CHAPTER

The Nature of
Strategic Management

“Somehow there are organizations that effectively manage change, continu-
ously adapting their bureaucracies, strategies, systems, products, services
and cultures to survive the shocks and prosper from the forces that deciri at
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others . . . they are the masters of what | call renewa

Robert H. Watzrman, Jr.
The Reniswzl Factor

The Tale of Two Cities Continues

“It was the best of times, it wzc the worst of times,
it was the age of wisdom, it wes the age of foolish-
ness. . . .”! Likewise, it was the best of times for
insured US citizens needing health care; the best
health care in the world was available and contin-
ued to improve. Yet it was the worst of times for
some, as health care costs continued double digit
increases and nearly 48 million Americans were
without health insurance.”

In this age of wisdom, medical advances are
astounding. Scientists may soon have a new diagnos-
tic technique that uses scans by beams of fast-moving
neutrons, making it possible to “see” aberrant cells
even before the smallest tumor forms.? Nevertheless,
in this age of foolishness, although the percentage
of Americans who smoked declined from 1965 to
1990, it has remained virtually unchanged for the

\‘ T
m ory Incident

past 20 years at around 21 percent contributing to
health problems and placing enormous demands
on the health care system. The US health care sys-
tem continues to fluctuate between the best and the
worst, between wisdom and foolishness, as do
the two cities in this tale, Boston and Nashville.

Boston
Boston has a number of large traditional hospital
systems some of which have struggled. For example,
CareGroup, the health system — which included the
prestigious Beth Israel Deaconess hospital — failed
as an integrated system and in 2007 existed only
to see to the fiduciary obligations of the system
with regard to bonded indebtedness. It no longer
has any clinical responsibilities. Hospitals for-
merly associated with CareGroup were operating
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essentially as independent entities sharing little
more than a computer system, teaching responsi-
bilities, and debt financing.* However, at the end
of 2006 Partners, the other large hospital group that
includes Massachusetts General and Brigham and
Women's Hospital, reported $133 million in income
from operations and $5.9 billion in total operating
revenue compared to $76 million and $5.3 billion
in 2005. Further, not-for-profit Harvard Pilgrim, the
state’s second largest insurer with almost a million
members, was placed into receivership (a form of
bankruptcy whereby an organization can avoid lig-
uidation by reorganizing with the help of a court
appointed trustee) by the Attorney General in 2000.
However, its recovery has been impressive with 26
consecutive quarters of positive financial results by
the beginning of 2007.

There are more fundamental concerns as health
care costs in Boston have increased more than
30 percent faster than the state’s average rate over
the past six years.” In addition, competition among
Boston hospitals has increased considerably. For
example, in August, 2006 the CEO of Beth Israel
Deaconess Medical Center began an Internet blog
called “Running A Hospital.” In one of his entries he
posted the percentage of Beth Israel’s patients who
get infections each month from intravenous tunirg
(central line infections). He challenged oth<: area
hospitals to publicize their infection rates. Other hos-
pitals did not take the challenge. Sorne 1nsisted that
various hospitals define infections di‘ferently and
data would not be comparable > Others indicated
that the data would not be usei*u fo: patients for var-
ious reasons. The CEO also cuggested that Partners
HealthCare was paid more by insurers because of
its size and market share. The controversy, however,
was tangible evidence of increasing competition in
an already competitive health care market.

Nashville

Encouraged by groups such as the Nashville Health
Care Council (NHCC), health care companies in
Nashville are capitalizing on the woes of the rest of
the industry. Nashville’s thriving health care sector,
instead of focusing on hospitals, has focused on
businesses that provide services to hospitals and
health plans to help them perform better. Several

years ago, the Nashville Chamber of Commerce
predicted that the US health care system would
have to make massive changes if it were to serve
the population without bankrupting the country. To
that end, the Chamber started NHCC to act as the
center of a network for people interested in develop-
ing entrepreneurial health services companies.

Middle Tennessee is home to nearly 3,000 health
care companies. Twenty publicly traded health care
companies are located in Nashville. Nashville-based
health care companies account for more than $62
billion in annual revenues and employ more than
336,000 employees world wide. Further, Nashville-
based health care companies own or operate more
than 40 percent of the nation’s investor owned
hospitals.”

Observers agree ‘het Nashville will likely remain
the “Silicon Valley of Health Care” because of its
rich history of en~trepreneurship, strong managerial
talent, and ~-czss to venture capital funding. Since
2000, Naciwville health care start-ups and existing
comparies have secured more than $4.3 billion
of v_nture capital and private equity financing.®
DNaeaville’s leadership claims that the changing
health care environment will only contribute to
its health care sector strength and that it is the best
of times.
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MANAGING IN A DYNAMIC ENVIRONMENT “

Learning Objectives
After completing the chapter you will be able to:

1. Explain why strategic management has become crucial in today’s dynamic health
care environment.

2. Trace the evolution of strategic management and discuss its conceptual foundations.
3. Describe and explain the concept of strategic thinking maps.

4. Define and differentiate between strategic management, strategic thinking, strategic
planning, and managing strategic momentum.

5. Understand the necessity for both the analytic and emergent models of strategic
management.

6. Understand how an organization may realize a strategy thict it never intended.
7. Understand the benefits of strategic management for health care organizations.
8. Understand the importance of systems approac’ies.

9. Explain the links between the different levais <1 strategy within an organization.

10. Describe the various leadership roles cf strategic management.

. . . *
Managing in a Dynamic Engiyonment

The dramatic changes iit the health care industry that began in the 1980s, marked
by the implementation of Medicare’s prospective payment system in 1983, continue
today. As a restlt, health care institutions continue to face a turbulent, confusing,
and often threaieriing environment. Significant change comes from many sources
including: legislative and policy initiatives; international as well as domestic eco-
nomic and market forces; demographic shifts and lifestyle changes; technological
advances; and fundamental health care delivery changes. Certainly, the health
care systems in Boston and Nashville, described in the Introductory Incident, as
well as other domestic and international health care organizations, have had to
continuously adapt to these and other changes. As suggested in the introductory
quote, organizations will have to effectively manage change and become “masters
of renewal” in this dynamic environment.

Coping with Change

How can health care leaders deal with change? Which issues are most impor-
tant or most pressing? Furthermore, what new issues will emerge? It is likely
that there will be new issues for health care organizations that have yet to be
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identified or fully assessed. Even more sobering, it seems certain that there will
be more change in the health care industry in the next 10 years than there has
been in the past 10 years.

Dealing with rapid, complex, and often discontinuous change requires leader-
ship. Successful health care organizations have leaders who understand the nature
and implications of external change, the ability to develop effective strategies that
account for change, and the will as well as the ability to actively manage the
momentum of the organization. These activities are collectively referred to as “stra-
tegic management.” The clearest manifestation of leadership in organizations is
the presence of strategic management and its activities. Strategic management
is fundamental in leading organizations in dynamic environments. Strategic man-
agement provides direction and momentum for change.

Organizational change is a fundamental part of success. As health care leaders
chart new courses into the future, in effect, they create new beginnings, new
chances for success, new challenges for employees, and new hopes for patients.
Therefore, it is imperative that health care managers utiderstand the changes taking
place in their environment; they should not simply be responsive to them, they
must create the future. Health care leaders must see into the future, create new
visions for success, and be prepared to makzg zignificant improvements.

=

The Foundations of Strategic Manigement

In political and military conte.ts, the concept of strategy has a long history. For
instance, the underlying princirles of strategy were discussed by Sun Tzu, Homer,
Euripides, and many other early strategists and writers. The English word strategy
comes from the Greek stiategos, meaning “a general,” which in turn comes from
roots meaning “army’ and “lead.”! The Greek verb stratégéo means “to plan the
destruction of one’s enemies through effective use of resources.”? As a result,
many of the téimms commonly used in relation to strategy — objectives, strategy,
mission, stre1.gths, weaknesses — were developed by the military.

