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Abstract

This study proves the feasibility of such a tool as a market competitive profile for selecting and assessing
strategic prospects. Algorithm and methodology of using this tool is presented to determine its advantages and
restrictions. We consider the advisability of reworking some elements of the market (competitive) profile to
enhance the effectiveness of the companies’ strategic choices. Stages of selecting a strategy are detailed using a
market competitive profile. The study also deals with one of the most important problems of this method, the
translation of quantitative values and qualitative values into a single comparable measurement scale, which
results in smoothing the distortions.
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1. Introduction

Dynamic environmental conditions, the increasing market competition, and the impact of the global economic
crisis demand new approaches to the assessment and selection of the key areas of business development (Sarkin,
2014). In this respect, a major problem of management, in our opinion, is the degree of validity in choosing a
business strategy. Each company has several alternatives to achieve its goals. However, few organizations focus
on the analysis and justification of their forward-looking decisions with due account taken for all factors of their
activities. In this context, the need for research and development of the ways to assess the effectiveness of
strategic management methods for choosing promising managerial decisions becomes the most urgent task of the
today’s management.

The purpose of this study is to improve the integrated system of justifying strategic choices of companies with
the aid of a market competitive profile.

The study is based on the following scientific concepts: the concept of strategic market management by Aaker
(2007), the concept of corporate strategy by Andrews (Andrews, 1987), the innovative development model by
Drucker (2001), the five forces model by Porter (Porter, 2006), the balanced scorecard by Kaplan and Norton
(2003), the BCG matrix by Mintzberg’s school of strategic management (Mintzberg et al., 2001), the strategic
management by Thompson and Strickland (2001), and the strategic process model by Macmillan and Tampoe
(2000). The issues of strategy effectiveness have also been studied in detail by Russian scientists (Safiullin et al.,
2012; Palei, 2014; Melnik, 2013).

In order to explore the issues in focus, the study makes use of the general scientific methods of analysis and
synthesis, unity of history and logic, unity of induction and deduction, method of abstraction, and graphical
method of representing the results. We also use the methods of situational analysis, strategic matrices, and cluster
analysis.

2. Materials and Methods

Analysis of the existing approaches to methods and tools for selecting and assessing strategies revealed the
following shortcomings of the current tools for the methods used to assess and select a strategy, which are
primarily based on quantitative analysis:

1) Underestimation of non-financial indicators;

2) Difficulty in the integrated assessment of implications of strategic decisions;
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3) Calculations based on past performance and studies;
4) Insufficient consideration given to the business value factor.

Applying the system tools with predominantly qualitative indicators for assessing the strategic decisions also has
significant limitations associated with the presence of subjectivism, i.e. it does not allow for objective
assessment and selection from a number of alternatives. In this case, the effectiveness of this strategic choice
also seems questionable.

The shortcomings of the traditionally used strategic choice tools can be remedied either through combining the
existing methods or through complementing them with a number of new ones in order to enhance the strategic
choice effectiveness. Given the above, we reworked such tool as a market (competitive) profile on the basis of
the theoretical analysis, which stands in this study as a synthesis of the methods of the economic indicator
systems (balanced scorecard) and the methods of situational analysis (Hamel, 2002). This allows for a
combination of qualitative and quantitative methods to determine the competitive ability of a company and
identify its “strategic reserves”. The objective of this tool is to ensure a balance between market demand and
actual capabilities of the company, to obtain necessary information for choosing the best strategic alternatives.
The novelty of the said approach to using this tool is shown in Figure 1.

Generally accepted elements Proposed dlements
of a market (competitive) profile of a market (competitive) prefile

Individual zet of factors
of company ‘s activities

Balanced scorecard
of company’sperformance

Asseszing the degree
of development of the factors

Assessing the degree
of development of the factors

Expert’s appraisal
of importance of the factors

Graphical representation
of the company ‘s profile

Graphical reprezentation Assessing the risks of
of the company s profile nplementing a strategic
alternative
|| Integrated asgessment
of strategic alternatives

Figure 1. Novelty of using the market (competitive) profile tool

3. Results

The use of this tool is based on a theoretical analysis of the shortcomings of existing tools. Let us consider the
element-by-element application of the proposed strategic choice concept.

We proceed from the premise of available predetermined and formulated strategic alternatives. In addition to the
developed strategic alternatives, we consider a mandatory “status quo” alternative that takes into account the
progress of the situation in the case where the company does not implement innovations, maintains the current
state of its operations, and does not take active steps to change its current position (Birkinshaw, 2006). It is
advisable to assess the key parameters with account taken for both quantitative and qualitative indicators
(Dodgson, 2008).

