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4.0

LEARNING OBJECTIVES

After completion of the unit, you should be able to:




4.1

Explain the definition of planning in clear terms.
Understand the nature and characteristics of planning.
Appreciate, why planning is eminently essential for all organizations.
Understand the benefits and limitations of planning
INTRODUCTION

Planning is deciding in advance what to do, how to do, when to do and who is to do.
Planning bridges the gap from where we are to where we want to go. It involves the
selection of objectives, policies and programmes from among alternatives. A plan
should be a realistic view of the expectations. Depending upon the activities, a plan can
be long range, intermediate range or short range. It is the framework within which it
must operate. For management seeking external support, the plan is the most important
document and key to growth. Preparation of a comprehensive plan will not guarantee
success, but lack of a sound plan will almost certainly ensure failure.
Planning can be done for the entire organization (Corporate Planning) or a business unit
(Business Planning), or a division (Divisional Planning) or a department (Departmental
Planning) or at the level of an individual manager (Personal Planning).
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4.2

DEFINITIONS

“Planning is an intellectually demanding process; it requires the conscious
determination of courses of action”.
-Harold Koontz
“Planning is the process of deciding in advance what is to be done, who is to do it, how
it is to be done and when it is to be done”.
-Kenneth H. Killen
4.3

NATURE AND CHARACTERISTICS OF PLANNING

Nature of Planning
The essential nature of planning can be highlighted in terms of the following four major
aspects.


Contribution to Purpose and objectives: The purpose of every plan and all
derivative plans is to facilitate the accomplishment of enterprise purpose and
objectives .This principle derives from the nature of organized enterprise, which
exists for the accomplishment of group purpose through deliberate cooperation.



Primacy of Planning: Managerial operation in organizing, staffing, leading and
controlling are designed to support the accomplishment of enterprise objectives.
Hence, planning logically precedes the execution of all other managerial functions.



Pervasiveness of planning: Planning is a function of all managers, although the
character and breadth of planning will vary with their authority and with the nature
of policies and plans outlined by their superiors.



Efficiency of plans: The efficiency of a plan is by the amount it contributes to
purpose and objectives as off-set by costs and other consequences required to
formulate and operate it.

Characteristics of planning


Planning is closely associated with the goals of the organization. These goals might
be implicit or explicit. However, well–defined goals lead to efficiency in planning.



Planning is primarily concerned with the forecasting of future situation in which an
organization has to function. Accurate forecasting leads to correct decision about
future course of action.



Planning involves the selection of the best among several alternatives for achieving
the organizational objectives, as all of them are not equally applicable and suitable
to the organization.
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Planning is comprehensive and is required in every course of action in the
organization.



Planning is flexible as it is based on future conditions which are always dynamic.
As such, an adjustment is needed between the various factors and planning.

4.4

NEED AND SIGNIFICANCE OF PLANNING

While planning does not guarantee success in organizational objectives, there is
evidence that companies that engaged in formal planning consistently performed better
than those with none or limited formal planning and improved their own performance
over a period of time. It is very rare for an organization to succeed solely by luck or
circumstances. Some of the reasons as to why planning is considered a vital managerial
function are given below :
1.

Planning is essential in modern business: The growing complexity of the modern
business with rapid technological changes, dynamic changes in the consumer
preferences and growing tough competition necessities orderly operations, not only
in the current environment but also in the future environment. Since planning takes
a future outlook, it takes into account the possible future developments.

2.

Planning affects performance: A number of empirical studies provide evidence
of organizational success being a function of formal planning, the success being
measured by such factors as return on investment, sales volume, growth in earnings
per share and so on. An investigation of firms in various industrial products as
machinery, steel, oil, chemicals and drugs revealed that companies that engaged in
formal planning consistently performed better than those with no formal planning.

3.

Planning puts focus on objectives: The effectiveness of formal planning is
primarily based upon clarity of objectives. Objectives provide a direction and all
planning decisions are directed towards achievement of these objectives. Plans
continuously reinforce the importance of these objectives by focusing on them. This
ensures maximum utility of managerial time and efforts.

4.

Planning anticipates problems and uncertainties: A significant aspect of any
formal planning process in collection of relevant information for the purpose of
forecasting the future as accurately as possible. This would minimize the chances
of haphazard decisions. Since the future needs of the organization are anticipated
in advance, the proper acquisition and allocation of resources can be planned, thus
minimizing wastage and ensuring optimal utility of these resources.

5.

