
1

Question Paper
Business Policy & Strategy (MB3I1) : October 2008

Section A : Basic Concepts (30 Marks)

 This section consists of questions with serial number 1 -
30.

 Answer all questions.
 Each question carries one mark.
 Maximum time for answering Section A is 30 Minutes.

1. Goals indicate a desired future state that a company attempts to realize. Which of the 
following is not a feature of the strategic goals of an organization? 

(a) They address both financial and non financial issues
(b) They entail multiple time horizons
(c) They facilitate reasonable trade-offs
(d) They can be reached through stretch
(e) They cut across financial areas.

<Answer>

2. While changing the ownership structure, exchange offers involve exchanging debt or 
preferred stock for common stock. This type of exchange

(a) Increases leverage 
(b) Decreases leverage
(c) Has no change
(d) Remains for long term 
(e) Remains for short term.

<Answer>

3. A budget is a financial plan listing the resources or funds assigned to a particular 
program, product, project or division. Which of the following is/are true regarding 
budgets?

I. Budgets represent the objectives of the organization in qualitative terms.
II. Budgets indicate how much should be spent, by which department, when and for 

what purpose.
III. Budgets involve allocation of resources to individual managers who are responsible 

for the completion of particular tasks.
IV. Unless the future prospects and viability of products and business units are 

evaluated objectively, budgeting may become more financially oriented than 
strategic.

(a) Only (I) above
(b) Both (I) and (II) above
(c) (I), (II) and (III) above 
(d) (II), (III) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>

4. Well managed dogs can have a positive effect on the organization and be highly reliable 
revenue generators. Which of the following is false regarding well managed dogs? 

(a) Have narrow business focus
(b) Concentrate on high quality and moderate prices
(c) Have strong control on costs
(d) Advertise only to a limited extent
(e) Introduce new technologies.

<Answer>

5. Johanson and Mattson proposed various models of internationalization. Which of the 
following models focuses on the relationship between companies involved in the 
production, distribution and use of goods and services within an industry?

(a) Internationalization model
(b) Network approach
(c) Obsolencing bargain theory
(d) Internalization theory
(e) Oligopoly theory.

<Answer>
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6. One of the concerns of premise control is environmental factors. These factors have a 
considerable influence on the success of a strategy. Which of the following are the examples 
of environmental factors?

I. Government regulations.
II. Technology.
III. Substitutes.
IV. Barriers to entry.

(a) Both (I) and (II) above
(b) (I), (II) and (III) above
(c) (I), (II) and (IV) above
(d) (II), (III) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>

7. All the functional areas must work in perfect coordination to implement the generic 
strategy successfully. The perfect interworking of one functional area with all other 
functional areas is required to achieve all of the following except

(a) Superior product design
(b) Superior customer service
(c) Superior speed 
(d) Superior guarantee
(e) Superior competition.

<Answer>

8. The buyer’s purchase criteria can be identified by applying the fundamentals of buyer 
value to a particular industry. Buyer purchase criteria can be divided into two criteria. 
Which of the following is/are not true regarding signaling criteria? 

I. It results from marketing activities.
II. It measures the perception of buyers about the presence of value.
III. They are exact measures of what creates buyer value.
IV. The factors encompassed are product quality, product features, delivery time, etc.

(a) Only (II) above
(b) Both (I) and (II) above
(c) Both (III) and (IV) above
(d) (I), (II) and (III) above
(e) (I), (III) and (IV) above.

<Answer>

9. Which of the following depicts the quantity and quality of the company’s financial, 
human and physical resources and assesses the strengths and weaknesses of the 
company’s management and organizational structure, also analyses the company’s past 
success and traditional concerns in the context of the company’s current capabilities, in 
an attempt to identify its future capabilities?  

(a) Strategic analysis
(b) A grand strategy
(c) Company profile
(d) Long term objectives
(e) Annual objectives.

<Answer>

10. A divestiture strategy involves the sale of a firm or a major component of a firm. Which 
of the following is/are the cause(s) for adopting divestment strategy?

I. When a firm’s market share is negligible or when the market size is small to earn 
desired profit.

II. If cash outflows are more than cash inflows, in any unit, then the firm is forced to 
divest that unit.

III. When the value of assets of the firm are more worthwhile than the rate of return 
earned by the firms.

IV. When the development costs and risks of opening in a foreign market are high. 

(a) Only (I) above
(b) Both (I) and (II) above
(c) (I), (II) and (III) above
(d) (I), (III) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>
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11. If the organization has strengths in Research and Development (R&D), or if the external 
environment demands it, the company should commit itself to a strong R&D effort. 
Which of the following should companies with less technical strength must develop that 
recognizes an ability to lead in R&D? 

(a) Fast follower
(b) Best follower
(c) Benchmarking
(d) Differentiation
(e) Commitment.

<Answer>

12. Political forces influence the legislations and government rules and regulations under 
which the firm operates. Which of the following statements is/are true regarding political 
environment?  

I. Every company faces political constraints in the form of antitrust laws, fair trade, 
tax programs, minimum usage legislation, pollution and pricing policies, 
administrative activities and many other actions aimed at protecting the consumers
and the local environment.

II. Political actions such as patent laws, government subsidies and product research 
grants, support business activities.

III. The supplier function is influenced by political activity when any private business is 
dependent on government-owned resources and national stockpiles of agricultural 
products.

IV. As regards the customer function, government demand for products and services 
can create, sustain, enhance or eliminate many market opportunities.

(a) Only (I) above
(b) Both (I) and (II) above
(c) (I), (II) and (III) above
(d) (I), (II) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>

13. Which of the following is not a process that lies at the heart of an organization?

(a) Cooperation
(b) Collaboration 
(c) Commitment
(d) Communication
(e) Decision making.

<Answer>

14. Managers of business organizations have various social responsibilities. Which of the 
following responsibilities refers to the purely voluntary obligations that a corporation 
assumes, such as philanthropic contributions and training the unemployed?

(a) Economic
(b) Legal
(c) Discretionary
(d) Ethical
(e) Political.

<Answer>

15. The mission statement is an enduring statement of purpose for an organization; it refers 
to the philosophy of the business and serves to build the image of the company in terms 
of activities currently pursued by the organization and its future plans. Which of the 
following is/are the component(s) of a mission statements? 

I. Basic product.
II. Primary market.
III. Stake holders.
IV. Principle technology.

(a) Only (I) above
(b) Both (I) and (II) above
(c) (I), (II) and (III) above
(d) (I), (II) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>
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16. Change decisions are categorized in terms of their significance to the organization. The 
job enrichment method study and need of improved efficiencies are required at which 
level of change?

(a) Competitive strategy
(b) Concentration strategy
(c) Corporate strategy
(d) Business strategy
(e) Functional strategy.

<Answer>

17. The basic tool for cost analysis is provided by the value chain and for the purpose of cost 
analysis, the disaggregation of the generic value chain into individual value activities is 
carried on the basis of some principles that are not mutually exclusive. Which of the 
following is/are these principles?

I. The size and growth of the cost represented by the activity.
II. The cost behavior of the activity.
III. Competitor differences in performing the activity.
IV. Customer’s role in accepting the activity.