Upon assessing the key parameters of strategic alternatives within the framework of the chosen method, the
values of the key parameters are written to the profile table in quantitative and qualitative terms (Bagautdinova,
2014).

It should be noted that one of the most important problems of the proposed method is translating the quantitative
values and qualitative values into a single comparable measurement scale, which should result in smoothing the
distortions. We propose to split the scope of quantitative values of each attribute into several intervals and assign
qualitative characteristic values to each of the intervals. The length of the interval is determined by Eq. 1:

X

d = max — X

. Q)
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Where:
x are values of an indicator;
k is a predetermined number of the qualitative levels.

The integral value of the market (competitive) profile, based on which the strategy is chosen, is calculated as a
sum of the qualitative values of all indicators (Eq. 2):

MCP =% m; )
Let us consider the application of the interval group for each of the proposed indicators using the example of the
chemical industry in the Russian Federation (Panasyuk, 2014). Within the interval group, the number of the

qualitative levels k is assumed to be ten (Table 1). This number of the qualitative levels is generally accepted
when applying the market (competitive) profile.

Table 1. Proposed interval scale for market (competitive) profile indicators using the chemical industry example

No. Indicator (Cmin)  max) interval, d (when k = 10)
1 Market share 0% 35% 3.5%
2 Gain in production 0% 14% 1.4%
3 Return on assets 0% 36% 3.6%
4 Labor productivity growth 0% 10% 1%

5 Cost to revenue rate 0% 14.3% 1.4%
6 Product quality 0% 80% 8%

7 Share of innovative products 0% 18% 1.8%
8 Investment into R&D 0% 13% 1.3%
7 Growth in accounts receivable turnover 0% 103.4% 10.3%
8 Growth in accounts payable turnover 0% 105.8% 10.5%
9 Quality of remuneration 0 160 16

When building the matrix, the columns contain the key indicators of strategy factors, and the rows show the
degree of indicator development along a 10-point scale, in accordance with Table 1.

The resulting matrix graphically marks the qualitative value points for each of the indicators. Next, we build a
strategic alternative profile, which is a graph that includes the indicators’ qualitative value points marked in the
matrix.

As an example, we consider the market competitive profile of a Russian company in the chemical industry. The
strategic alternatives developed for the company are shown in Table 2.

Table 2. Indicators of the market (competitive) profile for a chemical sector company

Strate No. 1No. 2No. 3No. 4 VerticalNo. 5 CenteredNo. 6 Status
gy Aggressive Development  Concentration  integration diversification quo
Increase in i i
Task New market Cost reduction Secur%ng rawProduct quality Status “quo
penetration  market share materials improvement  conservation
Strategic New facililyl(.]p gfade of Own  production Construction ‘Of Introduction ofStatus ~ quo
. ; iquid detergentof heat power toraw  material .
alternative construction . new catalyzer  conservation
production reduce costs plant
Value of
A m n m n m n m n m n m
indicators
Market share  25% 8 19% 6 18% 6 22% 7 18% 6 16% 5
Gain M120% 10 115% 10 108% 6 118% 10 114% 10 104% 3
production
Growth

9504 7 20% 6 4% 2 30% 9 15% 5 2% 1
return on assets
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Strate No. 1 No. 2No. 3No. 4 VerticalNo. 5 CenteredNo. 6 Status
gy Aggressive Development  Concentration  integration diversification quo
Labor
productivity 7% 7 11% 10 8% 8 6% 6 10% 10 5% 5
growth
rca‘t’:t to revenue o, g 9o 7 8% 6 10% 8 9% 7 7% 5
Regional Local Local Local Russian Average
Product quality leader 6 ?la(l;ket 5 inagket 5 inagket 5 ?la(l;ket 7 quality 4
uality cader cader cader cader level
q quality quality quality quality
Share of
innovative 15% 8 9% 5 6% 3 12% 6 6% 3 4% 2
products
g‘gj;tmem INt0 gy, 6 5% 4 4% 3 7% 5 5% 4 2% 2
Growth in
accounts 131% 3 118% 2 110% 1 136% 4 117% 2 100% 1
receivable
turnover
Growth in
accounts 124% 2 116% 2 108% 1 132% 3 115% 2 96% 1
payable
turnover
Quality ~ of 18 15 1 9 18 1 4 1
remuneration
Final value 63 58 42 64 57 30

Optimal strategic alternatives will be shifted to the right side of the market (competitive) profile. The main
criterion of effectiveness is the largest total amount of the qualitative values in the market (competitive) profile
(Eq. 2) of strategic alternatives, which reflects the most efficient use of all factors (Khadiullina, 2014).