Planning is necessary to facilitate control: Controlling involves the continual
analysis and measurement of actual operations against the established standards.
These standards are set in the light of objectives to by achieved. Periodic reviews
of operations can determine whether the plans are being implemented correctly.
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Well-developed plans can aid the process of control in two ways. First, the planning
process establishes a system of advance warning of possible deviations from the
expected performance.
Second contribution of planning to the control process is that it provides
quantitative data which would make it easier to compare the actual performance in
quantitative terms, not only with the expectations of the organization but also with
the industry statistics or market forecasts.
6.

4.5

Planning helps in the process of decision making: Since planning specifies the
actions and steps to be taken in order to accomplish organizational objectives, it
serves as a basis for decision-making about future activities. It also helps managers
to make routine decisions about current activities since the objectives, plans,
policies, schedules and so on are clearly laid down.
THE SIX P’S OF PLANNING

They are as follows:
1. Purpose
An effective planning system requires a clear understanding of the organization’s
purpose. What are the reasons for the organization’s existence? Is it to increase profit
or increase market share or generate more employment or introduce more products, and
so on? This purpose must be clear and elaborate.
2. Philosophy
Philosophy incorporates the fundamental beliefs as to how the organization’s purpose
is to be achieved. For long-term survival and growth, a philosophy of ethical conduct
must be adopted.
3. Premise
This involves the strengths and weaknesses of the organization and its knowledge and
assumptions about its environment. By forecasting and other methods, the management
can make some conclusions about the trends of the environment and by knowing its
own strengths and weaknesses it can deal with the changing environment in a more
intelligent way.
4. Policies
Are general guidelines or constraints that aid managerial thinking and action. In a
typical organization, there are production policies, financial policies, accounting
policies, marketing policies, personnel policies; and these form the basis for planning
and necessary operational actions.
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5. Plans
Plans represent specific objectives and action statements. Objectives are the goals to be
met and the action statements are the means to achieve these ends. These plans guide
us step by step as to how to reach the objectives and also at what stage the progress is
at a given time.
6. Priorities
A particular organisational goal must be given a particular priority. Limited resources
of time, finances, materials, etc., must be proportionally allotted to goals of priority.
The priorities will determine an appropriate allocation of resources. Prioritising goals
will determine what is relatively more important. A goal that is given higher priority
will receive more attention and more resources. For example, a research-oriented
organisation will get different priorities and resources than a profit-oriented
organisation. Setting priorities for goals will be established on the
4.6

STEPS IN PLANNING PROCESS

Planning is a process which embraces a number of steps to be taken. It is an intellectual
exercise and a conscious determination of courses of action. Therefore, it requires a
serious thought on numerous factors necessary to be considered in making plans. Facts
are collected and analyzed and the best out of all is chosen and adopted. The planning
process, valid for one organization and for one plan, may not be valid for all other
organizations or all types of plans, because various factors that go into planning process
may differ from organization to organization or plan to plan. For example, planning
process for a large organization may not be the same as for a small organization. The
steps generally involved in planning are as follows:
1. Establishing Verifiable Goals or Set of Goals to be Achieved :
The first step in planning is to determine the enterprise objectives. These are most often
set by upper level or top managers, usually after a number of possible objectives have
been carefully considered. There are many types of objectives managers may select: a
desired sales volume or growth rate, the development of a new product or service, or
even a more abstract goal such as becoming more active in the community. The type of
goal selected will depend on number of factors: the basic mission of the organization,
the values its managers hold, and the actual and potential ability of the organization.
2. Establishing Planning Premises :
The second step in planning is to establish planning premises, i.e. certain assumptions
about the future on the basis of which the plan will be intimately formulated. Planning
premises are vital to the success of planning as they supply economic conditions,
production costs and prices, probable competitive behaviour, capital and material
availability, governmental control and so on.
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3. Deciding the planning period :
Once upper-level managers have selected the basic long-term goals and the planning
premises, the next task is to decide the period of the plan. Business varies considerably
in their planning periods. In some instances plans are made for a year only while in
others they span decades. In each case, however, there is always some logic in selecting
a particular time range for planning. Companies generally base their period on a future
that can reasonably be anticipated. Other factors which influence the choice of a period
are as follows: : (a) lead time in development and commercialization of a new product;
(b) time required to recover capital investments or the payback period; and (c) length of
commitments already made.
4. Findings Alternative Courses of Action :
The fourth step is planning is to search for and examining alternative courses of action.
For instance, technical know-how may be secured by engaging a foreign technician or
by training staff abroad. Similarly, products may be sold directly to the consumer by the
company's salesmen or through exclusive agencies. There is seldom a plan for which
reasonable alternatives do not exit, and quite often an alternative that is not obvious
proves to be the best.
5. Evaluating and Selecting a Course of Action :
Having sought alternative courses, the fifth step is to evaluate them in the light of the
premises and goals and to select the best course or courses of action. This is done with
the help of quantitative techniques and operations research.
6. Developing Derivative plans :
Once the plan has been formulated, its broad goals must be translated into day-today
operations of the organization. Middle and lower-level managers must draw up the
appropriate plans, programmes and budgets for their sub-units. These are described as
derivative plans. In developing these derivative plans, lower-level managers take steps
similar to those taken by upper-level managers – selecting realistic goals, assessing their
sub-units particular strength and weaknesses and analyzing those parts of the
environment that can affect them.
7. Measuring and Controlling the Progress :
Obviously, it is foolish to let a plan run its course without monitoring its progress. Hence
the process of controlling is a critical part of any plan. Managers need to check the
progress of their plans so that they can (a) take whatever remedial action is necessary
to make the plan work, or (b) change the original plan if it is unrealistic.
4.7

