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8.3: Planning

2. What are the four types of planning?

Planning begins by anticipating potential problems or opportunities the organization may encounter. Managers then design
strategies to solve current problems, prevent future problems, or take advantage of opportunities. These strategies serve as the
foundation for goals, objectives, policies, and procedures. Put simply, planning is deciding what needs to be done to achieve
organizational objectives, identifying when and how it will be done, and determining who should do it. Effective planning requires
extensive information about the external business environment in which the firm competes, as well as its internal environment.

There are four basic types of planning: strategic, tactical, operational, and contingency. Most of us use these different types of
planning in our own lives. Some plans are very broad and long term (more strategic in nature), such as planning to attend graduate
school after earning a bachelor’s degree. Some plans are much more specific and short term (more operational in nature), such as
planning to spend a few hours in the library this weekend. Your short-term plans support your long-term plans. If you study now,
you have a better chance of achieving some future goal, such as getting a job interview or attending graduate school. Like you,
organizations tailor their plans to meet the requirements of future situations or events. A summary of the four types of planning
appears in Table 6.2.

Strategic planning involves creating long-range (one to five years), broad goals for the organization and determining what
resources will be needed to accomplish those goals. An evaluation of external environmental factors such as economic,
technological, and social issues is critical to successful strategic planning. Strategic plans, such as the organization’s long-term
mission, are formulated by top-level managers and put into action at lower levels in the organization. For example, when Mickey
Drexler took over as CEO of J.Crew, the company was floundering and had been recently purchased by a private equity group. One
of Drexler’s first moves was to change the strategic direction of the company by moving it out of the crowded trend-following
retail segment, where it was competing with stores such as Gap, American Eagle, and Abercrombie and back into the preppie,
luxury segment where it began. Rather than trying to sell abundant inventory to a mass market, J.Crew cultivated scarcity, making
sure items sold out early rather than hit the sale rack later in the season. The company also limited the number of new stores it
opened during a two-year span but planned to double the number of stores in the next five to six years. Drexler led the company
through public offerings and back to private ownership before bringing on a new CEO in 2017. He remained chairman with
ownership in the company.*
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Table6.2

CATCHING THE ENTREPRENEURIAL SPIRIT

Changing Strategy Can Change Your Opportunities

Since 1949, Gordon Bernard, a printing company in Milford, Ohio, focused exclusively on printing fundraising calendars for a
variety of clients, such as cities, schools, scout troops, and fire departments. The company’s approximately 4,000 clients
nationwide, 10 percent of which have been with the company for over 50 years, generated $4 million in revenue in 2006. In order
to better serve customers, company president Bob Sherman invested $650,000 in the purchase of a Xerox iGEN3 digital color press
so that the company could produce in-house a part of its calendar product that had been outsourced. The high-tech press did more
for the company than simply reduce costs, however.

The new press gave the company four-color printing capability for the first time in its history, and that led the management of
Gordon Bernard to rethink the company’s strategy. The machine excels at short runs, which means that small batches of an item
can be printed at a much lower cost than on a traditional press. The press also has the capability to customize every piece that rolls
off the machine. For example, if a pet store wants to print 3,000 direct mail pieces, every single postcard can have a personalized
greeting and text. Pieces targeted to bird owners can feature pictures of birds, whereas the dog owners’ brochure will contain dog
pictures. Text and pictures can be personalized for owners of show dogs or overweight cats or iguanas.

Bob Sherman created a new division to oversee the implementation, training, marketing, and creative aspects of the new production
process. The company even changed how it thinks of itself. No longer does Gordon Bernard consider itself a printing firm, but as a
marketing services company with printing capabilities. That change in strategy prompted the company to seek more commercial
work. For example, Gordon Bernard will help clients of its new services develop customer databases from their existing
information and identify additional customer information they might want to collect. Even though calendar sales accounted for 97
percent of the firm’s revenues, that business is seasonal and leaves large amounts of unused capacity in the off-peak periods.
Managers’ goals for the new division were to contribute 10 percent of total revenue within a couple years of purchase.

Critical Thinking Questions

1. What type of planning do you think Gordon Bernard is doing?
2. Because Gordon Bernard’s strategy changed only after it purchased the iGEN3, does the shift constitute strategic planning?
Why or why not?

Sources: GBC Fundraising Calendars, http://www.gordonbernard.com/, accessed September 15, 2017; Gordon Bernard Co Inc.,
www.manta.com, accessed September 15, 2017; Karen Bells, “Hot Off the Press; Milford Printer Spends Big to Fill New Niche,”
Cincinnati Business Courier, July 15, 2005, pp. 17—18.