Long-Range Planning to Strategic Planning

The development of strategic management began with much of the business sector
adopting long-range planning. Long-range planning developed in the 1950s in many
organizations because operating budgets were difficult to prepare without some
idea of future sales and the flow of funds. Post-WWII economies were growing
and the demand for many products and services was accelerating. Long-range fore-
casts of demand enabled managers to develop detailed marketing and distribution,
production, human resources, and financial plans for their growing organizations.
The objective of long-range planning is to predict for some specified time in the
future the size of demand for an organization’s products and services and to deter-
mine where demand will occur. Many organizations have used long-range planning
to determine facilities expansion, hiring forecasts, capital needs, and so on.
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As industries became more volatile, long-range planning was replaced by
strategic planning because the assumption underlying long-range planning is
that the organization will continue to produce its present products and services—
thus, matching production capacity to demand is the critical issue. However, the
assumption underlying strategic planning is that there is so much economic, social,
political, technological, and competitive change taking place that the leadership
of the organization must periodically evaluate whether it should even be offer-
ing its present products and services, whether it should start offering different
products and services, or whether it should be operating and marketing in a
fundamentally different way.

Although strategies typically take considerable time to implement, and thus
are generally long range in nature, the time span is not the principal focus of
strategic planning. In fact, strategic planning, supported by the management
of the strategy, compresses time. Competitive shifts that might take generations
to evolve instead occur in a few short years.” In a survey of senior executives,
80 percent indicated that the productive lives of theie strategies were getting
shorter and 75 percent believed that their leading <ampetitor would be differ-
ent within five years.* Therefore, it is preferable to use “long range” and “short
range” to describe the time it will take to accomplish a strategy rather than to
indicate a type of planning.

Strategic Planning to Strategic Mansgzement

The 1960s and 1970s were decades of major growth for strategic planning in busi-
ness organizations. Leading conipanies such as General Electric were not only
engaged in strategic planting but also actively promoted its merits in the busi-
ness press. The process provided these firms with a more systematic approach
to managing business units and extended the planning and budgeting horizon
beyond the traditional 12-month operating period. In addition, business manag-
ers learned that financial planning alone was not an adequate framework.’ In the
1980s the cencept of strategic planning was broadened to strategic management.
This evolution acknowledged not only the importance of the dynamics of the
environment and that organizations may have to totally reinvent themselves but
also that continuously managing and evaluating the strategy are keys to success.
Thus, strategic management was established as an approach or philosophy for
managing complex enterprises and, as discussed in Perspective 1-1, should not
be viewed as a passing fad.

Strategic Management in the Health Care Industry

Strategic management concepts have been employed within health care organi-
zations only in the past 25 to 30 years. Prior to this time, individual health care
organizations had few incentives to employ strategic management because typi-
cally they were independent, freestanding, not-for-profit institutions, and health
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Perspective 1-1

What are These?

1950s 1960s 1970s
Theory Y Managerial Grid Zero-Based Budgets
Management by Objectives T-Groups Participative Management
Quantitative Management Matrix Management Portfolio Management
Diversification Conglomeration Quantitative MBAs

Centralization/ Decentralization

1980s 1990s 2000s
Theory Z Customer Focus Six Sigma
One-Minute Managing Quality Improvement Balanced Score Card
Organization Culture Reengineering Transformational
Intrapreneuring Benchmarking Leadership
Downsizing Resource-Based View Self-Managed Teams

MBWA (Management by
Wandering Around)

Dynamic Capabilities
Virtual Organizations

e TOM/CQI ¢ Blue Oceans

Management fads? Management techniques? Man2gcxent fads is usually the flippant answer. However,
each of these management approaches was a gentui.¢ attempt to change and improve the organization — to
focus efforts, to improve the quality of the moducts and services, to improve employee morale, to do
more with less, to put meaning into work, ar.d so on. Some of the approaches worked better than oth-
ers; some stood the test of time and otkers did not. Yet, it would be too harsh to simply dismiss them
as fads or techniques. The goals for 21l oi these management approaches were to manage and shape the
organization — to make it better, to m.ake it an excellent organization. One of the things that has distin-
guished all of these “fads” is the crithusiasm and commitment they have engendered among managers
and workers. For many, thes » anproaches have significantly increased the meaning of work — no small
accomplishment in an era 1.» which people are increasingly hungry for meaning. And certainly organiza-
tions need to create meaning.'

When management approaches such as these fail, it is usually because they become an end in themselves.
Managers lose sight of the real purpose of the approach and the process becomes more important than
the product. Managers start working for the approach rather than letting the approach work for them.

What will be the “management fads” of the next decade?”* Will you be a part of these attempts to make
the organization better or will you simply dismiss them as fads? Perhaps benchmarking, quality improve-
ment, or six sigma will turn your organization around. One of these approaches may help to make your
organization truly excellent or save it from decline.

Is strategic management just another fad? Will it stand the test of time? If strategic management becomes
an end in itself, if its activities do not foster and facilitate thinking, it will not be useful. However, if
strategic management helps managers to think about the future and guide their organizations through
turbulent environments, strategic management will have succeeded.
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services reimbursement was on a cost-plus basis. In many respects health care
has become a complex business using many of the same processes and much of
the same language as the most sophisticated business corporations. Certainly,
in the late 1980s and 1990s many health care organizations had much to learn
from strategically managed businesses. As a result, many of the management
methods adopted by health care organizations, both public and private, initially
were developed in the business sector.

Although the values and practices of for-profit business enterprises in the pri-
vate sector have been advocated as the appropriate model of managing health
care organizations, a legitimate question arises concerning the appropriateness of
the assumption that business practices may always be appropriate to the health
care industry. Certainly, not all the “big ideas” have delivered what was promised,
even in business.® It has been pointed out that:

1. Some strategic alternatives available to non-health care organizations may not
be realistic for many health care organizations.

2. Health care organizations have unique cultures that influence the style of and
participation in strategic planning.

3. Health care has always been subject to consicerable outside control, and

4. Society and its values place special demiarids on health care organizations.’”

However, strategic management, esvecially when customized to health care,
does seem to provide the necessary .rrocesses for health care organizations to
cope with the vast changes thathave been occurring. Over time these business
approaches increasingly havebe=n modified to fit the unique aspects of health

care organizations.

Strategic Management Versus Health Policy Planning

There has-bcen and continues to be substantial health planning (policy) in the
United States. Efforts at health planning are initiated by either state or local gov-
ernments and the resulting health policies are implemented through legislation or
private or nongovernmental agencies. Many of these planning efforts are disease
specific; that is, they are categorical approaches directed toward specific health
problems (e.g., the work of the National Tuberculosis Association that stimulated
the development of state and local government tuberculosis prevention and treat-
ment programs).® As a result, a variety of state and federal health planning or
policy initiatives have been designed to: (1) enhance quality of care and reduce
medical errors; (2) provide or control access to care; and (3) contain costs.
These health-planning efforts are not strategic management. Health planning is
the implementation of local, state and federal health policy and affects a variety
of health care organizations. As explained in Perspective 1-2, the intent of health
policy is to provide the context for the development of the health care infrastructure
as a whole. In contrast, strategic management is organization specific. Strategic
management helps an individual organization to respond to state and federal
policy and planning efforts, as well as to a variety of other external forces.
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Perspective 1-2 Health policy determines the rules of the game that apply to all consumers
and providers in the field. It is the development and maintenance of an
- infrastructure to efficiently enhance the health of the public.

Policy? An infrastructure need not imply a governmentally financed health
care system nor the delivery of services by a governmental entity. What
it does imply is a set of institutions that meet the preferences of most of
the society. These institutions can take many forms ranging from unfettered markets to the provision
of services by governments.