(a) Only (I) above
(b) Both (I) and (II) above
(c) (I), (II) and (III) above
(d) (I), (II) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>

18. The management’s understanding and evaluation of the company’s strengths and 
weaknesses as a competitor in each of its operating arenas lead to the development of 

(a) Multinationalized self concept
(b) Multinationalized public image
(c) Multinationalized Philosophy
(d) Multinationalized market and technology
(e) Multinationalized growth and profitability.

<Answer>

19. Value chain analysis is based on the assumption that a business’s basic purpose is to 
create value for its users and its products or services. Which of the following is/are the 
strength(s) of value chain analysis framework?  

I. It clearly highlights the importance of customer value.
II. It provides a sense of how various activities interact or relate to one another. 
III. It provides a sense of direction to managers by offering a generic checklist of what 

to analyze when assessing a firm.
IV. It indicates that everything an organization does can be managed to improve the 

firm’s overall ability to create value.

(a) Only (I) above
(b) Both (I) and (II) above
(c) (I), (II) and (III) above
(d) (I), (III) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>

20. Managers play a key role in the decision-making system of the business. Which of the 
following roles come under the decisional roles category?

(a) Figurehead 
(b) Liaison 
(c) Entrepreneur
(d) Disseminator
(e) Spokesperson.

<Answer>
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21. Strategy refers to the plans made and action taken to enable an organization accomplish 
its intended objectives. Business level strategy is one of the levels in the hierarchy of 
strategy planning. Business level strategy involves making decisions about the 
competitive position of a single business unit. Identify the responsibilities of managers at 
business level. 

I. They translate the general statements of corporate strategic planners into exact, 
concrete, functional objectives and strategies for individual business divisions.

II. They address problems related to the efficiency and effectiveness of production, 
success of a particular products and services in increasing their market share and 
quality of customer service.

III. They determine what the company’s competitive advantage is to be based upon, in a 
specific product-market area.

IV. Their goal is to select, enter and grow in the most profitable market segment with 
the highest potential for growth.

(a) Both (I) and (II) above
(b) (I), (II) and (III) above
(c) (I), (II) and (IV) above
(d) (I), (III) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>

22. Which of the following results in the creation of a separate legal entity, where the shares 
are distributed among existing shareholders of the parent company on a prorata basis?

(a) Split off
(b) Split on
(c) Spin off
(d) Divestiture
(e) Equity curve-out. 

<Answer>

23. Which of the following is defined as the highest price paid by the bidder during a 
specific period, and is sometimes required to exceed the book value of the target or an 
amount determined relative to accounting earnings?

(a) Fair price
(b) Stock price
(c) Overpricing
(d) Goodwill
(e) Under pricing.

<Answer>

24. MNC’s often begin by operating in a single country and evolve into complex 
multicentered organizations. Scanning the environment is very much essential before 
going for internationalization. Scanning includes

I. Reading journals.
II. Joint research reports.
III. Meeting people at scientific and technical conferences.
IV. Meeting people at in-house seminars.

(a) Both (I) and (II) above
(b) (I), (II) and (III) above
(c) (I), (III) and (IV) above
(d) (II), (III) and (IV) above
(e) All (I), (II), (III) and (IV) above.

<Answer>

25. Many authors have defined objectives. Which of the following is not a definition of an 
objective? 

(a) Objectives are the goals, aims and purposes that organization wishes to achieve 
over varying periods of time

(b) Objective is the fundamental and enduring purpose of an organization that sets it 
apart from other organizations of a similar nature 

(c) Objective is a term commonly used to indicate the end point of a management 
program

(d) Objective is a desired state of affairs which the organization attempts to realize
(e) Managerial objective is the intended goal that prescribes definitive scope and 

suggests direction of efforts of managers.

<Answer>
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26. In which of the following structures of duel head merger, assets are not transferred to join 
entity, but are managed and operated as a single unit?

(a) Combined group structure
(b) Separate entity structure
(c) Twin shared structure 
(d) Individual group structure
(e) Group ownership structure.

<Answer>

27. New entrants to an industry bring in new capacity, and capture market share from the 
existing players. The willingness and ability of firms to enter a particular industry 
depends on the barriers to entry. Which of the following is not an entry barrier?

(a) Economies of scale
(b) Product differentiation
(c) Capital requirements
(d) Cost advantages independent of size
(e) Government policy.

<Answer>

28. Organizational culture is the set of important assumptions that members of an 
organization share in common. Which of the following is/are the basic determinant(s) of 
organizational culture?

I. The influence of the political environment in general and the competition in 
particular.
II. Founders, leaders and managers bring a pattern of assumptions with them when 

they join the organization.
III. The actual experience people in the organization have had in working out solutions 

for coping with the basic problems the organization encounters molds shared 
assumptions. 

(a) Only (I) above
(b) Both (I) and (II) above
(c) Both (I) and (III) above
(d) Both (II) and (III) above
(e) All (I), (II) and (III) above.

<Answer>

29. The management of change requires that managers have the requisite power to 
implement decisions and that they are able to exert influence. Which of the following 
is/are true about persuasion tactic? 

I. In persuasion, the manager does not try to change the situation, but argues that 
people will benefit by behaving in certain ways.

II. It is an intentional tactic, the outcome of which is negative.
III. People are persuaded to behave in a certain way by being made to feel that they 

have an obligation.
IV. It implies an ability to control the situation, the outcome of which is negative.

(a) Only (I) above
(b) Both (I) and (II) above
(c) (I), (II) and (III) above
(d) (I), (II) and (IV) above
(e) (II), (III) and (IV) above.

<Answer>

30. Which of the following approaches is useful when the environment is changing rapidly 
and it is important to build a consensus before committing the entire company to a 
specific strategy? 

(a) Adaptive mode
(b) Entrepreneurial mode
(c) Planning mode
(d) Prescriptive model
(e) Logical incrementalism.

<Answer>

END OF SECTION A

Section B : Caselets (50 Marks)
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 This section consists of questions with serial number 1 – 6.
 Answer all questions. 
 Marks are indicated against each question.
 Detailed explanations should form part of your answer. 
 Do not spend more than 110 - 120 minutes on Section B.

Caselet 1

Read the caselet carefully and answer the following questions:

1. “A new Microsoft seemed to be evolving under the joint leadership of Bill Gates 
(Gates) and Steve Ballmer (Ballmer). However, Microsoft would be able to maintain 
its awesome competitive position in the coming years was the issue which analysts 
debated as in 2004.” In this regard, discuss the various considerations for the 
strategists of Microsoft in the 21st century. ( 9 marks)

<Answer>

2. With respect to the caselet, discuss how Bill Gate’s vision and leadership contributed 
to making Microsoft the world’s largest software company.  ( 9 marks)

<Answer>

In 2004, Microsoft the world's largest computer software company was at the 
crossroads. Growth had slowed down while the competitive environment was 
changing. Longhorn, Microsoft's new operating system had been delayed. The Linux 
threat was intensifying. A new Microsoft seemed to be evolving under the joint 
leadership of Bill Gates (Gates) and Steve Ballmer (Ballmer). Could Microsoft 
maintain its awesome competitive position in the global software industry? That was 
the issue which analysts debated as 2004 drew to a close.
In the early 1970s, the computer industry focused on hardware. Software was 
considered less important. However, Gates and Paul Allen had their own vision of 
what software could become. They wanted to develop software that would make 
personal computers (PCs) an all-purpose machine. This was an ambitious goal 
because PC software did not exist at the time. Indeed, there were no PCs. Effectively, 
two young men were trying to build a software business when the software industry 
itself did not exist. But the bet paid off. By 1990, Microsoft had become the 
undisputed leader of the software revolution. Software dictated the pace of 
innovation in the industry. Software was also hugely profitable unlike hardware 
where most manufacturers struggled to earn thin margins in the face of intense 
competition. 
Microsoft was valued at over $7 billion, grossing over $1 billion a year by 1990 with 
almost half a billion dollars in cash and no debt. With a 36 percent ownership of the 
company, Gates was personally worth more than $2 billion.
A major turning point for Microsoft came when the company unleashed a new 
operating system called Windows 3.0. Most analysts had predicted an early demise 
for the new operating system, especially when IBM refused to adopt it. But by May 
1991, a year after it was introduced, Windows 3.0 had sold a million units more than
the entire Apple Macintosh sales since its inception in January 1984. By the start of 
1992, Microsoft was valued at more than $22 billion, making Gates with more than 
$7 billion worth of stock, the richest person in America.

