
 

   
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 INTRODUCTION 

Strategic management was first introduced as a body of knowledge in the early 
1980s. As a course, it was originally introduced by Harvard University in the 
1920s but it was then known as Business Policy. The focus of the course was on 
integrating the functional areas of business management like accounting, human 
resource management, finance, production, accounting and marketing so that 
learners could understand the interrelationship and linkages of each of the 
functional areas with the operations and management of the entire organisation. 
However, changes in the business environment had forced organisations to make 
incremental and structural changes to cope with the rapid dynamics of the 
business environment. Consequently, the field of strategic management evolved 
as it stands today. Managers and chief executive officers of large corporations 
adopted some or part of the body of knowledge in strategic management and 
found potential benefits to their organisations. Therefore, it is the purpose of this 
topic to provide you with an understanding of strategic management, the 
historical perspective, changing business dynamics and benefits of strategic 
management to organisations.   

LEARNING OUTCOMES 

By the end of this topic, you should be able to:

1. Explain the evolution and development of strategic management; 

2. Identify the major factors contributing to changes in the current
business scenario; and 

3. Discuss the benefits and pitfalls of strategic management. 
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EVOLUTION OF STRATEGIC MANAGEMENT 

In the 1920s, Harvard University introduced a course known as Business Policy as a 
capstone course for its business administration programme. The course focused on 
integrating the functional areas of business administration like accounting, 
management, marketing, human resources, finance and production. Originally, it 
aimed to provide learners with the ability to apply the knowledge learned in 
previous courses to solve problems in business organisations. As such, the business 
policy course provided formal training and experience in handling issues affecting 
the business environment and systematic and analytical thinking in resolving 
problems affecting the performance of organisations.  
 
 

Following the advantages and benefits derived from the business policy course, 
the Gordon and Howell Report recommended that the business policy course be 
made a core course in the business administration curricula of all the universities 
in the American Association of Colleges of School of Business Administration 
(AACSB). Since then, the business policy course has been the major thrust of 
business administration programmes at the undergraduate and postgraduate 
levels. 

 

1.1.1 Development from Business Policy to Strategic 
Management 

The development in the business policy course can be traced from two 
perspectives. One is the changing emphasis in the contents of the course, and  the 
other is the management planning perspective. 
 
(a) Changing Emphasis in Business Policy Contents 

Since the introduction of the business policy course, the contents of the 
course had been changed to cope with the dynamics of the business 
environment. The emphasis in the course is attributed to the varying needs 
of the business and non-business organisations in coping with the changing 
environmental concerns. There are four major factors contributing to the 
changing emphasis in the business policy course: 
 
 

1.1 

ACTIVITY 1.1 

Why is the business policy course made a core course in the business 
administration curricula? Discuss. 
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(i) Changing managerial roles in organisations; 

(ii) Rapid changes in the business and non-business environment; 

(iii) Emphasis on the case study method in learning; and  

(iv) Other concerns affecting organisational performance. 
 

When the business policy course was introduced at Harvard University, the 
perspective adopted was that of the top management view of the 
organisation. In other words, in trying to understand various issues in the 
organisation, participants in the course were asked to take the role of the 
chief executive officer or general manager of an organisation, and see how 
they would react to the varying issues affecting the organisation. While this 
perspective was required to have an overall and ‰helicopter‰ view of things 
in an organisation, the perspective would also help learners to relate 
various functional areas in an organisation and how they could affect the 
overall organisation. Furthermore, this perspective would introduce to 
learners the interrelationship of external factors and its effects and impact 
on the management and performance of the organisation.  

 
 

The rapid changes in the business and non-business environment resulted 
in the change in emphasis and contents of the business policy course. 
External factors such as economic, social, political and technological factors 
had evolved much in the last two decades. The Industrial Renaissance of 
the 1980s affected the management of business and non-business 
organisations in several ways. One major change was the information 
technology revolution, which promoted the development of new ways of 
doing business, and which will be discussed in subtopic 1.2. In addition, the 
increasing concerns for social responsibility, ethics and the environment 
(such as, concerns over pollution, poorly managed health system and social 
discrimination) contributed to the changing expectations of society towards 
organisational performance. Finally, the changing micro-management 
expectations of the stakeholders like corporate governance, transparency 
and social equity in organisational management also contributed to the 
change in the business and non-business environment. 
 