The role of health policy is to determine the preferences of the society and to develop and fine tune
institutions that can efficiently meet those preferences. Meeting preferences may mean defining the
ground rules under which insurers and providers compete. It may mean defining those services that
will be provided by only a single provider, and then deciding whether that provider will be a public or
private organization. It will certainly mean revisiting these decisions as new ways of doing things and
new problems emerge.

The Congress and the state legislatures set health policy. In addition, the administrative authority given
to executive branches and their agencies sets policy. Therefore, the Center for Medicare and Medicaid
Services determines much of the health policy for federal Medicare and Medicaid. The Centers for Disease
Control and Prevention, the Food and Drug Administration, and the Cccupational Health and Safety
Administration set and enforce health and safety standards. State Depa:tments of Health, Insurance, and
Environmental Quality set health policy within their own sphere. of influence.

There are many analytic tools that come into play in helping te <ieterimine the rules that are adopted. These
include economics, law, political science, epidemiology, medicin:, and health services research. Health policy
questions are sometimes very broad and at other times ver; specific. Some important questions include:

What is Health

* Is health care a right or an individual responsibiiit ;7

e Can the human costs of poor health be quantitie?

e Can higher taxes on saturated fats reduce ti:e prevalence of obesity?

* Would a refundable tax credit encourage e uninsured to buy coverage?

* Would higher incomes or more healt!: se1vices do more to improve health status?
* Who pays if employers are required 1o provide health insurance?

Source: Michael A. Morrisey, PhD, Ditactor, Lister Hill Center for Health Policy and Department of Health Care Organization
and Policy, University of Alabama a* birniingham.

The Dimensions of Strategic Management

There are many ways to think about strategic management in organizations. In
fact, Henry Mintzberg identified ten distinct schools of thought concerning organi-
zational strategy.” Three of these approaches were prescriptive and analytical:
the design school, the planning school, and the positioning school. Six schools of
thought were descriptive and emergent: the entrepreneurial school, the cognitive
school, the learning school, the political school, the cultural school, and the envi-
ronmental school. The final school of thought, the configurational school, specifies
the stages and sequence of the process and attempts to place the findings of the
other schools in context.”
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Analytical Versus Emergent Approaches

Given the careful reasoning of the proponents of these various approaches to
strategic management, it is safe to assume that there is no one best way to think
or learn about strategy making in complex organizations. Analytical or rational
approaches to strategic management rely on the development of a logical sequence
of steps or processes (linear thinking). Emergent models, on the other hand, rely
on intuitive thinking, leadership, and learning and are viewed as being a part of
managing. Both approaches are valid and useful in explaining an organization’s
strategy. However, neither the analytical approach nor the emergent view, by
itself, is enough. David K. Hurst explaines:

“The key question is not which of these approaches of action is right, or even which
is better, but when and under what circumstances they are useful to understand
what managers should do. Modern organizational life is characterized by oscillations
between periods of calm, when prospective rationality seeis to work, and periods of
turmoil, when nothing seems to work. At some times; znalysis is possible; at other
times, only on-the-ground experiences will do.”"

As a result, both approaches are required. i*s difficult to initiate and sustain
organizational action without some predeierinined logical plan. Yet in a dynamic
environment, such as health care, managers must expect to learn and establish
new directions as they progress. The analytical approach is similar to a map,
whereas the emergent model issiciilar to a compass. Both may be used to guide
one to a destination. Maps are bziter in known worlds — worlds that have been
charted before. Compasses are helpful when leaders are not sure where they are
and have only a general serse of direction.”

Managers may use the analytical approach to develop a strategy (map) as best
they can from their tric'erstanding of the external environment and by interpreting
the capabilities of the organization. Once they begin pursuing the strategy, new
understandings and strategies may emerge and old maps (plans) must be modi-
fied. Harvard Professor Rosabeth Moss Kanter concluded from her research that
pacesetter organizations “did not wait to act until they had a perfectly conceived
plan; instead, they create the plan by acting.”"® Therefore, managers must remain
flexible and responsive to new realities — they must learn. However, the direction
must not be random or haphazard. It must be guided by some form of strategic
sense — an intuitive, entrepreneurial sensing of the “shape of the future” that
transcends ordinary logic. The concept of the compass provides a unique blend
of thinking, performance, analysis, and intuition."

What is needed is some type of model that provides guidance or direction to
strategic managers, yet incorporates learning and change. If strategy making can
be approached in a disciplined way, then there will be an increased likelihood
of its successful implementation. A model or map of how strategy may be devel-
oped will help organizations to view their strategies in a cohesive, integrated, and
systematic way.” Without a model or map, managers run the risk of becoming
totally incoherent, confused in perception, and muddled in practice.'
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Combining the Analytical and Emergent Views

In this text, a series of “strategic thinking maps” are presented. These maps are
designed to ignite strategic thinking as well as strategic planning and foster new
thinking and planning when required. The strategic thinking maps will start the jour-
ney to develop a comprehensive strategy for the organization, yet the maps cannot
anticipate every contingency. Managers will learn a great deal about their strategic
plans as they manage them. Therefore, strategic managers will have to think, analyze,
use intuition, and reinvent the strategy as they go. As the physicist David Bohm
observed, the purpose of science is not the “accumulation of knowledge” but rather
the creation of “mental maps” that guide and shape our perception and action."”

A model or map that accounts for both the analytical and the emergent views
of strategic management is presented in Exhibit 1-1. This strategic thinking map
serves as a general model for health care strategic managers, illustrates the inter-
relationships and organizes the major components, and provides the framework
for much of the discussion in this book. As illustrated in Exhibit 1-1, strategic
management has three elements — strategic thinking, strategic planning, and man-
aging strategic momentum. These activities are interdependent; activities in each
element affect, and are affected by, the othe:s.

Strategic managers must become strategic thinkers with the ability to evalu-
ate the changing environment, analyze < :ta, question assumptions, and develop
new ideas. Additionally, they must e able to develop and document a plan
of action through strategic plannivig. Strategic planning is a decision-making
and documentation process thot creates the strategic plan. Once a strategic plan

Exhibit 1-1: Strategic Thinking Map «f Strategic Management

&,
- . &, ey,
Strategic Planning Wiy 20/
- - - /7
e((\’b\ ((\e“‘ ) EStltuatlltzAnal IAn_aly5|s /7;@/)’
o (O | X ernaI . na: ysis
N . .
< nternal Analysis Managing
» Directional Strategies .
. . . Strategic
Strategic Thinking ) Momentum
- External Orientation Strategy Formulation -
+ Analyze Data - Directional Strategies <) - Managerial Action
+ Question Assumptions * Adaptive Strategies * Strategy Evaluation
» Generate New |Ideas » Market Entry Strategies ° Emf,-r_g_ent Learnlng
« Competitive Strategies * Re-initiate Strategic
/ Thinking
Planning the Implementation \
» Service Delivery Strategies
* Support Strategies
» Action Plans

External Environment
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is developed, strategic managers must manage the strategic momentum of the
organization. As strategic managers attempt to carry out the strategic plan they
evaluate its success, learn more about what works, and incorporate new strate-
gic thinking. As indicated by the double-headed arrows in Exhibit 1-1, any one
element of the model may initiate a rethinking of another element. For example,
planning the implementation may provide new information that necessitates taking
another look at strategy formulation. Similarly, managing strategic momentum
may provide new insights for implementation planning, strategy formulation, or
the situational analysis.

The distinction among the terms strategic thinking, strategic planning, and
managing strategic momentum is important and all three activities must occur
in truly strategically managed organizations. Therefore, each stage of the model
is explored in more depth.

Strategic Thinking

The first stage depicted in Exhibit 1-1 is strategic thinking and is the fundamental
intellectual activity underlying strategic manegement. It has been observed that
leaders, similar to great athletes, must simulfancously play the game and observe
it as a whole."”® Mired in a complex sitization, the leader must rise above it to
understand it. Preserving distance may be the only way to see the full picture.”
This skill is similar to leaving the vlaying field and going to the press box to
observe the game and see its broaler context. Thus, strategic managers must be
able to keep perspective and sce tiie big picture — not get lost in the action. But to
truly understand the big picture, one must not only go to the press box to observe
the “game,” but must als¢ Rave a “quiet room” to periodically think about it, to
understand it, and perhaps to change the strategy or players.