The rest of the 1990s were glorious years for Microsoft financially. By 1999, it was 
generating revenues of $19.75 billion and profits of $7.79 billion. Its work force had 
grown by the end of the 1990s to 31,575.

In the early 2000s, growth slowed down for Microsoft. The company found it 
difficult to come up with radically new products, despite spending heavily on R&D. 
The anti-trust proceedings occupied much of the attention of Microsoft during the 
period 1998-2002. Sensing the need to present a new image to the general public and 
to concentrate on technology issues, Gates made Ballmer his old friend and long time 
colleague, the CEO in 2000. Gates, however, continued to play a significant role. In 
2004, Gates seemed to be enjoying himself, dividing his time over Microsoft and 
philanthropic activities. By all accounts, Gates was a more mellowed person.

Gates had traditionally managed Microsoft with a few key business principles in 
mind. He believed in keeping head count low, minimizing costs, and centralizing as 
much of the operation as possible. Gates wanted everyone to surpass their potential. 
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These became the defining features of Microsoft's start-up culture. A firm believer in 
"stretch", he had attempted to keep the organization small and unbureaucratic.

Gates was greatly concerned that Microsoft might one day resemble an unwieldy 
conglomerate more than a start-up. He was firmly opposed to many practices 
common in large companies. Among the barred practices were new levels of 
management, job titles, and long vacations. 

Introducing such initiatives, Gates believed, would only encourage employees to 
become complacent and laid-back.

Even into the early 1990s, Microsoft's operations were not too complicated to 
manage. The company was essentially a two-product company: operating systems 
and software applications for personal computers. Microsoft continued to avoid 
bureaucracy. Most decisions were made by Gates and Ballmer. If people connected 
with them on e-mail, they typically got a response the same day.

Gates had shaped a highly competitive environment inside the company. His temper 
was legendary. 

The praise he sometimes offered was usually brief and unemotional. Time was too 
precious, he felt, to waste on laudatory speeches. If Microsoft was going to change 
the world, his employees had to work hard and excel. Only in a confrontational 
environment would that happen. For Gates, confrontation was something positive 
and desirable.

Right from Microsoft's start up days, Gates had been very much a hands on manager 
prepared to get involved in various aspects of the company. Despite the powers he 
enjoyed, Gates had shown a tremendous ability to remain flexible and learn from his 
mistakes. Indeed, one of Gates' strengths had been his willingness to reinvent the 
company over and over again. Gates had shifted product strategies, sometimes 
overnight. The most famous example was his decision in the mid-1990s to make sure 
that all Microsoft products were web-enabled. Microsoft's executives recalled the 
Windows 95 launch and how, a month later, the focus shifted to how Microsoft had 
to reinvent itself to become web centric. By successfully integrating Microsoft's 
products and making them more user-friendly, Gates realized the potential to 
generate a sustainable competitive advantage. No other company could offer such a 
wide array of software products. Gates believed that the more that Microsoft's 
products interacted with one another, the more valuable would be the company's total 
offering. Despite the anti-trust proceedings and complaints from other firms about 
anti-competitive practices, Gates persisted with this vision.

END OF 
CASELET 1

Caselet 2
Read the caselet carefully and answer the following questions:

3. Though Japan is the second largest mobile phone market in the world and Vodafone 
is among the top three players in the market, Vodafone still announced its exist from 
Japanese market. Discuss the reasons that forced Vodafone to sell its Japanese unit. ( 9 marks)

<Answer>

4. “Vodafone entered Japan in the late 1990s, when it acquired a 26 percent stake in J-
Phone, one of Japan's leading mobile operators.” Discuss the considerations 
Vodafone should have kept in mind prior to internationalization. ( 8 marks)

<Answer>

In March 2006, one of the world's leading mobile telecommunication companies, the 
UK-based Vodafone Group (Vodafone), announced the sale of its Japanese unit, 
Vodafone KK (Vodafone Japan), to SoftBank for £ 8.9 billion. Of the total amount, £ 
6.8 billion was to be received in cash, £ 1.5 billion in preference shares in a 
subsidiary of SoftBank, and £ 0.5 billion in a subordinated loan repayable to 
Vodafone.

As part of the deal, SoftBank agreed to assume £ 800 million in external debt and 
Vodafone Japan's other liabilities. At that time, Vodafone Japan was the third largest 
mobile operator in Japan, with more than 15 million subscribers.

Vodafone entered Japan in the late 1990s, when it acquired a 26 percent stake in J-
Phone, one of Japan's leading mobile operators. Over the years, it increased its stake. 
With J-Phone being well established in the market, Vodafone found the going easy at 



9

the beginning. 

However, things began to look less rosy after the company made some mistakes, 
such as introducing handsets that were manufactured for the European markets in the 
Japanese market. The tech-savvy Japanese rejected these offerings. Vodafone also 
delayed the roll-out of 3G services in the market, and this resulted in a steady erosion 
in its customer base.

In contrast, competitors NTT DoCoMo and KDDI Corporation (KDDI) introduced 
cutting edge technology and handsets that appealed to Japanese customers.

In early 2006, Vodafone announced its exit from the Japanese market. About the 
decision, Arun Sarin (Sarin), CEO, Vodafone, said, "In the case of Japan, we have 
been making progress on the turnaround in recent months. 

However, given the relative competitive position of the business, the reduced prospects 
for superior long term returns and a good offer from SoftBank, the board took the 
decision to sell." Vodafone's decision surprised many people, as at that time, Japan was 
the second largest mobile phone market in the world and Vodafone among the top three 
players in the market.

Vodafone's forerunner was formed in 1982, as a joint venture between Racal 
Strategic Radio Ltd. (Racal) (a subsidiary of Racal Electronics Plc and winner of one 
of the first two cellular telephone network licenses in the UK), Millicom, a US-based 
communications company, and Hambros Technology Trust, a UK-based venture 
capital fund. The JV was named Racal Telecom. In 1985, Racal Telecom launched 
the first cellular network in the UK and the first call was made from St. Katherine's 
Dock in London to Newbury. The network was christened Vodafone –‘'voice and 
data services over mobile phones’.

Through the acquisition of the US-based Airtouch in 1999, Vodafone acquired a 26 
percent stake in J-Phone. Vodafone subsequently increased its stake in J-Phone to 
98.2 percent.