TYPES / CLASSIFICATIONS OF PLANNING

1. Objectives
The first step in planning is setting objectives it is said to be the desired future position
that the management would like to reach. They are basic to the organization and they
are defined as ends which the management seeks to achieve by its operations. They
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define the future states of affairs which the organization strives to realize. They serve
as a guide for overall business planning objectives need to be expressive in specific
terms. They are the end points of planning.
2. Policy
A policy is a general guide to thinking and action rather than a specific course of action.
It defines the area or limits within decisions can be made to achieve organizational
objectives can be attained. A policy is a continuing decision as it provides answers to
problems of recurring nature.
3. Procedure
They are routine steps to carry out activities. They detailed the exact manner in which
any work is to be performed. They are specified in a chronological order. It lays down
the specific manner in which a particular activity is to be performed. It is a planned
sequence of operations for performing repetitive activities uniformly and consistently.
They play an important role in the daily operations of an organization.
4. Rules
They are rigid and definite plans that specify what is to be done or not to be done in
given situations. A rule provides no scope for discretion and judgment. It is a prescribed
guide to conduct or action. They are usually the simplest type of plans because there is
no compromise or change unless a policy decision is taken. They help to regulate
behavior and to facilitate communication.
5. Budget
It is a statement of expected results expressed in numerical terms. It is plan which
quantities future, facts and figures. They serve as a means of co- ordination and control.
They provide clarity, direction and purpose in the activities of an organization by laying
down verifiable and measurable goals for a specified period of time. It is expressed in
terms of money or physical units. It is a blue print of future course of action and
activities. It is prepared in advance, and related to future period.
6. Project
A project is a distinct cluster of functions and facilities for a defined purpose and definite
time period. It is designed and executed as a distinct plan. It is integrated into a unit and
is designed to achieve stated objectives. It is defined in term of specific objective,
interdependence of tasks etc. they help to facilitate co-ordination and control by
identifying an integrated work package within a heterogeneous mass of activities and
resources.
7. Strategy
The concept of strategy in business has been borrowed from military science and sports
where it implies outmaneuvering the opponent. The term strategy began to be used in
business with increase in competition and complexity of operations. It may be defined
as gamesmanship or as administrative course of action designed to achieve success in
the face of difficulties. It is an overall plan prepared for meeting the challenge posed by
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the activities of competitors and other environment forces ( it is a long term plan as it is
designated to achieve the mission of the organization. It is forward looking and is
mainly the job of top management).
Limitations of Planning
Planning is not a substitute for executive judgment but merely an aid to it. It suffers
from the following limitations:
1.

Inaccuracy: Planning is based on forecasts which are never cent per cent accurate.
The accuracy and reliability of forecasting diminishes as the forecasting period
increases. If reliable forecast and data are not available, planning becomes
unrealistic.

2.

Time consuming: Planning is a time-consuming and expensive process. Time,
effort and money are required in the collection and analysis of data and in the
formulation and revision of plants. Planning is useful only when the expected gains
from it exceed its costs. By the time plans are prepared, conditions might change
rendering the entire efforts irrelevant.

3.

Rigidity: Planning may result in internal inflexibilities and procedural rigidities
which curb initiative and individual freedom. Sometimes, planning may cause
delay in decision-making. A manager may be bogged down by rules and procedures
when there is need for quick decision.

4.

Resistance: Planning often requires some change in the existing set-up. Unless the
required change is forthcoming, planning may be ineffective. Resistance to change
is an important obstacle in planning. Planning also requires a forward - looking
attitude. But very often, people have a greater regard for the present as future is
uncertain.

5.

False Security: Planning may create a false sense of security in the organisation.
A manager may feel that all problems will be solved once the plans are put into
operation. In reality, management has to continuously revise the plans and regularly
check on their execution.