 

ACTIVITY 1.2 

Why do you think the top management perspective is necessary to 
ensure superior performance in an organisation? 
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In recent years, learning about organisations had changed due to new 
developments in pedagogy and the interrelated tools. Case studies had 
been found to be effective as a tool for studying organisations and it was 
the major approach used in Harvard University, INSEAD and leading 
business schools throughout the world. The case study approach was found 
to be most effective in trying to reach the learners' understanding of real 
business world problems and provide practical solutions. Consequently, 
this approach has been widely used in business policy courses worldwide.  
 
The impending globalisation trends and liberalisation of trade barriers also 
had an effect on the curriculum of business policy, which is from an inward 
perspective of one country to an international and global perspective. This 
had led to the concern for a more proactive or strategic approach in 
handling complex business and non-business issues affecting organisations. 
Consequently, the title of the course had to be changed to Strategic 
Management to reflect these changes in the environment. 
 

 
 
(b) Changing Management Planning Perspective 

In the field of organisational management, one of the major functions of the 
management process is planning. Management literature has often focused on 
the importance of planning in managing organisations more effectively and 
efficiently. Traditional management planning emphasised on the need for 
having clear goals and objectives and preparing budgets for resource allocation. 
The rapid changes in the business environment had forced managers to make 
the necessary adjustments in management planning, which resulted in the 
development of a strategic approach in management planning. This will be 
further discussed in subtopic 1.1.2. In other words, the changing managerial 
planning perspective has contributed to the development of strategic 
management.  

1.1.2 The Four Phases of Development in Strategic 
Management 

The previous subtopic discussed the dynamics of the environment and how it 
has changed the field of business policy to strategic management. From the 
above development, it can be understood that there is a difference between 
business policy and strategic management. 

ACTIVITY 1.3 

Trace the evolution of the strategic management course.
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In this subtopic, you will be provided with another view of the development of 
strategic management, that is, from the management planning perspective. This 
is important as this perspective has contributed to the development of this field 
of study in recent years.  
 
According to Gluck et al. (1982), strategic management evolved through four 
phases of development as illustrated in Figure 1.1. 
 

 

Figure 1.1: Gluck's four phases of development in strategic management 

SELF-CHECK 1.1 

What is the difference between business policy and strategic 
management? 
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(a) Phase 1 
Phase 1 in the evolution of strategic management refers to the traditional 
formal business planning mode which focused on functional areas. 
Organisations were more concerned about annual budgets and sought 
operational control through meeting the annual budgets. The business 
environment during this phase was stable and not many changes occurred.  
 

(b) Phase 2 
 In phase 2, as the business environment began to change due to increasing 

demands for goods and services, new concern emerged forcing 
organisations to prepare a forecast to plan ahead. Growth was the major 
concern in this phase and more effective planning was required to ensure 
that organisations take the opportunities in the environment. An annual 
forecast was not sufficient, so multi-year forecasts became necessary. In this 
phase too, environmental analyses became more evident and important to 
organisations. 

 
 As business dynamics grew, managers realised that it was not adequate to 

do planning by making business forecasts. Changes in the business 
environment became more rapid and the level of turbulence became more 
intense relative to the earlier periods (phase 1 and 2).  

 
(c) Phase 3 
 In phase 3, businesses had to make immediate response to market changes 

and competition. This period became intense as business performance 
showed impressive results (profits) and many players (investors) became 
more interested in reaping part of the potential profits. In this phase, 
organisations had to make a thorough analysis of the environment and 
competition. The resource allocation process required managers to be more 
dynamic as managers had to make quick decisions to take the opportunities 
available at that time. In other words, managers had to make fast changes 
in financial, human and other resources of the organisation to cope with the 
changing needs of the organisation.  