According to analysts, Vodafone decided to exit the Japanese market as its efforts to 
turn around the business in Japan did not yield the desired results. Robin Hearn, 
principal analyst at London-based technology research group Ovum, explained, 
“Vodafone has been struggling with its Japanese unit for some time and attempts to 
turn it around have so far met with limited, if any, success. This has frustrated 
Vodafone's management and investors alike.”

Analysts were of the view that the deal was profitable for all the parties involved -
Vodafone received a tidy sum for its Japanese business and exited a market where its 
profitability had been falling and SoftBank was able to add cellular services to its 
existing portfolio of Internet, broadband and fixed line services.

END OF 
CASELET 2

Caselet 3
Read the caselet carefully and answer the following questions:

5. Discuss in general the basic steps involved in restructuring and reasons for 
companies going for restructuring.

( 8 marks)

<Answer>

6. “The company had already announced in April 2003 about its plans to spend another ¥1 
trillion on a major restructuring initiative in the next three years. Notably, Sony's business 
operations were restructured five times in the past nine years.” In this light, explain the 
restructuring initiatives undertaken by Sony in the past nine years and their implications 
for Sony. ( 7 marks)

<Answer>

For the first quarter ending June 30, 2003, Japan-based Sony Corporation (Sony) 
stunned the corporate world by reporting a decline in net profit of 98%. Sony 
reported a net profit of ¥9.3 million (mn) compared to ¥1.1 billion (bn) for the same 
quarter in 2002. 

Sony's revenues fell by 6.9% to ¥1.6 trillion for the corresponding period. Analysts 
were of the opinion that Sony's expenditure on its restructuring initiatives had caused 
a significant dent in its profitability. In the financial year 2002-03, Sony had spent a 
massive ¥100 bn on restructuring. Moreover, the company had already announced in 



10

April 2003 about its plans to spend another ¥1 trillion on a major restructuring 
initiative in the next three years. In 2003, the sales of the consumer electronics 
division fell by 6.5%. Notably, Sony's business operations were restructured five 
times in the past nine years. 

Sony reported a net income of ¥115.52 bn in the fiscal 2002-03 compared to ¥15.31 
bn in 2001-02. A statement issued by Sony said, "The improvement in the results was 
partly due to the restructuring of its electronics business, especially in the 
components units. At the beginning of the new millennium, Sony faced increased 
competition from domestic and foreign players (Korean companies like Samsung and 
LG) in its electronics and entertainment businesses. The domestic rivals Matsushita 
and NEC were able to capture a substantial market share in the Internet-ready cell 
phones market. Analysts felt that the US based software giants like Microsoft & Sun 
Microsystems and the networking major Cisco Systems posed a serious threat to 
Sony's home entertainment business.

On May 7, 1946, Masaru Ibuka (Ibuka) and Akio Morita (Morita) co-founded a 
company called Tokyo Tsushin Kogyo Kabushiki Kaisha (Tokyo 
Telecommunications Engineering Corporation), with an initial capital of ¥190,000 in 
the city of Nagoya, Japan.

They gave importance to product innovation and decided to offer innovative, high-
quality products to their consumers. The founders introduced many new products like 
the magnetic tape recorder, the 'pocketable radio,' and more. By the 1960s, the 
company had established itself in Japan and changed its name to Sony Corporation. 
During the 1960s, the company focused on globalization and entered the US and 
European markets. In the 1970s, Sony also set up manufacturing units in the US and 
Europe. During this period, Sony developed and introduced the Walkman, which was 
a huge success. It significantly boosted Sony's sales during the 1980s. By the mid-
1980s, Sony's consumer products were marketed in Europe through subsidiaries in 
the UK, Germany and France.
Under Ohga's leadership, Sony witnessed negligible growth in sales during 1990 and 
1994. Sales and operating revenues improved by only 2% during that period. 
However, the net income and operating income registered a drastic fall of 87% and 
67% respectively. Analysts felt that the stagnation in the electronics industry coupled 
with factors such as the recession in the Japanese economy and the appreciation of 
the yen against the dollar led to the deterioration in the company's performance. It 
was noticed that in the electronics business, the revenues of the video and audio 
equipment businesses were coming down or were at best stagnant, while the 
television and 'Others' group were showing signs of improvement. The 'Others' 
group, which consisted of technology intensive products such as computer products, 
video games, semiconductors and telecom equipments, was performing very well 
and had a growth rate of nearly 40%.
In January 1996, a new ten-company structure was announced, replacing the 
previous eight company structure. Under the new structure, the previous Consumer 
Audio & Video (A&V) company was split into three new companies - The Display 
Company, the Home AV Company and the Personal AV Company.
A new company, the Information Technology Company, was created to focus on Sony's 
business interests in the PC and IT industry. The Infocom Products Company and the 
Mobile Electronics Company were merged to create the Personal & Mobile 
Communications Company. The other companies formed were the Components & 
Computer Peripherals Company (formerly called the Components Company), the 
Recording Media & Energy Company, the Broadcast Products Company, the Image & 
Sound Communications Company (formerly called the Business & Industrial Systems 
Company) and the Semiconductor Company. In order to devise and implement the 
corporate strategies of the Sony Group, an Executive Board was created. 
From 1995 to 1999, Sony's electronics business (on which the restructuring efforts 
were focused) grew at a compounded annual growth rate (CAGR) of 8.55%. The 
music business had a CAGR of 10.5% while the pictures business had a CAGR of 
17%. Significant gains were, however, recorded by the games and insurance 
business. The games business registered a CAGR of 21.5%, while the insurance 
business registered a CAGR of 31%. For the financial year 1998-99, its net income 
dropped by 19.4%. During that period, Sony was banking heavily on its PlayStation 
computer game machines. It was estimated that the PlayStation (Games business) 
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accounted for nearly 42% of Sony's operating profits and 15% of total sales for the 
quarter-ended October-December 1998. In the late 1990s, many companies across 
the world were attempting to cash in on the Internet boom.
In April 1999, Sony announced changes in its organization structure. Through the 
new framework, the company aimed at streamlining its business operations to better 
exploit the opportunities offered by the Internet. 
Sony's key business divisions - Consumer Electronics division, Components 
division, Music division and the Games division - were re-organized into network 
businesses. This involved the reduction of ten divisional companies into three 
network companies, Sony Computer Entertainment (SCE) Company and the 
Broadcasting & Professional Systems (B&PS) Company. SCE Company was 
responsible for the PlayStation business while the B&PS Company supplied video 
and audio equipments for business, broadcast, education, industrial, medical and 
production related markets. The restructuring aimed at achieving three objectives -
strengthening the electronics business, privatizing three Sony subsidiaries, and 
strengthening the management capabilities.

Sony announced another round of organizational restructuring in March 2001. The 
company aimed at transforming itself into a Personal Broadband Network Solutions 
company by launching a wide range of broadband products and services for its 
customers across the world. The restructuring involved designing a new headquarters 
to function as a hub for Sony's strategy, strengthening the electronics business, and 
facilitating network-based content distribution. 

END OF CASELET 3

END OF SECTION B

Section C : Applied Theory (20 Marks)

 This section consists of questions with serial number 7 - 8 .
 Answer all questions. 
 Marks are indicated against each question.
 Do not spend more than 25 - 30 minutes on Section C.