6.

Pressure-tactics: Powerful people and other vested interests may exert pressure to
ensure that the plans serve their own interests. Moreover, the planners may be
unduly influenced by the 'pet projects' of the 'big boss' and may not make an
objective analysis of the available alternatives. It is very difficult to measure
accurately the effectiveness of planning.

7.

External Constraints: The effectiveness of planning may be affected by external
forces which are beyond the control of those responsible for preparing plans.
Government control, natural calamities and other unforeseen events may create
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hurdles in the implementation of plans. It is very difficult to predict and provide for
such external constraints.
4.8

LET’S SUM-UP

Planning has a primacy over other management functions and is a pervasive element in
organizations. It involves the major activities such as setting objectives, determining
policies and making decisions. Planning is a higher order mental process requiring the
use of intellectual faculties, imagination, foresight and sound judgment. By planning
managers minimize uncertainty and help focus the sight of their organization on its
goals.
4.9

KEY TERMS

Planning: Planning is the process of deciding in advance what is to be done, who is to
do it, how it is to be done and when it is to be done.
Planning Premises: It refers to the assumptions made by the planner regarding the
environmental changes to plan for the future.
Planning Process: It involves various steps included in undertaking the entire planning
activity in an organization.
4.10

SELF- ASSESSMENT QUESTIONS

1.

"Managerial planning seeks to achieve a coordinated structure of operations".
Comment.

2.

"Planning involves a choice between alternative courses of action". Comment
briefly.

3.

Describe in detail the steps involved in the planning process.

4.11

FURTHER READINGS

1.

Kootnz& O'Donnell, Principles of Management.

2.

J.S. Chandan, Management Concepts and Strategies.

3.

Arun Kumar and R. Sharma, Principles of Business Management.

4.

Sherlerkar and Sherlerkar, Principles of Management

5.

B.P. Singh, Business Management and Organizations
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4.12

MODEL QUESTIONS

1.

Discuss why planning is an important function of management. Who does planning
contribute towards the betterment of the organizations?

2.

Explain the nature, characteristics and importance of planning in management.

3.

Identify the benefits and limitations of planning.
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LEARNING OBJECTIVES

After reading this unit you will able to know:

5.1



The Meaning and Concept of Strategic Planning



The benefits and limitations of Planning



Process or Steps of Strategic Planning



Role of Strategy in an organisation
MEANING & DEFINITION OF STRATEGIC PLANNING:

Strategic planning refers to the process of defining the strategy for the organisation and
allocating its resources for the perusal of the strategy. Strategic plan is a statement of
how the organisation is going to achieve its mission and objectives. A strategic plan
takes into consideration the entire organizational resources and helps diverts them
towards the most productive uses in the most efficient manner.
Strategic planning is a process in which organizational leaders determine their vision
for the future as well as identify their goals and objectives for the organization. Strategic
planning is important to an organization because it provides a sense of direction and
outlines measurable goals. Strategic planning is a tool that is useful for guiding day-today decisions and also for evaluating progress and changing approaches when moving
forward.
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5.2

FEATURES OF STRATEGIC PLANNING

Strategic plan is a course of action defined for a particular point of time. The features
of strategic plan are as follows:











5.3

Strategic planning is an important aspect of strategic management
Strategic planning provides direction to the enterprise.
Formulated by top management.
The plan is aimed to achieve specific goals and objectives.
Ensures efficient allocation of organizational resources.
The plan allocates resources for achievement of organizational goals within
specified time.
It guides the organisation towards its mission.
The plan is based on the organization‘s internal & external environment.
Strategic Plans are formulated for a period of three to five years
The purpose of the plan is to enable the organization capitalize on its strengths
while minimizing its weaknesses, and to take advantage of opportunities and
defend against threats
STRATEGIC PLANNING PROCESS

A strategic planning process is designed to drive businesses in the right direction and
promote the exchange of useful ideas between people with similar goals. Strategic
planning is an important tool to guide the work of any organisation. It will help maintain
a focused, long term vision of the organization‘s mission and purpose, and aid decisions
about the allocation of human and financial resources. The strategic planning process is
essentially a list of steps that managers should follow to implement a strategy within a
company. There are several key components that make up the strategic planning
process, including common phases like strategic analysis and strategy formulation,
along with implementation and monitoring.
Strategic planning involves an orderly sequence of activities and involves the following
steps:


Identify your strategic positions: In order to achieve our goals first off all we
should have a clear vision. This is the first stage of strategic planning process. 24
Whenever we identify our strategic position, our goal should be realistic and
measurable.