An organization’s mission is formalized in its mission statement, a document that states the purpose of the organization and its
reason for existing. For example, Twitter’s mission statement formalizes both concepts while staying within its self-imposed
character limit; see Table 6.3.

Twitter’s Mission, Values, and Strategy

Mission: Give everyone the power to create and share ideas and information instantly, without barriers.
Values: We believe in free expression and think every voice has the power to impact the world.

Strategy: Reach the largest daily audience in the world by connecting everyone to their world via our information sharing and
distribution platform products and be one of the top revenue generating Internet companies in the world.

Twitter combines its mission and values to bring together a diverse workforce worldwide to fulfill its strategy.

The 3 Parts of a Company Mission Statement:
e Purpose

e Value

e Action

Table6.3 Sources: “About” and “Our Values,” https://about.twitter.com, accessed October 30, 2017; Justin Fox, “Why Twitter’s
Mission Statement Matters,” Harvard Business Review, https://hbr.org, accessed October 30, 2017; Jeff Bercovici, “Mission
Critical: Twitter’s New ‘Strategy Statement’ Reflects Shifting Priorities,” Inc., https://www.inc.com, accessed October 30, 2017.
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In all organizations, plans and goals at the tactical and operational levels should clearly support the organization’s mission
statement.

Tactical planning begins the implementation of strategic plans. Tactical plans have a shorter (less than one year) time frame than
strategic plans and more specific objectives designed to support the broader strategic goals. Tactical plans begin to address issues of
coordinating and allocating resources to different parts of the organization.

Under Mickey Drexler, many new tactical plans were implemented to support J.Crew’s new strategic direction. For example, he
severely limited the number of stores opened each year, with only nine new openings in the first two years of his tenure (he closed
seven). Instead, he invested the company’s resources in developing a product line that communicated J.Crew’s new strategic
direction. Drexler dumped trend-driven apparel because it did not meet the company’s new image. He even cut some million-dollar
volume items. In their place, he created limited editions of a handful of garments that he thought would be popular, many of which
fell into his new luxury strategy. For example, J.Crew now buys shoes directly from the same shoe manufacturers that produce
footwear for designers such as Prada and Gucci. In general, J.Crew drastically tightened inventories, a move designed to keep
reams of clothes from ending up on sale racks and to break its shoppers’ habit of waiting for discounts.

This part of the plan generated great results. Prior to Drexler’s change in strategy, half of J.Crew’s clothing sold at a discount. After
implementing tactical plans aimed to change that situation, only a small percentage does. The shift to limited editions and tighter
inventory controls has not reduced the amount of new merchandise, however. On the contrary, Drexler created a J.Crew bridal
collection, a jewelry line, and Crew Cuts, a line of kids’ clothing. The results of Drexler’s tactical plans were impressive. J.Crew
saw same-store sales rise 17 percent in one year.”

Operational planning creates specific standards, methods, policies, and procedures that are used in specific functional areas of the
organization. Operational objectives are current, narrow, and resource focused. They are designed to help guide and control the
implementation of tactical plans. In an industry where new versions of software have widely varying development cycles,
Autodesk, maker of software tools for designers and engineers, implemented new operational plans that dramatically increased
profits. Former CEO Carol Bartz shifted the company away from the erratic release schedule it had been keeping to regular, annual
software releases. By releasing upgrades on a defined and predictable schedule, the company is able to use annual subscription
pricing, which is more affordable for small and midsize companies. The new schedule keeps Autodesk customers on the most
recent versions of popular software and has resulted in an overall increase in profitability.®

The key to effective planning is anticipating future situations and events. Yet even the best-prepared organization must sometimes
cope with unforeseen circumstances, such as a natural disaster, an act of terrorism, or a radical new technology. Therefore, many
companies have developed contingency plans that identify alternative courses of action for very unusual or crisis situations. The
contingency plan typically stipulates the chain of command, standard operating procedures, and communication channels the
organization will use during an emergency.