7. In public limited companies, maximum stakes belong to general public. 
Hence, the main aim of the company is to enhance the value of the 
shareholders. To ensure this, board of directors has certain functions and 
responsibilities. In this context, explain the various responsibilities of Board 
of Directors towards company and its shareholders. ( 10 marks)

<Answer>

8. The execution and control of strategy ultimately depends on individual 
members of the organization. Motivating and rewarding good performance 
are the key ingredients in effective strategy implementation. Based on the 
organization’s strategy, managers decide which behaviors to reward. Discuss 
the various reward mechanisms used by managers for motivating and 
controlling individual efforts. ( 10 marks)

<Answer>

END OF SECTION C

END OF QUESTION PAPER

Suggested Answers
Business Policy & Strategy (MB3I1) : October 2008

Section A : Basic Concepts

Answer Reason
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1. B Goals indicate a desired future state that a company attempts to realize. The following 
are the features of the strategic goals of an organization:

 They address both financial and non financial issues

 They facilitate reasonable trade-offs

 They can be reached through stretch

 They cut across financial areas.

Strategic management entails multiple time horizons. Hence option (b) is the answer.

< TOP >

2. A While changing the ownership structure, exchange offers involve exchanging debt or 
preferred stock for common stock.  This type of exchange increases leverage.

< TOP >

3. D A budget is a financial plan listing the resources or funds assigned to a particular 
program, project or division. The following are the statements true regarding budgets: 

 Budgets represent the objectives of the organization in monetary terms.

 Budgets indicate how much should be spent, by which department, when and for 
what purpose.

 Budgets involve allocation of resources to individual managers who are 
responsible for the completion of particular tasks.

 Unless the future prospects and viability of products and business units are 
evaluated objectively, budgeting may become more financially oriented than 
strategic.

Hence option (d) is the answer.

< TOP >

4. E Well managed dogs can have a positive effect on the organization and be highly 
reliable revenue generators. These well managed dogs have

 Have narrow business focus

 Concentrate on high quality and moderate prices

 Have strong control on costs

 Advertise only to a limited extent.

Hence option (e) is the answer.

< TOP >

5. B The network approach focuses on the relationship between companies involved in the 
production, distribution and use of goods and services within an industry. Firms 
internationalize by establishing and cultivating relationships with partners in foreign 
networks.

< TOP >

6. A Environmental factors have a considerable influence on the success of a strategy. The 
following are the examples of environmental factors:

 Inflation.

 Technology.

 Interest rates.

 Government regulations.

 Demographic/social changes.

Hence option (a) is the answer.

< TOP >

7. E All the functional areas must work in perfect coordination to implement the generic 
strategy successfully. The perfect interworking of one functional area with all other 
functional areas is required to achieve

 Superior product design

 Superior customer service

 Superior speed 

 Superior guarantee.

Hence option (e) is the answer.

< TOP >
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8. C Statements (I) and (II) are true in case of signaling criteria. Statements (III) and (IV) 
are true in case of use criteria. Hence option (c) is the answer. 

< TOP >

9. C The profile of a company depicts the quantity and quality of the company’s financial, 
human and physical resources, assesses the strengths and weaknesses of the 
company’s management and organizational structure, and analyses the company’s 
past success and traditional concerns in the context of the company’s current 
capabilities, in an attempt to identify its future capabilities.

< TOP >

10. B The following statements are true regarding causes for divestiture:

 When a firm’s market share is negligible or when the market size is small to earn 
desired profit.

 If cash outflows are more than cash inflows, in any unit, then the firm is forced 
to divest.

The following statements are true regarding reasons for liquidation:
 When the value of assets of the firm are more worthwhile than the rate of return 

earned by the firms.
 When a sole proprietor wants to retire or take up another job. 
Hence option (b) is the answer.

< TOP >

11. A If the organization has strengths in research and development (R&D), or if the 
external environment demands it, the company should commit itself to a strong R&D 
effort. Companies with less technical strength must develop fast follower that 
recognizes an ability to lead in R&D.

< TOP >

12. E The following statements are true

 Every company faces political constraints in the form of antitrust laws, fair 
trade, tax programs, minimum usage legislation, pollution and pricing policies, 
administrative activities and many other actions aimed at protecting the 
consumers and the local environment, which affect a company’s profits.

 Political actions such as patent laws, government subsidies and product research 
grants, support business activities.

 The supplier function is influenced by political activity when any private 
business is dependent on government-owned resources and national stockpiles 
of agricultural products.

  As regards the customer function, government demand for products and 
services can create, sustain enhance or eliminate many market opportunities.

Hence option (e) is the answer.

< TOP >

13. B The five basic processes that lie at the heart of any organization are:

 Cooperation

 Control

 Commitment

 Communication

 Decision making.

Hence option (b) is the answer.

< TOP >

14. C Discretionary responsibilities refer to the purely voluntary obligations that a 
corporation assumes, such as philanthropic contributions and training the 
unemployed.

< TOP >

15. D  The three indispensable components of a mission statement are :

 Basic product.
 Primary market.
 Principle technology.

Hence option (d) is the answer.

< TOP >

16. E The job enrichment method study and need of improved efficiencies are required at 
functional strategy level of change.

< TOP >
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17. C For purpose of cost analysis, the disaggregation of the generic value chain into 
individual value activities should reflect three principles that are not mutually 
exclusive:

 The size and growth of the cost represented by the activity.

 The cost behavior of the activity.

 Competitor differences in performing the activity.

Hence option (c) is the answer.

< TOP >

18. A The management’s understanding and evaluation of the company’s strengths and 
weaknesses as a competitor in each of its operating arenas lead to the development of 
multinationalized self-concept.        

< TOP >

19. D The following are the strengths in the framework of value chain analysis:

 It clearly highlights the importance of customer value.

 It provides a sense of direction to managers by offering a generic checklist of 
what to analyze when assessing a firm.

 It indicates that everything an organization does can be managed to improve the 
firm’s overall ability to create value.

It does not provide a sense of how various activities interact or relate to one another.  
Hence option (d) is the answer.

< TOP >

20. C Decisional roles include the role of an entrepreneur, disturbance handler, resource 
allocator and negotiator. Liaison role is not included in decision roles of a manager 
but is included in interpersonal roles.

< TOP >

21. D Business level strategy involves making decisions about the competitive position of a 
single business unit. The following responsibilities of business level managers are 
true:

 They translate the general statements of corporate strategic planners into exact, 
concrete, functional objectives and strategies for individual business divisions.

 They determine what the company’s competitive advantage is to be based upon, 
in a specific product-market area.

 Their goal is to select, enter and grow in the most profitable market segment 
with the highest potential for growth.

Functional level managers address problems related to the efficiency and 
effectiveness of production, success of a particular products and services in increasing 
their market share and quality of customer service. Hence option (d) is the answer.

< TOP >

22. C Spin-off results in the creation of a separate legal entity, the shares are distributed 
among existing shareholders of the parent company on a prorata basis.

< TOP >

23. A Fair pricing is defined as the highest price paid by the bidder during a specific period, 
and is sometimes required to exceed the book value of the target, an amount 
determined relative to accounting earnings.

< TOP >

24. C Scanning the environment is very much essential before going for 
internationalization. Scanning includes reading journals, patent reports and checking 
other printed sources as well as meeting people at scientific, technical conferences 
and/or in-house seminars. Hence option (c) is the answer.   