Gather people and information: After establishing the strategic position the next
step is to bring the people who are under planning process. Once you have
successfully identified your people and information to draw from, examine any
internal or external issues that could possibly affect your objectives.
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Perform a SWOT Analysis: SWOT stands for strength, weakness, opportunity&
Threat.

A SWOT analysis is often performed to help identify the strengths and weaknesses of a
business, as well as identify any opportunities and threats that could arise. A SWOT
analysis can also lead you in the right direction and towards your goals. SWOT analysis
plays an important part in the process of strategic planning. It provides information that
helps in synchronizing the firm‘s resources and capabilities with the competitive
environment in which the firm operates. It provides an all-round view of the current and
forward-looking situation of a business.

(Image Source : https://www.zoho.com/ )
Formulate your Strategic Plan: Once you have successfully identified your strategic
position and have a set of goals that align with your company’s mission, you can begin
working on your strategic plan.


Execute your Strategic Plan: This stage is the action phase in the strategic
planning process. After the formulation of the strategic plan, it is time to implement
it.



Constantly Monitor Performance : Have a strategic position and have a set of
goals that align with your company’s mission, you can begin working on your
strategic plan. This requires you to constantly monitor and manage performance
and tweak any components that are not leading to satisfactory results. It is also
important to hold those involved in the strategic planning process accountable for
their assigned tasks.

5.4

LEVELS OF STRATEGY

Strategy can be formulated at three levels, namely, the corporate level, the business
level, and the functional level. At the corporate level, strategy is formulated for your
organization as a whole. Corporate strategy deals with decisions related to various
business areas in which the firm operates and competes. At the business unit level,
13

strategy is formulated to convert the corporate vision into reality. At the functional level,
strategy is formulated to realize the business unit level goals and objectives using the
strengths and capabilities of your organization.
Corporate Level: Corporate level strategy occupies the highest level of strategic
decision making. Corporate level strategy defines the business areas in which your firm
will operate. It deals with aligning the resource deployments across a diverse set of
business areas, related or unrelated. Strategy formulation at this level involves
integrating and managing the diverse businesses and realizing synergy at the corporate
level. The top management team is responsible for formulating the corporate strategy.
The corporate strategy reflects the path toward attaining the vision of your organization.
Business Level: Business level strategy is applicable in those organisations which have
different business and each business is treated as a strategic business unit. Business level
strategies are formulated for specific strategic business units and relate to a distinct
product-market area. It involves defining the competitive position of a strategic business
unit. The business level strategy formulation is based upon the generic strategies of
overall cost leadership, differentiation, and focus.
Functional Level: Functional level strategies relate to the different functional areas
which a strategic business unit has, such as marketing, production and operations,
finance, and human resources. These strategies are formulated by the functional heads
along with their teams and are aligned with the business level strategies. The strategies
at the functional level involves setting up short-term functional objectives, the
attainment of which will lead to the realization of the business level strategy.
5.5

ROLE OF STRATEGY

 Framework for operational Planning
If strategies are developed carefully and understood properly by managers, they provide
a more consistent framework for operational planning. If this consistency exists and
applied, there would be deployment of organisational resources in those areas where
they find better use. Strategies defines the business area both in terms of customers and
geographical areas served. Better the definition of these areas, the better will be the
deployment of resources.
 Clarity In Direction of Activities
Strategy focus on direction of the activities by specifying what activities are to be
undertaken for achieving organisational objectives. They the objectives more clear and
specific. For example a business organisation may define its objective as profit earning
or a non-business organisation may define its objective social objective. But the
definitions are too broad for putting them operation. They are better spelled by strategies
which focus on operational objectives and make them more practical.
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 To Increase Organisational Effectiveness
Strategies ensure organisational effectiveness in several ways. The concept of
effectiveness is that the organisation is able to achieve the objectives within the
available resources. So for effectiveness the resources should ensure their contribution
towards the organisation. Therefore each resource of the organisation has a specific use
at a particular time. If this is done, the organisation will achieve effectiveness.
 Personnel Satisfaction
Strategy provides satisfaction to the personnel of the organisation. In an organisation
where formal strategic management process is followed, people are more satisfied by
definite prescription of their roles thereby reducing role conflict and role ambiguity. If
the decisions are systematized in an organisation, everyone knows how to proceed, how
to contribute towards organisational objectives.
5.6

FORMULATION OF STRATEGY

Strategy formulation refers to the process of choosing the most appropriate course of
action for the realization of organizational goals and objectives and thereby achieving
the organizational vision.


Setting Organizations’ objectives - The key component of any strategy statement is
to set the long-term objectives of the organization. It is known that strategy is
generally a medium for realization of organizational objectives. Objectives stress
the state of being there whereas Strategy stresses upon the process of reaching there.