An effective contingency plan can make or break a company. Consider the example of Marriott Hotels in Puerto Rico. Anticipating
Hurricane Maria in 2017, workers at the San Juan Marriott had to shift from their regular duties to handling the needs of not only
customers, but everyone who needed assistance in the wake of the hurricane that devastated the island. A contingency plan and
training for events such as this were a key part of managing this crisis.” The company achieved its goal of being able to cater to
guest and general needs due to planning and training while having a contingency plan in place. One guest commented on
TripAdvisor, “Could not believe how friendly, helpful & responsive staff were even during height of hurricane. Special thanks to
Eydie, Juan, Jock, Ashley and security Luis. They kept us safe & were exemplary. Will always stay at Marriott from now on.””

Within one month after Hurricane Maria hit, operations were back to normal at the San Juan Marriott.”

MANAGING CHANGE

Boeing Takes Off in New Direction

Boeing and Airbus have been locked in fierce competition for the world’s airplane business for decades. What characterized most
of that time period was a focus on designing larger and larger airplanes. Since its development in the 1970s, Boeing revamped its
pioneering B747 numerous times and at one time boasted over 1,300 of the jumbo jets in operation around the world. As part of
this head-to-head competition for bragging rights to the largest jet in the air, Boeingwas working on a 747X, a super-jumbo jet
designed to hold 525 passengers. In what seemed to be an abrupt change of strategy, Boeing conceded the super-jumbo segment of
the market to its rival and killed plans for the 747X. Instead of trying to create a plane with more seats, Boeing engineers began
developing planes to fly fewer people at higher speeds. Then, as the rising price of jet fuel surpassed the airlines’ ability to easily
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absorb its increasing cost, Boeing again changed its strategy, this time focusing on developing jets that use less fuel. In the end,
Boeing’s strategy changed from plane capacity to jet efficiency.

The new strategy required new plans. Boeing managers identified gaps in Airbus’s product line and immediately set out to develop
planes to fill them. Boeing announced a new 787 “Dreamliner,” which boasted better fuel efficiency thanks to lightweight
composite materials and next-generation engine design. Even though the 787 has less than half the seating of the Airbus A380,
Boeing’s Dreamliner is a hit in the market. Orders for the new plane have been stronger than anticipated, forcing Boeing to change
its production plans to meet demand. The company decided to accelerate its planned 787 production rate buildup, rolling out a new
jet every two days or so.

Airbus was not so lucky. The company spent so much time and energy on its super-jumbo that its A350 (the plane designed to
compete with Boeing’s 787) suffered. The 787 uses 15 percent less fuel than the A350, can fly nonstop from Beijing to New York,
and is one of the fastest-selling commercial planes ever.

The battle for airline supremacy continues to switch between the two global giants. In 2017, Boeing beat Airbus on commercial jet
orders at the Paris Air Show and continues to push forward. A spokesperson has hinted at a hybrid fuselage for midrange planes,
which could carry passengers farther at lower costs. If successful, Boeing will regain market share lost to the Airbus A321.

Critical Thinking Questions

1. What seems to be the difference in how Boeing and Airbus have approached planning?
2. Do you think Airbus should change its strategic plans to meet Boeing’s or stick with its current plans? Explain.

3 »

Sources: Gillian Rich, “Why Boeing's Paris Air Show Orders Are ‘Staggering’,” www.investors.com, June 22, 2017; Jon Ostrower,
“Boeing vs. Airbus: A New Winner Emerges at the Paris Air Show,” CNN, money.cnn.com, June 22, 2017; Gillian Rich, “’Hybrid’
Design for New Boeing Midrange Jet Could Hit This Sweet Spot,” www.investors.com, June 20, 2017; Alex Taylor, III, “Boeing
Finally Has a Flight Plan,” Fortune, June 13, 2005, pp. 27-28; J. Lynn Lundsford and Rod Stone, “Boeing Net Falls, but Outlook
Is Rosy,” The Wall Street Journal, July 28, 2005, p. A3; Carol Matlack and Stanley Holmes, “Why Airbus Is Losing Altitude,”
Business Week, June 20, 2005, p. 20; J. Lynn Lunsford, “UPS to Buy 8 Boeing 747s, Lifting Jet’s Prospects,” The Wall Street
Journal, September 18, 2005, p. A2; “Airbus to Launch A350 Jet in October,” Xinhua News Agency, September 14, 2005, online;
“Boeing Plans Major Change,” Performance Materials, April 30, 2001, p. 5.

CONCEPT CHECK

1. What is the purpose of planning, and what is needed to do it effectively?
2. Identify the unique characteristics of each type of planning.

This page titled 8.3: Planning is shared under a CC BY 4.0 license and was authored, remixed, and/or curated by OpenStax via source content that
was edited to the style and standards of the LibreTexts platform.
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