< TOP >

25. B Mission is the fundamental and enduring purpose of an organization that sets it apart 
from other organizations of a similar nature.  All other options are definitions of an 
objective. 

< TOP >

26. B In separate entity structure of duel head merger, assets are not transferred to join 
entity, but are managed and operated as a single unit

< TOP >
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27. D New entrants to an industry bring in new capacity, and capture market share firm the 
existing players. The willingness and ability of firms to enter a particular industry 
depends on the barriers to entry. There are six entry barriers such as:

 Economies of scale

 Product differentiation

 Capital requirements

 Cost disadvantages independent of size

 Government policy

 Access to distribution channel.

Hence option (d) is the answer.

< TOP >

28. D There are three basic determinants of organizational culture:

 The influence of the business environment in general and the industry in 
particular.

 Founders, leaders and managers bring a pattern of assumptions with them when 
they join the organization.

 The actual experience people in the organization have had in working out 
solutions for coping with the basic problems the organization encounters molds 
shared assumptions. 

Hence option (d) is the answer.

< TOP >

29. A Statements (II), (III) and (IV) are not true about persuasion tactic.  Statement (I) is 
true i.e., In persuasion, the manager does not try to change the situation, but argues 
that people will benefit by behaving in certain ways.

< TOP >

30. E Logical incrementalism approach is useful when the environment is changing rapidly 
and it is important to build a consensus before committing the entire company to a 
specific strategy.

< TOP >

Section B : Caselets

1. Considerations For Strategists of Microsoft In The 21st Century 

At the start of the 2 l century, we find that there is an increasing need for managers who 
understand their role under conditions of rapid change. In certain situations, there are forces 
which are beyond the control of managers. These situations require managers who can adjust 
to new developments. Managers are also themselves involved in initiating and directing 
change. Some of the challenges that managers of Microsoft might face at the start of the new 
century are described below: 

Corporate Strategy 

The last decade of the twentieth century is likely to be viewed by historians as an era in which 
a remarkable redefinition of business took place. Man’s companies reengineered operations in 
order to become more efficient, but often less dependent on people than in the past. Massive 
dislocation of people from all levels of companies has taken place as a result of waves of 
restructuring, during the past decade. As a result of restructuring many of the middle- and 
senior-level managers lost their jobs, and upon failing to find comparable jobs in other large 
firms, these managers were instrumental in founding new companies. The 1990s, thus saw a 
great burst of new business formation. The effects of restructuring and layoffs also affected a 
new generation of employees. Many talented people who might have once strived to join large 
companies began to view better opportunities and more happiness in smaller, independent 
businesses of their own. 

It has become necessary for managers of Microsoft to consider whether, and how, their 
companies can integrate commitments towards their employees with the changing needs and 
demands of customers for products and services. Further, the need for high performance 
workplace environments has made it essential for companies like Microsoft to invest in 
education of its employees, development of their skills, and process changes to effectively 
empower employees. Although some companies have made significant efforts in creating an 
environment encouraging excellent performance in the workplace, others have been 
excessively cautious in this regard. The trade-off between the benefits of initiating these 

< TOP >
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changes relative to the costs is one of the key strategic issues Bill Gates and Steve Ballmer 
might face. 

Ethics, Public Values and Social Responsibility 

The ever-changing conditions in which business is conducted test the ability of companies to 
adhere to core values and principles. Technological changes, for example, are throwing up a 
host of new issues regarding the ownership, use and distribution of intellectual property. 

Mangers of Microsoft can expect further complications in ethical issues, many of which will 
relate to global business activity. These issues will culminate in one central question for 
strategic managers-- how can business be conducted within a framework of ethical ideals, 
norms and standards that are understood and accepted by people globally? Social 
responsibility and environmentalism are important related issues in this contest. 

Global Challenges 

Strategic managers of Microsoft in the twenty first century are likely to face one central 
question: How can businesses operate in a global environment in ways that serve societal 
objectives by meeting real needs, yet accommodate the diverse demands and often conflicting 
interests of stakeholders? 

Role of the Government 

Microsoft’s managers have to look after the governments because; governments around the 
world are in the process of redefining and reinventing their role in the global economy of the 
21st century. The choices of individual nations will be influenced by many factors, including 
the new reality of global financial markets that react instantaneously to financial news in any 
part of the world. 

Ecological Challenges 

In the twenty-first century, ecological challenges have emerged as the most important vector 
of change. Understanding the interconnectedness of economic and demographic variables will 
be crucial in the twenty-first century for the companies like Microsoft.

Quality and Productivity 

Another challenge faced by strategy managers in recent years has been issues of quality, 
productivity and their relationships. Companies in the US have come to understand that the 
success of the Japanese and German firms lies in the edge in quality of their products. As a 
result, US firms are moving towards the enhancement of the quality of their products and 
services. Products of higher quality using fewer resources are developed by globally 
competitive companies. More and more interest is therefore, being shown by US Managers on 
ways to improve the productivity of American workers. 

Microsoft also has to ensure that their quality and productivity remains competitive in the 
industry to with stand the intense completion from the competitors.

Workforce Diversity 

Workforce diversity is another issue that managers today must learn to deal with. Various 
factors such as globalization, aging population, influx of workers into new careers and 
occupations and influx of women into organizations, have made the workforce much more 
heterogeneous than at any time in the past. The workplace, likewise, is very different from 
what it was in the past. It has, therefore, become important for managers in every organization 
to become more sensitive to the needs, perceptions and aspirations of mans different kinds of 
workers. Managers of today must also be in a position to utilize the talents of all their 
employees. 

Microsoft has its operations from many countries and also its workforce is also diversified. 
Workforce is from different countries, religions, cultures and languages.  Managers of 
Microsoft should ensure that that work is carried out smoothly.

Change 
Managers of today face more change than their predecessors did. The requirements, demands 
and expectations from managers and their organizations, as well as the complexity of the 
competitive environment, is far greater than was the case in the past. In the past, managers 
viewed change as something to be addressed periodically, whereas it has become a fact of 
everyday life for present day managers. 

Microsoft’s managers have to ensure that their work culture is flexible, so that thay can adopt 
changes when ever required.

Empowerment 
Issues dealing with empowerment of the organization’s human resources are another challenge 
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for managers in the 21st century. The various techniques and methods of empowerment range 
from increased participation in decision making to the use of integrated work teams. 

Managers of Microsoft have to ensure that they encourage employees with suggestions and 
recommendations in the decision making process.

2. Bill Gate’s vision in building Microsoft:

In the early 1970s, the computer industry was mainly focusing on hardware. Software was 
considered less important. However, Gates and Paul Allen had their own vision of what 
software could become. They wanted to develop software that would make personal 
computers (PCs) an all-purpose machine. This was an ambitious goal because PC software did 
not exist at the time. Indeed, there were no PCs. By 1990, Microsoft had become the 
undisputed leader of the software revolution. Software dictated the pace of innovation in the 
industry. 

For Microsoft major turning point came when the company unleashed a new operating system 
called Windows 3.0. Most analysts had predicted an early demise for the new operating 
system, especially when IBM refused to adopt it. By the start of 1992, Microsoft was valued at 
more than $22 billion, making Gates with more than $7 billion worth of stock, the richest 
person in America.