Subject to the development of a significant number of strategic alternatives as a further application of a market
(competitive) profile, it is possible to use cluster analysis to determine the most appropriate and consistent
strategic options. In this case, in order to determine the degree of closeness between the developed strategic
alternatives, we suggest using the quality-normalized Manhattan distance (Eq. 3).

B Zlni] Z;n:] Z;(n:l|mik - mjk|
qg*(g=1)*n*(k-1)

wlk)=1 3)
Where:

q is the number of rows in a matrix (number of strategic alternative indicators);

n is the number of columns (number of objects being compared);

k is the number of the specified quality levels (in accordance with the proposed interval scale k& = 10);

mij is the qualitative value of the i-th indicator for the j-th strategic alternative.

Application of the Manhattan distance equation is related to the fact that any metric distance, including the most
common Euclidean one, only has the lower (minimum) boundary, zero distance. The quality-normed Manhattan
distance has both the lower zero boundary and the upper one, which is equal to unity. The degree of closeness
between alternatives is determined using the following gradation as a scale:

wk)=1 absolute closeness
0.91<w(k)<1 excellent closeness
0.81<W(k)<0.91 good closeness

76



www.ccsenet.org/ass Asian Social Science Vol. 10, No. 20; 2014

0.71< W(k) <0.81 satisfactory closeness
w(k)<0.70 poor closeness

The graphical representation of the profile is shown in Figure 2.

Measurement scale/Key
indicators 1 2 3 4 56 78 9 10

22% 25%
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/6.%
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4
4% % 9%
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products

Investment into R&D
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receivable turnover

Growth in accounts
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Quality of
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* Strategic alternative No. 1 « Strategic alternative No. 4
* Strategic alternative No. 2 * Strategic alternative No. 5
* Strategic alternative No. 3 * Strategic alternative No. 6

Figure 2. Market competitive profile of a chemical sector company

4. Discussion

The proposed concept has the following advantages over the existing methods of assessing and selecting
strategies:
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1) Allowance for non-financial indicators in the assessment system;

2) The system of indicators is flexible and can be modified to reflect the specifics of the company and the
economic situation;

3) Availability of a balanced, integrated assessment of the effectiveness of the strategic alternatives;

4) Use of both retrospective indicators and planned targets, with due account taken of the current trends in the
evolution of internal and external environments;

5) The proposed concept enables the monitoring of strategic actions;

6) The strategy can be translated into specific measurable indicators to provide a feedback for assessing the
results and implementing corrective actions.

It is also essential to note the following restrictions on the use of the strategic choice concept in question:

* This system of indicators is not unified. However, the proposed set of factors affecting the formation of
strategic alternatives somehow eases this restriction;

* Restricted use of these indicators by public statistics and accounting services;

* Certain amount of subjectivity when assessing and selecting a strategy, since it implies the existence and
processing of qualitative indicators.

The proposed methodology of making strategic choices by means of a market competition profile allows for
answering the key questions in the process of assessing and selecting a strategy, inasmuch as one often has to
contrast largely incomparable alternatives. To that end, the proposed concept provides synergy of the most
proven elements of the existing methodological approaches and fills the existing gaps in organizing an effective
system of strategic choices for industrial companies.

5. Conclusion

The proposed methodology of making strategic choices reflects such basic elements as the organization’s
strategic goals, strategic alternatives, assessment of the alternatives, and determines the restrictions in the case of
eliminating a major element of strategic choice. As a rule, when choosing a strategy within the company’s
strategic objectives without regard to its analysis and assessment, one takes the risks that the chosen business
strategy may turn out to be impracticable. In light of these approaches and in order to eliminate the said
shortcomings to assessing the effectiveness and selecting strategies, we proposed and reworked a tool for the
strategy assessment and selection, the market (competitive) profile, as a synergy between the methods of
economic indicator systems and the methods of situational analysis.

The proposed methodology of making strategic choices allowed us to compare the developed strategic
alternatives, assess their effectiveness and to select the most effective strategy with due allowance for the risks in
its implementation. The main advantage of this method consists in a more diversified account of the main factors
affecting a company. The proposed managerial strategic choice concept brings together a large number of
indicators that display the results of the whole system; it draws attention to the gaps between the reference and
the actual performance indicators; it allows one to focus on a comparison with the best results rather than on
isolated indicators; that is, it provides an opportunity to assess the effectiveness of the company's standing in
terms of market and competition, can increase the level of substantiating prospective decisions and their
implications, eliminate gaps and underestimations of innovative factors in strategic alternatives, identify strategic
levers and breaks, and provide overall assessment of the effectiveness and monitoring of the chosen strategy
implementation.
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