Strategic thinking isen individual intellectual process, a mindset, or method of
intellectual analysis.that asks people to position themselves as leaders and see the
“big picture.” ¥/icion and a sense of the future are inherent parts of strategic think-
ing. Strategic tiinkers are constantly reinventing the future — creating windows on
the world of tomorrow. James Kouzes and Barry Posner in The Leadership Challenge
have indicated: “All enterprises or projects, big or small, begin in the mind’s eye;
they begin with imagination and with the belief that what is merely an image can
one day be made real.”? Strategic thinkers draw upon the past, understand the
present, and envision an even better future. Strategic thinking requires a mind-
set — a way of thinking or intellectual process that accepts change, analyzes the
causes and outcomes of change, and attempts to direct an organization’s future
to capitalize on the changes. More specifically, strategic thinking:

* acknowledges the reality of change,

* questions current assumptions and activities,

* builds on an understanding of systems,

* envisions possible futures,

* generates new ideas, and

* considers the organizational fit with the external environment.
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Strategic thinking generates ideas about the future of an organization and
ways to make it more relevant — more in tune with the world. Strategic thinking
assesses the changing needs of the organization’s stakeholders and the changing
technological, social and demographic, economic, legislative/political, and com-
petitive demands of its world.

Strategic thinkers are always questioning: “What are we doing now that we
should stop doing?” “What are we not doing now, but should start doing?”
and “What are we doing now that we should continue to do but perhaps in
a fundamentally different way?” For the strategic thinker, these questions are
applicable to everything the organization does — its products and services,
internal processes, policies and procedures, strategies, and so on. Successful
strategies often require being what you haven’t been, thinking as you haven’t
thought, and acting as you haven't acted.” Strategic thinkers examine assump-
tions, understand systems and their interrelationships, and develop alterna-
tive scenarios of the future. Strategic thinkers forecast external technological,
social and demographic changes, as well as criticairchanges in the legislative
and political arenas. As illustrated in Perspeci:ve 1-3, strategic thinking is
very much a leadership activity and quite difte:ent from what subject matter
experts do.

Perspective 1-3
Expert Thinking

versus Strategic
Thinking

Expert Thinking at its Rect Strategic Thinking at its Best

Focus

* Pay rigorous attention to knowledge, evidence ¢ Act on intuition and “gut feel” when data

and data — focus on understanding. is incomplete — focus on action and moving
* Adhere to professional standards and ways of forward.
working — the right way of doing things. * Focus relentlessly on outcomes and results;
eschew excessive process.
Knowledge
* Specialize in well-defined disciplines and * Specialize in types of industry, activities or
functions. context.
* Respect peer review. * Respect boss review.
e Utilize clear and definite prescriptions. e Focus as much on how to move forward as

on what to do.
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Authority
e Strive for sufficient information to allow * Decide on the basis of ambiguous and
predictability. insufficient data.

* Build on extensive knowledge and experience. ¢ Search for new knowledge and skills to find
the best way forward.

Identity and Responsibility

e Commit to, and feel responsible for, indi- e Commit to, and feel responsible for, a group
vidual clients. and/or organization.

e Act as an individual. e Act with and through groups, teams and

* Take personal responsibility. larger assemblies.

* Take corporate and personal responsibility.

Relationships

* Maintain distance and avoid extensive emo- * Maintain distance or emotional engagement,
tional engagement. as needed.

* Engage in “no holds barred” discussions; * Consider peoplc c feelings; exercise patience;
don’t tolerate fools. trigger a sence ui ownership.

* Lecture; lay out expertise. e Listen; give clear direction.

Source: Phil Hodgson and George Binney, “Moving into Leadership Country,” Business Strategy Review 18, no. 1 (Spring
2007), p. 35. Used with permission.

EVERYONE A STRATEGIC THINKER

Strategic thinking provices the foundation for strategic management. However,
strategic thinking is notiust the task of the CEO, health officer, or top administra-
tor of the organizaiion. For strategic management to be successful, everyone must
be encouraged to think strategically — think as a leader. Leadership is a performing
art — a collect:on of practices and behaviors — not a position.” Everyone, even the
lowest paid ernployees, should be encouraged to think strategically and consider
how to reinvent what he or she does. For example, understanding that a nursing
home’s image is based in the customers” perception of cleanliness can motivate
custodians to think strategically and reinvent the way the nursing home is cleaned.
Strategic thinking is supported by the continuous management of the strategy
and documented through the periodic process of strategic planning.

Strategic Planning

Strategic planning is the next activity in the general model of strategic management
illustrated in Exhibit 1-1. Strategic planning is the periodic process of developing
a set of steps for an organization to accomplish its mission and vision using stra-
tegic thinking. Therefore, periodically, strategic thinkers come together to reach
consensus on the desired future of the organization and develop decision rules
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for achieving that future. The result of the strategic planning process is a plan or
strategy. More specifically, strategic planning:

* provides a sequential, step-by-step process for creating a strategy,

* involves periodic group strategic thinking (brainstorming) sessions,

* requires data/information, but incorporates consensus and judgment,

* establishes organizational focus,

e facilitates consistent decision making,

* reaches consensus on what is required to fit the organization with the external
environment, and

¢ results in a documented strategic plan.

The process of strategic planning defines where the organization is going,
sometimes where it is not going, and provides focus. The plan sets direction for
the organization and — through a common understanding of the vision and broad
strategic goals — provides a template for everyone ii: the organization to make
consistent decisions that move the organization tsvard its envisioned future.

Strategic planning, in large part, is a decisiori-miaking activity. Although these
decisions are often supported by a great deai of quantifiable data, strategic deci-
sions are fundamental judgments. Because ctrategic decisions cannot always
be quantified, managers must rely on “informed judgment” in making this type
of decision. As in our own lives, generally the more important the decision,
the less quantifiable it is and thencre we will have to rely on the opinions of
others and our own best judgmuiit. For example, our most important personal
decisions — where to attend'ccllege, whether or not to get married, where to
live, and so on - are largely informed judgments. Similarly, the most important
organizational decisions. such as entering a market, introducing a new service, or
acquiring a competitor. although based on information and analysis, are essentially
judgments, perhaps based on considerable data analysis.

Decision concistency is central to strategy; when an organization exhibits a
consistent behavior it has a strategy. Strategy is the set of guidelines or plan an
organizatior. chooses to ensure decision consistency and move it from where it is
today to a desired state some time in the future — it is the road map to that future.
Developing the road map (strategic plan) requires situational analysis, strategy
formulation, and planning the implementation of the strategy.

Analyzing and understanding the situation is accomplished by three separate
strategic thinking activities: (1) external environmental analysis; (2) internal envi-
ronmental analysis; and (3) the development or refinement of the organization’s
directional strategies. The interaction and results of these activities form the basis
for the development of strategy. These three interrelated activities drive the strat-
egy. Forces in the external environment suggest “what the organization should
do.” That is, success is a matter of being effective in the environment — doing the
“right” thing. Strategy is additionally influenced by the internal resources, com-
petencies, and capabilities of the organization and represents “what the organiza-
tion can do.” Finally, strategy is driven by a common mission, common vision,
and common set of organizational values and goals — the directional strategies.
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The directional strategies are the result of considerable thought and analysis by
top management and indicate “what the organization wants to do.” Together, these
forces are the essential input to strategy formulation. They are not completely
distinct and separate; they overlap, interact with, and influence one another.
Chapter 2 provides strategic thinking maps for examining the general and health
care external environment and Chapter 3 addresses service area competitor analy-
sis. Chapter 4 discusses the internal environment and provides strategic thinking
maps for evaluating the organization’s strengths and weaknesses and the creation
of competitive advantage. The development of the directional strategies through
strategic thinking maps is explored in more detail in Chapter 5.

