern, priorities may change adopting incremental
and emerging strategies, Mintzberg and Waters (1985), in response
to the environments’ fluctuations throughout the whole decision
process. Further, the descriptive strategic process is not a linear
sequential process, but a ‘muddling through’, the formulation,
implementation, and evaluation process. This creates complexities of
a ‘wicked problem’, but this can be compensated somewhat by the
methodology put forward in Pacanowsky (1995) [for detail, refer to
Section 2.5.1 (D)].

- Implementation
Once top management has strategized, the strategic choices are
passed on to middle management to effect the change where “... top

managers consciously construct interpretation schemes in order to
anticipate the future... The way middle managers participate in
strategy change is different...they do not share the same level of
consciousness ...they have to ‘put out fire’ during implementation of
change, much of their action calls on their practical
consciousness...”, Rouleau (2005). This practical consciousness is
the individual’s core competency to effect the applicable formulation
and implement change while carrying out the operations, echoed in
“I demonstrated how middle managers used their stock of shared-
knowledge...and influence people at the beginning of a change”,
Rouleau (2005). In other words, the middle managers need to effect
their own strategy formulation before deciding on how to implement;
another notion giving support to shape SOMM [for detail refer to
Section 2.8.7].

In terms of accountability, performance measures/benchmarks are
identified with the allocation of resources to carry out objectives in
the business operation. The processes of management planning and
control, and tactical operations (in Anthony’s terms) are then
established with this limitation to the actual performance reported.

- Evaluation
Actual performance is measured against the established benchmark.
In case of dysfunctions, feedback is made to management for
improvement.

In a prescriptive sense, the structure of strategy management tends to follow
the hierarchy of an organization. Objectives are decided holistically and
defined in the highest level of the organization where the behavior to
achieve these objectives is carried out and cascaded to the operating levels.
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It is a corporate function to determine what (Mission) and where (Vision)
the company is going, defined direction for the present and the intended
future. Allocation of resources and action the strategies is a business
function. Performing and achieving goals and objectives are operational
functions. Hence, a strategy can be defined as the methods taken to achieve
some certain distinct objectives and goals, Craig and Grant (1993).

2.7.3 Formulation Process: Concepts & Techniques
The process of formulation is the foundation of decision-making process.
Notably it is usually classified in three hierarchical levels. This hierarchy
flows from the corporate strategy, the business strategy to the functional
strategy.

Andrews advocated (1987) “an organization of any size or diversity,
corporate strategy usually applies to the whole enterprise, while business
strategy, less comprehensive, defines the choice of product or service and
market of individual businesses within the firm”.

While Fayol, Drucker, and Chandler contributed ideas and notions of
modern strategy management, the concept of corporate strategic
management framework is directly attributed to Ansoff, Wren (1994). This
framework, Ansoff (1988), corresponds to the hierarchy structure of a
diversified multidivisional firm whereas corporate management cascades to
the various divisions: Strategic Business Units (SBU). A SBU is a profit
responsibility center and is comprised of functional discipline areas.

Under this regime, corporate management dictates the objectives and
mission of the organization, as well as, the businesses (in Anthony's terms,
known as Programs), the general direction of the venture and undertaking,
the corporate strategy. Andrew defines (1980) it as “objectives, purposes or
goals produces the principal policies and plans for achieving the goals and
define the range of business the company to pursue, the kind of economic
and human organization it is intended to be... usually apply to the whole
enterprise...”. Corporate strategy, therefore, allocates the scarce resources to
the SBU of the firm. As such, a SBU is responsible for the business strategy
and it “defines the choice of product or service and market of individual
businesses within the firm”, Andrew (1980). The business strategy employs
the allocated resources to focus, compete and do battle in the market
pursuing economic gains. In order to carry out the battle in the market-place,
it requires teamwork where functional strategy is required for each
discipline of the organization: finance, marketing, and operations strategies.

A number of formulation concepts and tools have been resolved and are
relevant to E&B’s formulation process. They are presented as follows:

A) Porter’s Trinity of Competitive Concepts

Porter, based on industrial economic theories, postulated three models on
competitions
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1) Competitive Strategies
2) Competitive Advantage
3) Competitive Advantage of Nations

1) Porter's Competitive Strategies
The competitive strategy is a structural generic model made up of two
concepts:

The generalized framework of analysis
The three generic competitive strategies

The generalized framework of analysis

The generalized framework, for analyzing the industry structure relating to
competition pressures and processes, is known as Porter’s Five Competitive
forces. This concept encompasses the common denominators and
generalizes the characteristics into a ‘rule of thumb’. It is used to assess and
diagnose the competitive pressures, set a position and background, for
decisions and whether to employ offensive and/or defensive weaponries to
engage competition. This applies to analyzing the competitive position of an
industry among others to determine the industry’s profitability, because “the
first fundamental determinant of a firm’s profitability is industry
attractiveness”, Porter (1985). However, this analytical framework can be
extended to examine the competitive strength of an organization within an
industry thus determining the competitive position of the organization
within that industry. It is under this frame of reference, relevant to E&B,
that the five forces are portrayed.