Evaluating the Organizational Environment - The next step is to evaluate the
general economic and industrial environment in which the organization operates.
This includes a review of the organizations competitive position. It is essential to
conduct a qualitative and quantitative review of an organization's existing product
line.



Setting Quantitative Targets - In this step, an organization must practically fix the
quantitative target values for some of the organizational objectives. The idea behind
this is to compare with long term customers, so as to evaluate the contribution that
might be made by various product zones or operating departments.



Aiming in context with the divisional plans - In this step, the contributions made
by each department or division or product category within the organization is
identified and accordingly strategic planning is done for each sub-unit. This
requires a careful analysis of macroeconomic trends.



Performance Analysis - Performance analysis includes discovering and analyzing
the gap between the planned or desired performance. A critical evaluation of the
organizations past performance, present condition and the desired future conditions
must be done by the organization. This critical evaluation identifies the degree of
15

gap that persists between the actual reality and the long-term aspirations of the
organization. An attempt is made by the organization to estimate its probable future
condition if the current trends persist.


Choice of Strategy - This is the ultimate step in Strategy Formulation. The best
course of action is actually chosen after considering organizational goals,
organizational strengths, potential and limitations as well as the external
opportunities.

5.7

BENEFITS OF STRATEGIC PLANNING



Improves in decision making: Strategic Planning makes the management of an
organization easier by providing a framework for decision-making and action. It
helps to identify and address the key issues.



Uniform vision & Clarity of objectives: Strategic Planning establishes a uniform
vision and thus directs all the efforts in the same direction. The employees clearly
understand what is required to be done, it creates clarity of objectives and thus
create an increased level of commitment to the organization and its goals. It also
serves as a motivating factor for the employees.



Judicious use of resources: Strategic Planning enables the optimum utilization of
the organizations resources. It helps firm to utilize its strengths to tap the
opportunities and thus perform to the best of its capabilities. It sets the priorities
and directs the resources towards their efficient utilization.



Reduces Uncertainty : Strategic Planning reduces uncertainty by analysing the
environment and thus increases the ability to deal with risks posed by the external
environment

5.8

LIMITATIONS OF STRATEGIC PLANNING:

Limitations of Strategic Planning although there are many advantages to strategic
management, such as reducing the resistance to change and promoting collaboration,
there are also disadvantages. The strategic management suffers from the following
limitations:


Complex Process: Strategic management is a complex process since it involves
continuous monitoring of the external and internal environments. Based on the
changing environmental conditions the objectives and plans need to be revised.
All components are interrelated, so a change in one component may affect others
areas. For example, due to fall in demand of a particular product produced by
the company because of some incident compels the revision its production plan.
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Too much paper work, not enough clear thinking: Another limitation in
planning is that too much emphasis is given to paper work rather than the
thought process. Much of the time gets wastes in complying with such
formalities.



No commitment from the top level: Success of plans depends on the
commitment of the top level. If the top management does not take much interest
in planning and implementation, plans could never become a success.



Time Consuming: Strategic planning is a time consuming process. A lot of time
of manager gets consumed in preparing, researching and communicating the
strategic plans which may hinder the day-to-day operations and negatively
impact the business.



Difficulty in Implementation: Implementation of strategic plans is a
challenging task. It requires full attention, active participation, and
accountability of all members of the organization. A small loophole in its
implementation may make it ineffective.



Insufficient emphasis on identifying key issues, opportunities and threats:
The base of strategic planning is identifying the key issues that need to be
stressed upon. If key issues could not be identified the whole activity remains
unfruitful.



Uncertain future: Strategic Plans are formulated to achieve some objectives in
the future. Anticipating future is a difficult process. SWOT analysis provides
the basis for formulating plans. But future is uncertain. A simple happening
could change the entire scenario.

5.9

LET US SUM UP

Strategic Planning is about allocating resources to achieve the mission. Strategic
planning set priorities, focus energy and resources and strengthen the operations. It
provides direction to the enterprise. For strategic planning, SWOT analysis is done. The
analysis of the internal and the external environment provides a base for the
development of the mission and vision statements. After that Goals and objectives are
defined clearly and the plan of action is formulated. This plan of action is then
implemented and continuously monitored and reviewed. Effective planning requires
commitment from the top level.
5.10

KEY WORDS

SWOT stands for Strengths, Weaknesses, Opportunities and Threats'.
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This is a method of analysis of the environment and the company's standing in it.