Leadership style of Bill Gates

 Involvement: Right from Microsoft's start up days, Gates had been very much a hands 
on manager, prepared to get involved in various aspects of the company. Despite the 
powers he enjoyed, Gates had shown a tremendous ability to remain flexible and learn 
from his mistakes. 

 Reinvention: One of Gates' strengths had been his willingness to reinvent the company 
over and over again. Gates had shifted product strategies, sometimes overnight. The most 
famous example was his decision in the mid-1990s to make sure that all Microsoft 
products were web-enabled. Microsoft's executives recalled the Windows 95 launch and 
how, a month later, the focus shifted to how Microsoft had to reinvent itself to become 
web centric. 

 Integration: By successfully integrating Microsoft's products and making them more 
user-friendly, Gates realized the potential to generate a sustainable competitive 
advantage. No other company could offer such a wide array of software products. Gates 
believed that the more that Microsoft's products interacted with one another, the more 
valuable would be the company's total offering. Despite the anti-trust proceedings and 
complaints from other firms about anti-competitive practices, Gates persisted with this 
vision.

 Confrontational environment: Gates had shaped a highly competitive environment 
inside the company. His temper was legendary. The praise he sometimes offered was 
usually brief and unemotional. Time was too precious, he felt, to waste on laudatory 
speeches. If Microsoft was going to change the world, his employees had to work hard 
and excel. Only in a confrontational environment would that happen. For Gates, 
confrontation was something positive and desirable.

 Barred practices common in large companies: Gates was greatly concerned that 
Microsoft might one day resemble an unwieldy conglomerate more than a start-up. He 
was firmly opposed to many practices common in large companies. Among the barred 
practices were new levels of management, job titles, and long vacations. Introducing 
such initiatives, Gates believed, would only encourage employees to become complacent 
and laid-back.

 Small and unbureaucratic culture: Gates had traditionally managed Microsoft with a 
few key business principles in mind. He believed in keeping head count low, Minimizing 
costs, and centralizing as much of the operation as possible. Gates wanted everyone to 
surpass their potential. These became the defining features of Microsoft's start-up 
culture. A firm believer in "stretch", he had attempted to keep the organization small and 
unbureaucratic.

 Response: Even into the early 1990s, Microsoft's operations were not too complicated to 
manage. The company was essentially a two-product company: operating systems and 
software applications for personal computers. Microsoft continued to avoid bureaucracy. 
Most decisions were made by Gates and Ballmer. If people connected with them on e-
mail, they typically got a response the same day.

< TOP >
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3. Japan being the second largest mobile phone market in the world and Vodafone among the top 
three players in the market, still Vodafone announced its exist from Japanese market. 

The various reasons that forced Vodafone to sell its Japanese unit are:

Product offerings:

 Vodafone was not able to access the Japanese market properly.

 Vodafone introduced handsets that were manufactured for the European markets in the 
Japanese market.

 The tech-savvy Japanese rejected the offerings, as Europeans generally preferred more 
simple products when compared to Japanese, who usually preferred products with many 
advanced features.

 Vodafone also delayed the roll-out of 3G services in the market, and this resulted in a 
steady erosion in its customer base.

Competition:

 Vodafone did not concentrated more on providing the handsets that were suitable for the 
Japanese market. Whereas competitors like NTT DoCoMo and KDDI Corporation 
(KDDI) introduced cutting edge technology and handsets that appealed to Japanese 
customers.

 These companies started to eat away the market share of Vodafone in the Japanese 
market.

Failure in turning around the business:

 Vodafone has been struggling with its Japanese unit for some time and attempts to turn it 
around have so far met with limited, if any, success. 

 This has frustrated Vodafone's management and investors alike.

Good Offer:

 The reduced prospects for superior long term returns and a good offer from SoftBank, 
the board took the decision to sell.

 In March 2006, one the world's leading mobile telecommunication companies, the UK-
based Vodafone Group (Vodafone), announced the sale of its Japanese unit, Vodafone KK 
(Vodafone Japan), to SoftBank for £ 8.9 billion. Of the total amount, £ 6.8 billion was to 
be received in cash, £ 1.5 billion in preference shares in a subsidiary of SoftBank, and £ 
0.5 billion in a subordinated loan repayable to Vodafone.

 As part of the deal, SoftBank agreed to assume £ 800 million in external debt and 
Vodafone Japan's other liabilities. At that time, Vodafone Japan was the third largest 
mobile operator in Japan, with more than 15 million subscribers.

 The deal was profitable for all the parties involved - Vodafone received a tidy sum for its 
Japanese business and exited a market where its profitability had been falling and 
SoftBank was able to add cellular services to its existing portfolio of Internet, broadband 
and fixed line services.

< TOP >

4. CONSIDERATIONS PRIOR TO INTERNATIONALIZATION

Vodafone is advised to take four steps to internationalize their activities. 

Scan the International Situation

Scanning the Japanese environment (Social, political, economic, technical, customers, 
creditors, suppliers, labor markets and competitors) is very much essential for Vodafone before 
going for internationalization. Scanning includes reading journals, patent reports and checking 
other printed sources as well as meeting people at scientific, technical conferences and/or in-
house seminars.

Increase the Company's International Visibility

Vodafone can increase international visibility by participating in technological trade fairs, 
circulation of brochures illustrating company products and inventions and hiring technology -
acquisition consultants.

Undertake Co-Operative Research Projects

< TOP >
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Vodafone has to go for joint research projects. The joint projects broaden their contacts, reduce 
expenses, diminish the risk for each partner or forestall entry of a competitor into the market.

Similarly, before Vodafone enters Japanese market external and internal assessments may be 
conducted. The careful examination of critical international environmental features are 
involved in the external assessment. This is done with particular attention to the status of the 
host nation in such areas as economic progress, political control, and nationalization. 
Expansion of industrial facilities, balance of payments and improvements in technological 
capabilities over the past decade should provide some idea of the host nation's economic 
progress. Political status is based on the host nation's power and in impact on international 
affairs. Internal assessment involves the identification of the company's internal environment 
which includes the present performance of its operations. These strengths are particularly 
considered to be important in the international operations because the bargaining leverage of 
the company depends upon these elements valued most by the host nation.

The analysis of resource strengths and global capabilities is essential. The resources that 
particularly to be examined are technical and managerial skills, capital, labor and raw 
materials. Similarly, assessing the effectiveness of proposed product delivery and financial 
management systems are considered under global capability components.

Vodafone have to gives serious consideration to international and external assessment 
recommends seven broad categories of factors viz. economic, political geographic, labor, tax, 
capital source and business factors.

5. Restructuring:

Restructuring programs involve changes in the relationships between divisions and 
function. There are two basic steps to restructuring. They are:

 In the first step, the organization reduces its level of differentiation and integration 
by eliminating divisions, departments or levels in hierarchy.

 Next, it downsizes by reducing the number of its employees to reduce operating 
costs.

Reasons for companies going for restructuring:

 Sometimes unforeseen changes might occur in the business environment.

 Sometimes organizations have excess capacity because customers do not want its 
products.

 To build and improve competitive position. 

 Downsize because, over time the organizations have grown too tall and bureaucratic 
and due to this operating costs increase to a large extent.

 Companies are forced to downsize because they have not paid attention to the need 
to reengineer themselves.