The Five Forces are:

- Rivalry among competitors

- Potential entry to the market

- Substitutes by other products

- Power of buyers in bargaining and leverage

- Power of supplier in bargaining and leverage

Porter argues that performing the Five Competitive forces analysis reveals
the conditions of the market place that impact competition and that the
result will give insight to determine the course of action. It is conceivable
that the magnitude of the competitive forces varies inversely with
profitability. The greater the pressure to an industry or a firm, the lower will
be the expected profitability and vice versa.

Rivalry among competitors

The ultimate position is to out-smart the competition and to improve the
firm’s opportunity to gain a larger portion of the market segment whether at
the competition’s expense, Red Ocean strategy, or growth via extending
and/or expansion, Blue Ocean strategy [for detail, refer to Section 2.7.3 (E)].
Dynamic sources identified in this driving force are concentration of
competitors, speed of industry growth, magnitude of fixed cost and value
added features, differentiation of product, switching cost, capacity,
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diversity of competitors, brand identity, corporate policy, together with
exit and entry barriers.

When rivals are taking steps to compete in the market, such as increasing
volume (supplying more available units), decreasing prices (offering rent
reduction) or offering better services (by differentiation: improved
amenities, etc); it can be a result of uncontrolled environmental factors,
trying to capture a larger segment of the market, or gaining a better
competitive advantage over others. Better pricing is the prime weaponry to
match competition in the market together with feature differentiation to
provide an enhanced benefit. A strong position can be fortified by using
one’s internal strength such as minimizing overhead to gain sufficient cost
advantage over rivals and improving operations. “... Relative market
dominance is not necessary for survival and prosperity...”, McNeilly
(1996). A firm (e.g. E&B) can compete by pricing and improvement to
ancillary services and features.

Potential entry to the market

The main concern is the threat of entries in this driving force and in turn:
“... depends on the barriers to entry ... coupled with the reaction from
existing competitors that the entrant can expect”, Porter (1980). The entry-
deterring price is the main factor for the potential entrant to consider. When
the current price is above this threshold price, potential entries may take
place. The differential between the two prices is the reward to overcome the
barrier and retaliation. The dynamic sources in this driving force are simply
barriers, such as economy of scale, product differentiation, capital
requirement, switching costs, access to distribution channel, cost advantage:
learning curve, price and access to necessary input, product design,
government policy, and expected retaliation.

Substitutes by other products

Competition is not just amongst the product or firms of the same industry,
but also replacement products or substitutes. Ultimately, every product or
firm is competing for consumers’ attention and cash, the scarce resources.
The dynamic source factors in this driving force are price performance of
the substitutes, switching costs; and buyers’ propensity to choose the
substitutes.

Power of buyers in bargaining and leverage

Buyers are the customers that a firm needs to cater to, intrinsically, they
need to be satisfied, and they know they hold the bargaining power by
leveraging whether using threats of substitution or volume purchase to
influence the asking price. The dynamic sources in this driving force are
two-fold:

- Bargaining Leverage
Buyers’ concentration v a firm’s concentration, volume
purchases, product  information, switching cost,
substitution, and threat of product integration
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- Pricing Sensitivity
Pricing, product differentiation, brand, impact of
quality/performance, buyers’ profit, decision makers’
incentive

Power of supplier in bargaining and leverage

In contrast to the power of buyers, powerful suppliers who have control of
market supplies can influence the profit of the industry/firm via the products
or services supplied. However, the effect is much less drastic than the power
of buyers because suppliers are usually more abundant than buyers. The
dynamic sources in this driving force are product differentiation,
switching costs, substitution, volume of purchases, price of input, and
threat of integration.

Therefore, in order to sustain superior performance, under Porter’s notion,
one needs to compete with rivals whether present or potential, suppliers and
clients, and this is echoed in Ghoshal (2005), “... five forces’ framework ...
companies must compete not only with their competitors but also with their
suppliers, customers, employees, and regulators”.

The three generic competitive strategies
The three generic competitive strategies to combat the competitive forces
are:

- Cost Leadership
- Differentiation
- Focus

These three strategies are the foundation of Porter’s structural concepts of
competitive advantage, thus “creating and sustaining superior performance”,
Porter (1985), for a firm in the business arena.

Cost Leadership
Cost Leadership is the strategy that a firm adopts to have the lowest cost and
offers products and services to a broad market at the lowest sales price.

Differentiation

Differentiation is trying to offer unique products and services and target
certain particular market segments with cherished values, enabling a firm to
charge a premium.

Focus

The focus strategy is aiming at a niche market to take available
opportunities and to apply them to either cost leadership or differentiation
strategies. If a firm is unfocused or operating in a mixed mode between the
other two generic strategies, it will present a confusing image to the targeted
market segment resulting in only a modest market share and low returns.
Porter refers this firm as being “stuck in the middle”.
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It is interesting to see that Toyota and Honda had found a niche between the
affluent and the affluent “wanna be” by promoting Lexus and Acura; at the
same time BMW and Mercedes respond with dressed down versions of
Series 1 and A-Class respectively capitalizing on exclusive branding to
capture the vanity of the less affluent. It remains to be seen whether the
BMW and Mercedes’ strategies will be successful. According to Porter's
concept of competitive strategy, these new product lines’ strategies are
bordering on being “stuck in the middle”.