5.11







Business Environment: Business environment is the sum total of all external and
internal factors that influence a business.
Plan of Action: An organized program of measures to be taken in order to
achieve a goal.
Strategy: A plan of action designed to achieve a long-term or overall aim.
FURTHER READINGS

H. Koontz, H. Weihrich, and Ramachandra Aryasri A., “Principles of
Management”, 1st Edition, Tata McGraw -Hill Publishing Company Ltd., 2006.
REFERENCES
Stephen P Robbins, “Fundamentals of Management: Essential Concepts and
Applications”, 5th Edition, Pearson Education., 2005
R. Sivarethinamohan and P. Aranganathan, “Principles of Management”, 1st
Edition, CBA/Tata McGraw -Hill Publishing Company Ltd., 2005.
James A F Stoner ,Edward Freeman and Gilbert, “Management”, 6th Edition,
Pearson Education, 1995./ Prentice Hall of India Pvt. Ltd., 2007.
Durbin, “Essentials of Management” 7th Edition, Cengage Learning India Pvt. Ltd

5.12

MODEL QUESTIONS

Q.1Q.2Q.3Q.4Q.5Q.6Q.7-

Discuss the Concept of Strategy.
Explain the different levels at which strategies operate.
What do you mean by strategic planning? Why is it gaining importance?
Discuss in detail the process of strategic planning.
What are the pros and cons of strategic planning?
Discuss the process of strategy formulation and implementation.
What is the role of strategy in a business organisation?
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UNIT-6

FORECASTING

Structure
6.0
6.1
6.2
6.3
6.4
6.5
6.6
6.7
6.8
6.9
6.10
6.0

Learning Objective
Meaning & Definition of Forecasting
Features of Forecasting
Role of Forecasting
Process of Forecasting
Techniques of Forecasting
Difference between Planning and Forecasting
Let's Sum Up
Key Words
Further Readings
Terminal Questions

LEARNING OBJECTIVES

After reading this unit you will able to Understand the:
 Meaning and Concept of Forecasting
 Benefits and limitations of Forecasting
 Process of Forecasting
 Role of Forecasting
 Techniques/Methods of Forecasting
 Difference between Forecasting and Planning
6.1

MEANING OF FORECASTING

Every management has to make some predictions about the likely happening in the
future in preparing plans of activities for the future.
Future is difficult to be probed unless one knows the past happenings and how they are
occurring presently. Thus, forecasting may be defined as the process of assessing the
future by using calculations and projections that take account of the past performance,
current trends, and anticipated changes in the period ahead.
6.2

FEATURES OF FORECASTING

The following features of forecasting emerged on the basis of the aforesaid definition:
1. Forecasting essentially relates to future probable events.
2. Forecasting is needed rather a base for planning because it devises the future
course of action.
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3. It explains the probability of future events. Therefore, the happening of future
events can only be precise to a certain extent.
4. Forecasting is made by analysing the past and present factors which are related
to the functioning of an organisation.
5. The use of statistical and mathematical tools and techniques are required for the
analysis of various factors or variables.
6.3

ROLE OF FORECASTING

Role of forecasting can be better understood if we know to what extent it helps the
managers in their managerial activities. Forecasting plays it’s role in helping the
managers in the following ways:
1. Basis of Planning:
Forecasting is pivot to planning. The planning process is generated by it. While the
future course of action is decided by planning, it is expected to take place under certain
circumstances and conditions. Unless these conditions are known, planning would be
futile.
2. Promotion of Organization:
Performance of certain activities, is the key to the achievement of organisational
objectives. What activities should be performed depends entirely on the expected
outcome of these activities. As expected outcome depends on future events vis a vis the
way of performing various activities, forecasting of events is of direct relevance in
achieving organisational objectives.
3. Facilitating Co-ordination and Control:
For effective co-ordination and control, forecasting indirectly provides the ways.
Forecasting requires information about various factors. Information is collected from
various internal and external sources, which are also utilised for coordinating and
controlling various activities of the organisation.
4. Success in Organisation:
Risk is the common character of all business enterprises. Business has to bear it and has
to work within the ups and downs of the industry. The degree of risk depends on the
future happenings .This problem of uncertainties can be overcome to a great extent by
forecasting.
Though forecasting cannot evade the future happenings, it provides sufficient inputs
about those and indicates what alternative actions should be taken. Managers can save
a great deal of their time and money if they know in advance what is going to happen.
6.4