Whereas situational analysis involves a great deal of strategic thinking — gathering,
classifying, and understanding information — strategy formulation involves deci-
sion making that uses the information to create a plan. Hence, strategy formulation
involves directional, adaptive, market entry, and competitive strategy decisions and,
typically, these decisions are made in strategic planning sessions. Strategic maps
for strategy formulation are presented in Chapters 6 and 7.

Once the strategy for the organization has been formulated (including directional,
adaptive, market entry, and competitive), impleraeriiation plans that accomplish
the organizational strategy are developed. These implementation plans are made
up of strategies developed in the key areas thai create value for an organization —
service delivery and support activities -< »nd are typically discussed as part of
strategic planning. Strategies must be developed that best deliver the products or
services to the customers through p»=-service, point-of-service, and after-service
activities. In addition to service'delivery strategies, strategies must be developed
for value-adding support areat siich as the organization’s culture, structure, and
strategic resources. Strategy imiplementation is discussed further in Chapters 8
through 10.

A Groupr Process oF Key Pravers

The CEO can develop a strategy. A separate planning department can develop
a strategy. However, such approaches run into trouble during implementation,
as there is no common “ownership” of the plan or the tasks associated with it.
Therefore strategic planning for organizations is typically a group process. It
involves a number of key participants working together to develop a strategy.
Although strategic planning provides the structure for thinking about strategic
issues, effective strategic planning also requires an exchange of ideas, sharing
perspectives, developing new insights, critical analysis, and give-and-take discus-
sion. Strategic planning efforts will be diminished without future-oriented highly
provocative thinking and dialog.”

For most organizations, it is not possible for everyone to be a full participant
in the strategic planning process. Decision making is protracted if everyone must
have a say — and a consensus may never be reached. A few key players — senior
staff, top management, or a leadership team - are needed to provide balanced
and informed points of view. Often representatives of important functional areas
are included as well. An effective leader will incorporate a variety of individuals
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with different backgrounds and perspectives to provide input to the process. Some
participants may be mavericks and nudge the group in new ways. If everyone
is pre-programmed to agree with the leader, participation is not required — but
neither will an actionable plan be realized.

The key to successful strategic planning is to have a recurring group process.
Having a periodic structured process initiates a reconsideration, discussion, and
documentation of all the assumptions. Without a planned process, managers
never quite get to it. Without a process, ideas are not discussed, conclusions are
not reached, decisions are not made, strategies are not adopted, and strategic
thinking is not documented. The nature of the group and the process are often
the keys to success.

Managing Strategic Momentum

Sometimes a strategic plan is created but nothing realty changes, strategic momen-
tum is lost, and plans are never implemented. As the next year rolls around, it
is once again time for the annual strategic plannirig retreat and the cycle repeats
itself. This example is of one of strategic planning without managing strategic
momentum. Alan Weiss, in his irreverent book, Our Emperors Have No Clothes,
explains that in these situations the proi'em is that, “Strategy is usually viewed
as an annual exercise at best, an even:that creates a “product,” and not a process
to be used to actually run the business.”

The third element of stratepic management shown in Exhibit 1-1, managing
strategic momentum, conceri's ‘ne day-to-day activities of managing the strategy
to achieve the strategic goals ot the organization. Once plans are developed, they
must be actively managed and implemented to maintain the momentum of the
strategy. Strategic thiriking and periodic planning should never stop; they become
ingrained in the culture and philosophy of a strategically managed organization.
Managing strategic momentum:

* is the acteal work to accomplish specific objectives,

* concerns decision-making processes and their consequences,

* provides the style and culture,

* evaluates strategy performance,

* is a learning process, and

* relies on and initiates new strategic thinking and new periodic strategic
planning.

For many organizations strategic planning is the easiest part of strategic man-
agement and the planning process receives the greatest attention. However, plans
must be implemented to create momentum and to realize strategic intent. Poor
implementation or lack of implementation has rendered many strategic plans as
worthless. Whereas the strategic plan and its underlying strategic thinking must
be viewed as important, they fall apart without implementation and the decision-
making guidelines provided for managers at all levels in the organization. If the
strategy is not actively managed, it will not happen.
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At the same time, managers often need to react to unanticipated developments
and new competitive pressures. Such environmental shifts may be subtle, other
times they can be discontinuous and extremely disruptive. When external changes
occur, new opportunities emerge and new competencies are born, while others
die or are rendered inconsequential. Inevitably, the basic rules of competing and
survival will change.” Managing strategic momentum is how an organization
constructively manages change, evaluates strategy, and reinvents or renews the
organization. As Henry Mintzberg has indicated, “. . . a key to managing strategy
is the ability to detect emerging patterns and help them take shape.”*

Different environmental characteristics and different organizational forms require
new and different ways of defining strategy.” Strategy may be an intuitive, entre-
preneurial, political, culture-based, or learning process. In these cases, maps are
of limited value. Managers must create and discover an unfolding future, using
their ability to learn together in groups and interact politically in a spontaneous,
self-organizing manner. However, learning is difficult in organizations. Learning
requires engagement, mastering unfamiliar ideas, and adopting new behaviors.
Engaged learning demands that executives share leadership, face harsh truths,
and take learning personally. It requires them totuiidamentally change the way
they manage.” It requires managing strategic ficmentum.

Clearly, rational strategies do not alwavs work out as planned (an unrealized
strategy). In other cases, an organizatior: may end up with a strategy that was
quite unexpected as a result of having “e=n “swept away by events” (an emergent
strategy). Leadership, vision, and “f<eling our way along” (learning) often pro-
vide a general direction without a ieal sense of specific objectives or long-term
outcomes. It is quite possible thar a strategy may be developed and subsequently
realized. However, we mucst be realistic enough to understand that when we
engage in strategic manageinent the theoretical ideal (strategy developed, then
realized) may not, and iti all probability will not, be the case. A great deal may
change. The possibiiities include:

1. There is aacteemulation of the strategy during implementation as the organiza-
tion gains niew information and feeds that information back to the formulation
process, thus modifying intentions en route.

2. The external environment is in a period of flux and strategists are unable to
accurately predict conditions; the organization may therefore find itself unable
to respond appropriately to a powerful external momentum.”

3. Organizations in the external environment implementing their own strategies
may block a strategic initiative, forcing the activation of a contingency strategy
or a period of “groping.”

Obviously, health care organizations formulate strategies and realize them to
varying degrees. For instance, as a part of a deliberate strategy to broaden their
market, improve service to the community, and retain referral patients, many
community hospitals began offering cardiac services such as catheterization and
open heart surgery. As a result, some of these hospitals have built market share
and increased profitability. Other community hospitals have not fared as well.
Their managers had unrealistic expectations concerning the profitability of cardiac
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services and the number of procedures required. A large volume is crucial to cardiac
services because it allows the hospital to order supplies in bulk and provides
physician experience that produces better outcomes and shorter lengths of stay. In
addition, some community hospital managers misjudged the level of reimburse-
ment from Medicare, thereby further squeezing profitability. The strategies of those
community hospitals that left the cardiac services market were not realized.

Still other community hospitals seemed to move into a full range of cardiac
services without an explicit strategy to do so. In an effort to retain patients and
enhance their images, these hospitals began by offering limited cardiac services
but shortly found that they were not performing enough procedures to be “world
class.” They added services, equipment, and facilities to help to create the required
volume and, without really intending to at the outset, ended up with emergent
strategies that resulted in significant market share in cardiac services.