Referring to Exhibit XI, it is grounded on observation, common general
knowledge and applying the Porter's Curve or Strategic Group Mapping to
the auto industry. Audi and Volvo have been “stuck in the middle” position
for years although Audi always operate closer to the elite market and Volvo
closer to the mass market. Mercedes, BMW, and Hyundai, however,
differentiate themselves and focus on the Differentiation Strategy while GM
et al focus on the Cost Leadership Strategy. Members of Ultra elite class
focused and differentiated, and therefore they were successful. However,
they became weak, without economy of scale owing to lack of resources for
modernization and refusal to change; as a result, they became targets for
take-over. Audi finally changed its direction and probably will be a success;
its image changed, and it appears doing quite well in Canada now, while
Volvo is under Ford's leadership and it future remains to be seen.
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Exhibit XI Porter's Curve

However, Porter’s Generic Strategies has attracted criticism because his
view calls for either focusing on Cost Leadership with low price strategy or
Differentiation and charge premium then it will be successful. He further
asserts if the strategy were a mixture, then it would remain mediocre or a
failure. Nevertheless, he corrected this rigid statement in his seminal work
“Competitive Advantage of Nations”. Common sense also tells us that if the
product is excellent and priced lower, sales will be abundant. The reverse
will also be true as Porter predicted.
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2) Porter’s Competitive Advantage Concept

In order to determine and analyze the competitive advantage positions,
Porter shaped another generic tool to diagnose the direction of action that
would “create and sustain superior performance”, Porter (1985), known as
the Value Chain Analysis. The starting point is the Five Forces Analysis
leading to the strategy to be focused on (whether cost leadership,
differentiation). A Value Chain Analysis follows which provides surveys
and inquiries before implementation of the strategy’s actions: defensive
and/or offensive.

“The value chain is a collection of activities that are performed to design,
produce, market, deliver and support its products”, Porter (1985), Exhibit
XII, where these activities (of an organization) are defined as Primary
Activities Another class of defined activities, Support Activities, supports
the Primary Activities, making value creation possible. Support Activities
contribute to margin in an indirect way and are often viewed as overhead
and discretionary activities.

FIRM  INFRSTRUCTURE (Sa)
M
SUPPORT HUMAN RESOURCES MANAGEMENT (Sh)
ACTIVITIES A
TECHNOLOGY DEVELOPMENT (Sc)
R
PROCUREMENT, ACCOUNTING & FINANCE (Sd)
G
I
INBOUND OPERATIONS OUTBOUND MARKETING SERVICES
LOGISTICS LOGISTICS & SALES
N
(Pa) (Pb) (Po) (Pd) (Pe)

I
PRIMARY ACTIVITIES

EXHIBIT XII A generic Value Chain, adapted from Porter (1985)

An organization’s aim is to deliver products and services exceeding,
distinctive to, and distinguishable from those of its competitors, even at a
higher cost to the customer, (a differentiation advantage), or alternatively,
able to deliver the same or exceeding benefits at a lower cost (a cost
advantage) than the competitors. The Primary Activities, if optimized,
provide value-added benefits to the customers and performance excellence
for the firm, whether focusing on differentiation, cost leadership, or a
combination of both, would result to gaining a competitive advantage over
others. Thereby, the choice of structures could “create and sustain superior
performance”, Porter (1985), for the customers and excellent profit for
itself, Kim and Mauborgne (2000). The Support Activities’ cost is
discretionary; to be efficient and effective it must be kept to a minimum. To
achieve this, better ways to process work, such as concepts of lean and BPR
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as mechanisms [for detail, refer to Sections 2.7.4 (H) (I) below] must be
found to provide better performance.

3) Porter's Concept of Competitive Advantage of Nations

The Competitive Advantage of Nations paradigm grew from the concepts of
Competitive Strategy and Advantage and the analytical framework of
clusters and the diamond.

Classical economic theories stated that in order to gain prosperity “with
trade, each individual, region, or nation ... concentrate on producing things
in which it has an advantage while trading to obtain things that it could not
produce efficiently itself”, Lipsey et al (1973). Porter argued that (1990,
1990a) it is not just owing to factors of production as advocated by concepts
of absolute advantage (Adam Smith) and/or comparative advantage (David
Ricardo). Firms compete successfully, gaining competitive advantage over
others among world leaders, mainly because of pressures and challenges at
home. The driving forces are improvement, innovation, technology, and
most importantly productivity. Productivity is defined as the output per unit
resources (labour and capital), a result of core competence and capability
[for detail, refer to Section 2.7.3 (F)]. The principle aim of the government
of a nation, in general, is t