< TOP >

6. The restructuring initiatives undertaken by Sony in the past nine years are:

Restructuring of Electronics Business (1994)

Under Ohga's leadership, Sony witnessed negligible growth in sales during 1990 and 1994. 
Sales and operating revenues improved by only 2% during that period. And the net income 
and operating income registered a drastic fall of 87% and 67% respectively. Analysts felt that 
the stagnation in the electronics industry coupled with factors such as the recession in the 
Japanese economy and the appreciation of the yen against the dollar led to the deterioration in 
the company's performance. It was noticed that in the electronics business, the revenues of the 
video and audio equipment businesses were coming down or were at best stagnant, while the 
television and 'Others' group were showing signs of improvement. The 'Others' group, which 
consisted of technology intensive products such as computer products, video games, 
semiconductors and telecom equipments, was performing very well and had a growth rate of 
nearly 40%.

The Ten-Company Structure (1996)

In January 1996, a new ten-company structure was announced, replacing the previous eight 
company structure. Under the new structure, the previous Consumer Audio & Video (A&V) 
company was split into three new companies - The Display Company, the Home AV Company 
and the Personal AV Company.

A new company, the Information Technology Company, was created to focus on Sony's 
business interests in the PC and IT industry. The Infocom Products Company and the Mobile 
Electronics Company were merged to create the Personal & Mobile Communications 

< TOP >
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Company. The other companies formed were the Components & Computer Peripherals 
Company (formerly called the Components Company), the Recording Media & Energy 
Company, the Broadcast Products Company, the Image & Sound Communications Company 
(formerly called the Business & Industrial Systems Company) and the Semiconductor 
Company. In order to devise and implement the corporate strategies of the Sony Group, an 
Executive Board was created. 

The Implications

From 1995 to 1999, Sony's electronics business (on which the restructuring efforts were 
focused) grew at a compounded annual growth rate (CAGR) of 8.55%.  The music business 
had a CAGR of 10.5% while the pictures business had a CAGR of 17%. Significant gains 
were, however, recorded by the games and insurance business. The games business registered 
a CAGR of 21.5%, while the insurance business registered a CAGR of 31%. For the financial 
year 1998-99, its net income dropped by 19.4%. During that period, Sony was banking heavily 
on its PlayStation computer game machines. It was estimated that the PlayStation (Games 
business) accounted for nearly 42% of Sony's operating profits and 15% of total sales for the 
quarter-ended October-December 1998. In the late 1990s, many companies across the world 
were attempting to cash in on the Internet boom.

The Unified-Dispersed Management Model

In April 1999, Sony announced changes in its organization structure. Through the new 
framework, the company aimed at streamlining its business operations to better exploit the 
opportunities offered by the Internet. 

Sony's key business divisions - Consumer Electronics division, Components division, Music 
division and the Games division - were re-organized into network businesses. This involved 
the reduction of ten divisional companies into three network companies, Sony Computer 
Entertainment (SCE) Company and the Broadcasting & Professional Systems (B&PS) 
Company. SCE Company was responsible for the PlayStation business while the B&PS 
Company supplied video and audio equipments for business, broadcast, education, industrial, 
medical and production related markets. The restructuring aimed at achieving three objectives 
- strengthening the electronics business, privatizing three Sony subsidiaries, and strengthen the 
management capabilities.

Restructuring Efforts in 2001

Sony announced another round of organizational restructuring in March 2001. The company 
aimed at transforming itself into a Personal Broadband Network Solutions company by 
launching a wide range of broadband products and services for its customers across the world. 
The restructuring involved designing a new headquarters to function as a hub for Sony's 
strategy, strengthening the electronics business, and facilitating network-based content 
distribution.

Section C: Applied Theory

7. Responsibilities of Board of Directors:

Trusteeship

Board of directors represents the shareholders of the company. The functions and 
responsibilities of the board of directors differ based on the composition of board and its 
relationship with the company. Some experts are also appointed on the board to offer their 
expertise to the company. The responsibilities of board of directors are:

The board acts as trustee to the company.  This implies that the board should not use the 
company's property for its personal use.

Designing Organizational Structure
It is the responsibility of the board to design the organization structure based on the objectives, 
policies, environmental factors, expectations of employees, etc.
Formulation of Mission, Objectives and Policies
The board formulates and reformulates the mission, objectives and policies of the company 
because it has the long run perspective of the company. This forms the basis for strategy 
formulation.
Selection of Top Executives
The board should screen and select top executives who can formulate and implement 
strategies.
Feed Forward and Feedback

< TOP >
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The board has to obtain information from the external environment and forward it to the 
company. Further it has to obtain information from internal sources and forward it to top 
executives for effective decision making. The board also feeds the information back to the 
executives regarding their failure, so that there is no repetition of mistakes.
Legal Functions
The board of directors also performs certain legal function as per the Companies Act 1956.
Link between the Company and External Environment

The Board of Directors acts as a link between the company and the external environment like 
government, customers, local publics, social institutions, etc.

In addition to the functions stated above, the board also performs certain formal and informal 
functions. For example, the board formally reviews the executive decisions and informally 
directs the activities in view of environmental factors. Therefore, the board directs, guides and 
controls top executives in formulating, evaluating, implementing and controlling objectives, 
policies and strategies.

One major function of the board of directors is to engage itself in strategy formulation. Today 
outsiders are appointed as directors in the board in many companies. These boards support 
new strategies, mobilize resources, protect the organization from outside threats and link the 
company with powerful outsiders.

It is the duty of board of directors to actively involve itself in formulating vital strategies like 
takeovers, mergers,  diversification, vertical and horizontal integration and so on. Also it is the 
duty of the board to evaluate corporate strategy and performance. Thus, it can be said that the 
board of directors play a crucial role in formulation, implementation, evaluation and 
reformulation of strategies.

8. REWARD SYSTEMS

The execution and control of strategy ultimately depends on individual members of the 
organization. Motivating and rewarding good performance are the key ingredients in effective 
strategy implementation. Based on the organization's strategy, managers decide which 
behaviors to reward. The create a control system to measure these behaviors and link the 
reward systems to them, Both positive reinforcements and negative reinforcements arc useful 
in controlling and adjusting performance. Examples of various reward mechanisms for 
motivating and controlling individual efforts include:

 Compensation

 Raises

 Bonuses

 Stock options

 Incentives

 Promotions/demotions

 Recognition and praise

 Criticism

 More (or less) responsibility

 Performance appraisal

 Tension and fear

These reward mechanisms are either positive or negative, and are employed in both the short 
run as well as in the  long run. Determining how to relate rewards to performance is a strategic 
decision because it affects the way managers and employees at all levels in (lie organization 
behave. For example, top management teams rewarded with stock options may be more 
entrepreneurial and more concerned with increasing quality and innovation, than those that arc 
not rewarded.

Rewards/incentives are useful for controlling performance when they are directly linked to 
specific activities and results.

Control through organizational reward systems complements all the other forms of control. 
Rewards should be closely linked to an organization's strategy, in order to ensure that the right 
strategic behavior is being rewarded. Moreover, rewards should be so designed that they do 
not lead to conflicts among functions, divisions or/and individuals. As the organizational 
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structure and the organizational reward system are closely interrelated, they must be 
compatible if an organization is to implement its strategy successfully.
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