EVERYONE MUST MANAGE THE STRATEGIC MOMENTUM

As with strategic thinking, everyone plays a role in managing strategic momentum.
Everyone in the organization should be working-{or the strategy and understand
how their work contributes to the accomplistimient of the strategic goals. As Max
DePree has suggested, “Leaders are obiigated to provide and maintain momen-
tum.”* The only legitimate work ir_an organization is work that contributes to
the accomplishment of the strategic pian. Although organizations may accomplish
superior results for a brief period of time, it takes the orchestration of management
as well as leadership to perpeiuate these capabilities far into the future.”

The three stages of strategic management — strategic thinking, strategic planning,
and manag’ng ctrategic momentum — will provide many benefits to health care
organizations. However, because strategic management is a philosophy or way
of managing an organization, its benefits are not always quantifiable. Overall,
strategic management:

* ties the organization together with a common sense of purpose and shared
values;

* improves financial performance in many cases;”

* provides the organization with a clear self-concept, specific goals, and guidance
as well as consistency in decision making;

* helps managers to understand the present, think about the future, and recognize
the signals that suggest change;

* requires managers to communicate both vertically and horizontally;

* improves overall coordination within the organization; and

* encourages innovation and change within the organization to meet the needs
of dynamic situations.
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Perspective 1-4 Significant innovations in strategic thinking have appeared over
the past half century. Below are 10 trusty tools of strategic thinking
that have withstood the test of time.

Ten Strategic

Thinking

Big Ideas 1. Long-range perspective. When done correctly, strategic thinking pro-

pels managers to think about the long run — strategies and resource
allocation beyond the current year.

2. Strategic analysis. Strategic thinking advanced through the development of new, sharper analytical
tools. These tools help strategists to make better sense of their markets, competitors, and industries.

3. Quality. The recognition of quality as a strategic variable represented an important event in the
evolution of strategic thinking. The use of targeted data to understand and control processes was a
leap forward for competitive analysis.

4. Portfolio theory. This theory is based on the proposition that businesses can disaggregate their prod-
ucts, services, and markets into categories that better inform resource allocation decisions.

5. Scenario planning. Scenarios have proven to be a useful and practical way to think about the organi-
zation as a whole and its interaction with the environment. Scenario plarwing has become a “staple”
of many strategic thinking processes.

6. Resource allocation models. Two primary resource allocation modcis exist in strategic thinking. One
is the perspective of the industrial economists who think of th~ tiim as applying its resources to
opportunities created by the actions of competitors or the necaz of consumers. The resource-based
view, on the other hand, contends that successful strategies acrive from a firm'’s ability to leverage
its own unique internal resources and capabilities.

7. Corporate culture. Strategies that are consistent with cu.ture are more likely to succeed.

8. Leadership. Effective leadership is an essential variav'c in the strategy formulation and implementa-
tion processes. Leaders must ensure that strateg 7 links to the values and vision of the organization.

9. Metrics that matter. For strategies to work, managers must monitor implementation. Good metrics
are required for successful monitoring.

10. Strategic organizational design. Even though it was once a controversial idea, most agree that orga-

nizational design (structure) must fellow and facilitate implementation of the strategy.

Source: Robert J. Allio, “Strategic Thinkin.g* The Ten Big Ideas,” Strategy & Leadership 34, no. 4 (2006), pp. 4-13.

Strategic management is a unique perspective that requires everyone in the
organization to cease thinking solely in terms of internal operations and their
own operational responsibilities. It insists that everyone adopts what may be a
fundamentally new attitude — an external orientation and a concern for the big
picture. It is basically optimistic in that it integrates “what is” with “what can be.”
Perspective 14 illustrated some of the important elements of strategic thinking
that have evolved over the past several decades.

Health care leaders require a comprehensive strategic management approach for
guiding their organizations through societal and health care industry changes that
will occur in the future. Strategic management concepts, activities, and methods
presented in this text will prove to be valuable in coping with these changes. In
addition, the internal, nonquantifiable benefits of strategic management will aid



m CHAPTER 1: THE NATURE OF STRATEGIC MANAGEMENT

health care organizations in better integrating functional areas to strategically
utilize limited resources and to satisfy the various publics served. Strategic man-
agement is the exciting future of effective health care leadership.

What Strategic Management Is Not

Strategic management should not be regarded as a technique that will provide
a “quick fix” for an organization that has fundamental problems. Quick fixes for
organizations are rare; it often takes years to successfully integrate strategic man-
agement into the values and culture of an organization. If strategic management
is regarded as a technique or gimmick, it is doomed to failure. Similarly, strategic
management is not just strategic planning or a yearly retreat where the leader-
ship of an organization meets to talk about key issues only to return to “business
as usual.” Although retreats can be effective in refocusing management and for
generating new thinking, strategic management must be adopted as a philosophy
of leading and managing the organization.

Strategic management is not a process of camyieting paperwork. If strategic
management has reached a point where it lias‘become simply a process of fill-
ing in endless forms, meeting deadlines, drewing milestone charts, or changing
the dates of last year’s goals and plansg, :* 1s not strategic management. Effective
strategic management requires little aperwork. It is an attitude, not a series of
documents. Similarly, strategic m=nagement should not be initiated merely to
satisfy a regulatory body’s or rn accrediting agency’s requirement for a “plan.”
In these situations, no comraitment is made on the part of key leadership, no
participation is expected roin those in the organization, and the plan may or
may not be implemented.”

Strategic managemert is not a process of simply extending the organization’s
current activities 1o the future. It is not based solely on a forecast of present
trends. Strategic management attempts to identify the issues that will be important
in the futurc. ifealth care strategic managers should not simply ask the ques-
tion, “How will we provide this service in the future?” Rather, they should be
asking questions such as, “Should we provide this service in the future?” “What
new services will be needed?” “What services are we providing now that are no
longer needed?”

A Systems Perspective

The problems facing organizations are so complex that they defy simple solutions.
Understanding the nature of the health care environment, the relationship of the
organization to that environment, and the often-conflicting interests of internal
functional departments requires a broad conceptual paradigm. Yet, it is difficult
to comprehend so many complex and important relationships. Strategic managers
have found general systems theory or a systems approach to be a useful perspective
for organizing strategic thinking.
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A system may be defined as “a perceived whole whose elements “hang together’
because they continually affect each other over time and operate toward a common
purpose.”* More simply, a system is a set of interrelated elements. Each element
connects to every other element, directly or indirectly, and no subset of elements
is unrelated to any other subset. Further, a system must have a unity of purpose
in the accomplishment of its goals, functions, or desired outputs.” Understanding
the complex whole through a systems approach:

* aids in identifying and understanding the “big picture”;

* facilitates the identification of major components;

* helps to identify important relationships and provides proper perspective;
* avoids excessive attention to a single part;

¢ allows for a broad scope solution;

* fosters integration; and

» provides a basis for redesign.

The use of the systems approach requires strategic managers to define the
organization in broad terms and to identify the im>ortant variables and interre-
lationships that will affect decisions. By defininig systems, strategic managers are
able to see the “big picture” in proper perstective and avoid devoting excessive
attention to relatively minor aspects of iiie total system.” A systems approach
permits strategic managers to concenirate on those aspects of the problem that
most deserve attention and allow a m.ore focused attempt at a resolution. As Peter
Senge has indicated, systems apyproaches help us to see the total system and how
to change the pieces within thé system more effectively and intelligently.”

Recognizing the importance of a systems framework, health care managers
commonly refer to “the heaich care system” or “the health care delivery system”
and strive to develop !ozical internal organizational systems to deal with the envi-
ronment. In a similer inanner, health care strategic managers must use systems
to aid in strategic thinking about the external environment. The community and
region may be tirought of as an integrated system with each part of the system
(subsystemi) providing a unique interdependent contribution.

The Level and Orientation of the Strategy

A systems perspective will be required to specify the level of the strategy and the
relationship of the strategy to the other strategic management activities. Therefore,
the organizational level and orientation should be carefully considered and speci-
fied before strategic planning begins. For example, strategies may be developed
for large, complex organizations or small, well-focused units. The range of the
strategic decisions that are considered in these two organizations is quite differ-
ent, but both can benefit from strategic management.