PROCESS OF FORECASTING

The process of forecasting generally involves and pass through the following steps:
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1. Setting the Objectives:
The objectives of the forecasting are framed by taking in to consideration the purpose
for which the forecasting is to be done and the period for which it is to be made should
be decided at the very outset. The time period so considered is known as “TIME
HORIZON”.
2. Selection of Method:
The best suitable method or methods of Forecasting are chosen to ensure that the method
aligns with the purpose of the forecasting. Method plays an important role as forecasting
is based on specific evidence and is determined using a particular technique or method.
3. Data Collection:
Information or Data forms the foundation of any forecasting. Depending on the purpose
and nature of forecasting, collection of data is undertaken, which may be primary or
secondary.
4. Monitoring the Process:
After running the data through the method or methods adopted as per the suitability, the
results are monitored for analysis and desired corrective actions are initiated if
deviations are observed.
6.5

TECHNIQUES/METHODS OF FORECASTING

There are various methods of forecasting however, no method can be suggested as
universally applicable. In Practice, majority of the forecasts are made by combining
different methods. A brief explanation of the poplar methods of forecasting, is given
below:
1. Historical Analogy Method:
Under this method, forecast in regard to a particular situation is based on some similar
conditions elsewhere in the past. For example, the economic situation of a country ‘A’
can be forecasted by making comparison with any advanced country say ‘B’ at a
particular stage through which country ‘A’ is presently passing. Thus, based on
analogy, a general forecast can be made.
2. Survey Method:
This method is highly popular in general and Market research in particular. It is
conducted to gather information on the intentions of the concerned people. For example,
information may be collected through surveys about the preference of consumers on
various cosmetic items. Both quantitative and qualitative information may be gathered
by this method for forecasting.
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3. Opinion Poll:
Opinion poll is conducted, as the name suggests, to assess the opinion of experts in the
particular field, whose views carry a lot of weight. For example, opinion polls are highly
popular to predict the outcome of election results in many countries including India.
4. Business Barometers:
Barometer is used to measure the atmospheric pressure. In the same sense, index
numbers are used to measure the state of an economy between two or more periods. An
index number is the measure of change in a variable 0r variables over time. It is a kind
of representative number.
5. Time Series Analysis:
This method involves decomposition of historical series into its various components
like trend, seasonal variances, cyclical variations, and random variances. When the
components are separated, the variation of a particular situation can be known over the
period of time and forecasting is made about the future trend through suitable
projections.
6. Regression Analysis:
Regression analysis is a statistical technique used to describe relationships among
variables. It is meant to disclose the relative movements of two or more inter-related
series. It is used to estimate the changes in one variable as a result of specified changes
in other variable or variables. In economic situations, business activities are affected by
a number of factors simultaneously.
7. Input-Output Analysis:
Under this method, a forecast of output is made based on given input if relationship
between input and output is known. Accordingly, with a given input-output relationship,
input requirement can be forecasted on the basis of final output.
6.6

DIFFERENCE BETWEEN PLANNING AND FORECASTING

Even though Planning and Forecasting can be termed as Siamese twins, both the terms
are having different connotations.
1. While,planning is the process relating to the future course of action, forecasting
is prediction of future performance of the organization on the basis of past as
well as present performance and relevant information.
2. Forecasting is done by different levels of experts, economists or analysts
engaged by the management. Planning is done by top management to formulate
plans for the organization with an eye on it’s objectives.
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3. Planning is based on information, objectives and relevant forecast. But,
forecasting is based on an assumption, postulation and certain degree of guess.
6.7

LET'S SUM UP

Planning is the first and foremost function of management and precede all actions.
likewise planning also follows some sort of forecasting. Forecasting is comprehension
of a future stage or position of the organisation based on certain past events. It is a kind
of projection of future, which is undertaken by experts by adopting various methods.
Even though forecasting cannot be a substitute of planning, it will definitely remain as
a formidable base for planning. Though both the terms are different, they are
complementary to each other.
6.8

KEY WORDS

Planning: deciding in advance what is to be done.
Forecasting: estimating future events.
Probability: the extent to which something is likely to happen.
Techniques: methods adopted to find out something or solve something. Postulation:
something as a basis for reasoning.
Regression Analysis: it is a statistical method to relate two variables.
6.9

FURTHER READINGS

H. Koontz, H. Weihrich, and Ramachandra Aryasri A., “Principles of
Management”, 1st Edition, Tata McGraw -Hill Publishing Company Ltd., 2006.
Stephen P Robbins, “Fundamentals of Management: Essential Concepts and
Applications”, 5th Edition, Pearson Education., 2005
R. Sivarethinamohan and P. Aranganathan, “Principles of Management”.
6.10

MODEL QUESTIONS

Q.1-Define Forecasting. Explain how it is different from Planning?
Q.2-What are the Popular Methods or techniques adopted for Forecasting?
Q.3-How forecasting is beneficial to Organisations?
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