A clear specification of the “level” of thinking will determine the type and
range of decision to be made in strategic planning. For example, a large integrated
health care system may develop strategy for a number of levels — a corporate
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Exhibit 1-2: The Link Between Levels of Strategic Management

Strategic

Thinki
/ il Corporate Level
Strategic Strategic
Momentum Planning

Strategic

Thinki e
inking Divisional Level

/

Managing Strategic
the Strategy Planning

Strategic 7

Thinking Urganizational
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1

Managing Strategic

the Strategy Planning

Managing Strategic
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level, a divisional level, an organizational level, and a unit level. As illustrated
in Exhibit 1-2, when considered together these strategic perspectives create a
hierarchy of strategies and must be consistent and support one another. Each
strategy provides the “means” for accomplishing the “ends” of the next higher
level. Thus, the unit level provides the means for accomplishing the ends of the
organizational level. The organizational level, in turn, provides the means for
accomplishing the ends of the divisional level. Finally, the divisional level is the
means to the ends established at the corporate level. As illustrated in Exhibit 1-2,
part of the context for lower order strategy is provided by the strategic planning
of higher order strategies.

Trinity Health is the fourth largest Catholic health system in the United States
based on operating revenue and is an example of a health care organization that

Strategic
Thinking
Unit Level
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should develop strategy for all four perspectives. As of 2007, Trinity had over
$8.2 billion in assets, $6.1 billion in revenues, and was comprised of 46 hospitals,
379 outpatient facilities, 31 long-term care facilities, 28 home health offices, and
20 hospice programs located in seven US states. Clearly, strategies should be
developed for the entire system (corporate level — Trinity Health), for each major
division (business level — Eastern Division), for each distinct organization within
the division (Saint Joseph Mercy Health System), and within the various units
(clinical operations — Saint Joseph Mercy Saline Hospital).

CORPORATE-LEVEL STRATEGY

Corporate-level strategies address the question “What business(es) should we be
in?” Such strategies consider multiple, sometimes unrelated, markets and typi-
cally are based on return on investment, market share or potential market share,
and system integration. For Trinity Health, clearly the corporate perspective is an
important one. The question of “What businesses shotid we be in?” has resulted
in several semi-autonomous “businesses” operating-it.a number of different mar-
kets, including hospitals, outpatient facilities, long-term care, home health, and
hospices. Key strategic questions might include “What other types of businesses
should Trinity consider?” For example, wor.la vzellness or mental health centers
be an appropriate strategic move?

DivisioNAL-LEVEL STRATEGY

Divisional-level strategies are more tocused and provide direction for a single busi-
ness type. Divisional strat€sies are most often concerned with positioning the
division to compete. Thes« semi-autonomous organizations are often referred to
as SBUs (strategic busiress units) or SSUs (strategic service units). Therefore, strategic
managers for these units are most concerned with a specified set of competitors
and well-defined markets (service areas).

For Trinity. Health, strategies must be developed for the hospital division,
outpatient facilities division, long-term care division, and so on. For the hospital
division key strategic questions may include “How many hospitals are optimal?”
or “Which markets should Trinity enter with a new hospital?” This perspective
concerns a single business type and its markets. Therefore, it is quite different
from the corporate perspective of what businesses Trinity should be in.

ORGANIZATIONAL-LEVEL STRATEGY

Within a division, individual organizational units may develop strategies as well.
These organizational-level strategies typically concern one organization competing
within a specific well-defined service area. For example, each hospital in Trinity’s
hospital division may develop a strategic plan to address its own particular market
conditions. Key strategic questions for this level of strategy may include “What
combination of hospital services is most appropriate for this market?” and
“What strategies are the competitors using to increase market share?”
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UNIT-LEVEL STRATEGY

Unit-level strategies support organizational strategies through accomplishing specific
objectives. Unit operational strategies may be developed within departments of an
organization such as clinical operations, marketing, finance, information systems,
human resources, and so on. Unit strategies address two issues. First, they are
intended to integrate the various subfunctional activities. Second, they are designed
to relate the various functional area policies with any changes in the functional
area environment.” In addition, linkage strategies are directed toward integrating
the functions themselves and creating internal capabilities across functions (for
example, quality programs or changing the organization’s culture).

STRATEGY HIERARCHY

Strategic management may be employed independently at any organizational
level of the organization. However, it is much morc effective if there is a top-
down support and strategies are integrated from one level to the next. For some
organizations, of course, there is no corporate or divisional level, such as with a
free-standing community hospital or independent long-term care organization.
For these organizations the question of scapeand perspective and integration of
the strategy is much more straightforward.

v

The Importance of Leadership ‘.

Ultimately, strategic decision niaking for health care organizations is the respon-
sibility of top management. The CEO is a strategic manager with the pre-eminent
responsibility for pesitivning the organization for the future. The leader must be
able to inspire, ¢rgarize, and implement effective pursuit of a vision and main-
tain it even when sacrifices are 1‘equired.39 As a result, the leader must have an
ability to identilv what needs to be done today and what can wait. They prioritize
constantly: aware that wars are lost by fighting on too many fronts. They know
the key messages to communicate from day-to-day, from audience to audience.*
If the CEO does not fully understand or faithfully support strategic management,
it will not happen.

Leadership Roles throughout the Organization

In the past, strategy development was primarily a staff activity. The planning
staff would create the strategy and submit it for approval to top management.
This process resulted in plans that were often unrealistic, did not fully consider
the realities and resources of the divisions or departments, and separated plan-
ning from leadership.

Over the past two decades, many large formal planning staffs have been dis-
solved as organizations learned that strategy development cannot take place in
relative isolation. Therefore, the development of the strategy has become the
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Perspective 1-5 1970s

An expert at strategic planning, knowledgeable in all strategic planning
functions, will be required to develop a strategic planning process for
> corporate and divisional units. An ability to build and manage a staff of
Strategic Planners planning specialists as they perform strategic analysis and complete the
strategy formulation and selection process.

Position

Advertisements for

1980s

A strategic planning specialist who can guide the CEO as well as direct reports to explore and identify
the strategic alternatives available, evaluate them, and select the most beneficial for the organization. Will
be responsible for conducting strategic analysis and providing input to the CEO and direct reports.

1990s

Knowledge of strategic planning models and responsible for establishing and monitoring the strategic
planning schedule, handling the logistics of planning group meetings, providing strategic analysis and
assessments to the strategic planning group, and documenting and distributing strategic planning group
meeting results. Assist the CEO to establish, articulate, communicate, and eauvcate those responsible for
putting into practice strategies that pay off. Major efforts will be in estakiishing the criteria for effective
strategy and ensuring that they are applied.

2000s

Line managers with functional responsibility wanted to be a p=rt of leadership team. Must be a strategic
thinker and able to foster strategic thinking in others. Must be able to facilitate a strategic thinking work-
group as well as be a participating member. Must be creat've and a consensus builder. Must be able to lead
strategy development as well as its implementation. Appitcant should be able to function as an extension
of the CEO to make strategic management effective in fulfilling the vision for the organization.

responsibility of key managers. The coordination and facilitation of strategic plan-
ning typically niay. be designated as the responsibility of a single key manager
(often the CED) bt the entire leadership team is responsible for strategy develop-
ment and it: nianagement. The rationale underlying this approach is that no one is
more in touch with the external environment (regulations, technology, competition,
social change, and so on) than the managers who must deal with it every day
and lead change. The leadership team must coordinate the organization’s overall
strategy and facilitate strategic thinking throughout the organization. As a result,
the organization’s key top managers act as an extension of the CEO to ensure that
an organized and used planning process ensues.* Perspective 1-5 illustrates the
changing role of the strategic planner over the past decades.

Leadership plays an important role in strategy development. Strategies cannot
be created entirely by analysis, but their development can be enhanced by a logical
approach. Therefore, planners have critical roles to play.* Planners can:

* pose the right questions rather than find the right answers;

e provide alternative conceptual interpretations of situations;

* act as catalysts, encouraging managers to think about the future in creative
ways;
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* help to identify and provide information concerning important issues and
emerging strategies;

¢ clarify and express the strategies in terms sufficiently clear to render them
operational;

* break down strategies into substrategies, ad hoc programs, and action plans
specifying what must be done to realize each strategy;

* consider the effects of the strategic changes on the organization’s operations;
and

¢ communicate and control the strategy.”

In organizations that have seriously adopted strategic management, managers
understand the organization’s strategy and take leadership roles. Increasingly,
organizations are finding it unworkable for a single leader at the top to understand
the full complexity of the industry and organization, build consensus through-
out the organization, and make all the important decisions. Instead, many health
care organizations are fostering leadership developmient throughout the organi-
zation. The many changes that have taken place in the work environment in the
past decade have brought the challenges and oppcitunities of leadership down to
the individual employee — contributors with ng positional authority, who are not
designated as “leader” but who have lead¢rship challenges presented to them on
a daily basis.** As part of the job, every/imanager must be concerned with change,
innovation, and excellence. Each muc<t.ask the critical questions “Should we be
doing this in the future?” “How-chculd we be doing this?” “What new things
should we be doing?” Strategi< i:inking, strategic planning, and managing stra-
tegic momentum are the clearest manifestations of leadership in organizations.

NN

Strategic management is an often complex and difficult task. A model of strategic
managemenrc iovides a useful framework or intellectual map for conceptualizing
and developing strategies for an organization. Strategic management includes
strategic thinking, strategic planning, and managing strategic momentum. In real-
ity, these elements are blended together as the strategy is formed and reformed
through leadership, intuition, and organizational learning. Indeed, implementing
the strategy may actually create an entirely new, unintended strategy.

The concept of strategic management has been successfully used by business
organizations, the military, and in government agencies and health care managers
are finding it essential for their organizations, as well. The strategic management
model presented and discussed in this chapter may be applied to a variety of types
of health care organizations operating in dramatically different environments, is
useful for both large and small organizations, and facilitates strategic thinking at
all levels of the organization.

The strategic planning portion of the model incorporates situational analy-
sis, strategy formulation, and strategy implementation. The strategic thinking
activities within situational analysis combine to influence strategy formulation.
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Strategy formulation in turn affects planning the implementation. Finally, the
strategy must be managed, evaluated, and modified as needed. Managing strategic
momentum is an iterative process that may incorporate new understandings of
the situation, change the fundamental strategy, or modify strategy implementa-
tion. Managing strategic momentum essentially continues strategic thinking and
strategic planning.

The strategic thinking map presented in this text is designed to provide the
essential logic of the activities involved in strategic management and therefore is
based on both analytical (rational) as well as emergent (learning) approaches for
understanding strategy making in organizations. The analytical model provides
an excellent starting point for understanding the concept of strategy and a foun-
dation for comparing and contrasting strategies. However, the strategic thinking
map does not perfectly represent reality and must not be applied blindly or with
the belief that “life always works that way.” Strategic management is not always
a structured, well-thought-out exercise. In reality, thought does not always pre-
cede action, perfect information concerning the envitenment and organization
never exists, and rationality and logic are not alwavs superior to intuition and
luck. Sometimes organizations “do” before they "kiiow.” For instance, intended
strategies are often not the realized strategies. Gometimes managers are able to
just “muddle through.” Or, managers may have a broad master plan or logic
underlying strategic decisions, but, becaus» of the complexity of the external and
internal environments, incremental adiusiments or guided evolution is the best
they can do.”

Managers must realize that, ¢rice introduced, strategies are subject to a variety
of forces, both within and outside the organization. Sometimes we learn by doing.
Yet, without a plan (a map) it is aifficult to start the journey, difficult to create any
type of momentum for the organization, and difficult to have consistent decision
making. Thus, strategic nmanagers begin with the most rational plan that can be
developed and continue to engage in strategic thinking. Effective strategic man-
agers become adept at “freezing” and “unfreezing” their thinking and strategic
plans as the siviation changes.

Health Care Manager’s Bookshelf

H. Igor Ansoff, Corporate Strategy: An Analytical Approach to Business Policy for Growth
and Expansion (New York: McGraw-Hill, 1965)

Henry Mintzberg declared that the publication in the development of strategic planning theory,
of Corporate Strategy: An Analytical Approach to offering a degree of elaboration seldom attempted
Business Policy for Growth and Expansion by H. Igor ~ since.”"

Ansoff was a major event in the world of manage- Corporate Strategy is considered by many to be
ment. The book “represented a kind of crescendo the first book devoted exclusively to business
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strategy.” Ansoff uses the term strategic to mean
“pertaining to the relationship between the firm
[organization] and its environment.”® Hussey
noted that with the publication of Corporate
Strategy “managers were offered, for the first time,
a book which took them through all the steps of a
formal approach to strategic decision making” and
provided a number of analytical tools for aiding
strategic thinking.*

Ansoff introduced the concept of synergy or the
familiar business rule of 2+2=5. Gilmore and
Brandenburg acknowledge their debt to Ansoff for
introducing this important concept which Ansoff
developed while employed at Lockheed Aircraft
Corporation and continues to be an essential part
of much strategy formulation.” Synergy is a critical
concept as strategists evaluate the financial wisdom
of entering into strategies such as vertical integra-
tion and differentiation.

Ansoff argued that an organization cannot define
itself as simply being in the health care, transporta-
tion, or energy business. These definitions are too
broad to define the common thread. The common
thread is the relationship between present and future
services, products, and markets which “enable out-
siders to perceive where the organization is headirg,
and inside management to give it guidance” (p.
105). It was with regard to this common threac that
Ansoff developed and introduced the proc::ct—market
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Key Terms and Concepts in Strategic Management

Analytical Approach Map/Compass Strategic Service Unit (SSU)

Corporate-Level Strategy Organizational-Level Strategy Strategic Thinking

Divisional-Level Strategy Realized Strategies Strategy

Emergent Strategy Situational Analysis Strategy Formulation

Health Policy Strategic Business Strategy Implementation

Intended Strategies Unit (SBU) Systems Approach

Managing Strategic Strategic Management Unit-level Strategies
Momentum Strategic Planning Unrealized Strategies

QUESTIONS FOR CLASS DISCUSSION

10.

11.

12.

13.

14.

15.
16.

17.

. Explain why strategic management has become cruziel in today’s dynamic health

care environment.
What is the rationale for health care oraal.izations’ adoption of strategic
management?

. Trace the evolution of strategic managszinient. Have the objectives of strategic

management changed dramatically ovei its development?

How is strategic management diffetciit from health policy?

Compare and contrast the analytica: model of strategic management with the emer-
gent, learning model. Which'is \w0st appropriate for health care managers?
Why are conceptual mode's ot management processes useful for practicing
managers?

What is a strategic thinkir'g map? How are strategic thinking maps useful? What
are their limitations?

What are the mizjcr activities of strategic management? How are they linked
together?

. Differentiate ‘arnong the terms strategic management, strategic thinking, strategic

planning. arid 'managing strategic momentum.

Who shculd be doing strategic thinking? Strategic planning? Managing strategic
momentum?

Is strategic thinking enough? Why do we engage in strategic planning? What are
the elements of strategic planning?

What is meant by realized strategies? How can strategies be realized if they were
never intended?

What can change with well-thought-out strategies that were developed using all
the steps in strategic planning?

Explain and illustrate the possible benefits of strategic management. What types
of health care institutions may benefit most from strategic management?

Why is a “systems approach” helpful to strategic managers?

At what organizational level(s) may a strategy be developed? If at more than one
level, how are these levels linked by the planning process?

How has the role of the strategic planner changed over the past several decades?
What new skills will be essential for the strategic planner?
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