 
Phase 3 also showed the emphasis for managerial planning with concerns 
to the external environment, and the need to react in anticipation of the 
impending changes in the business environment. Managers also had to 
behave or think more strategically at this phase in order to remain 
competitive. This phase is also known as the strategic planning era in the 
early 1970s in the United States and Europe. In Malaysia, it became an 
important phenomenon in the late 1980s and early 1990s. Many public 
listed organisations and state-owned corporations in Malaysia became 
interested in this concept in the mid-1990s. 
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(d) Phase 4 
Phase 4 is known as the strategic management era. In the United States and 
Europe, this phase gained prominence in the late 1980s. In this phase, the 
environmental change was more rapid and the level of turbulence was 
greater with more uncertainties in the future. Organisations realised that in 
order to remain competitive and sustain their competitive edge, there was a 
need to develop specialised strategic plans relevant to the particular 
organisation. There was also the need to use the best of all the available 
resources the organisations had to have a competitive advantage over 
others in the industry. Consequently, organisations needed to develop 
flexible organisational processes and systems that could cope with the 
uncertain business environment. Organisations also had to be more creative 
and develop supportive cultures and values that can ensure organisational 
success and superior performance. As such, the focus in management 
planning had changed from the strategic perspective to that of creating the 
future. This is the major challenge for managers today as the mode of 
achieving superior organisational performance becomes more demanding 
and complex. As such, the role of creativity, innovation, research and 
development has increasingly become important in today's business 
environment. 
 
The evolvement in strategic management has prompted the business policy 
course to evolve from phase 1 to phase 4 which is more complex and 
dynamic, and gradually to the present day strategic management course. 
 
To summarise, the business policy course was concerned with integrating all 
the functional areas of business and providing experience in solving real-life 
problems which have a multifunctional impact on the organisation. Strategic 
management, however, is concerned with all that was discussed in the 
business policy course but also incorporates the external factors that have a 
major impact on the organisation, and consequently determines the long-term 
direction of the organisation by formulating plans, implementing the plans 
and making evaluation and control of the plans that were set for the 
organisation. Furthermore, the strategic management area involves strategic 
issues, which have a long-term impact on the organisation. 

  
CHANGING BUSINESS ENVIRONMENT 

The Industrial Renaissance of the 1980s had affected the management of business 
and non-business organisations in several ways. As mentioned in subtopic 1.1.1, 
the information technology revolution, increasing concerns for social 
responsibility, ethics and the environment, the change in expectations of society 
towards organisational performance and the changing micro-management 

1.2 
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expectations of the stakeholders like corporate governance, transparency and 
social equity in organisational management had affected the management of 
business and non-business organisations. 
 

 
 

 
 
One of the most revolutionary changes in the business environment is the 
development of technology. This has led to many changes in the business 
environment and has an impact on the social, economic and political situations in 
the world environment. One technological factor that has created much impact is 
the rapid development of the information, communication and technology (ICT) 
sectors. The research and development activities in the computer industry have 
led to the wide demand and application of computer software and information 
systems in organisations. In business, this has led to the development of e-
business or e-commerce today. The widespread use of the Internet in businesses 
is an alternative to the traditional face-to-face business deals.  
 
E-businesses are conducted among businesses, known as business-to-business (or 
B2B), and among business to consumers, known as business-to-consumers (B2C). 
The Internet has also led to the increasing demand for direct business dealings 
instead of going through business intermediaries. Direct marketing and 
multilevel marketing are found to have a buoyant growth with the Internet. The 
telecommunication industry has also experienced changes with the Internet as 
wireless communication (like mobile phones) becomes more prevalent today. 
The education industry has also introduced changes with the distance learning 
mode becoming more sophisticated today than in the early periods. Thus, the 
education industry faces impending changes with more usage and application of 
the technological mode of learning. Furthermore, getting an education through 
the Internet has become more common today than it was a decade ago.  
 
 
 

ACTIVITY 1.4 

In terms of IT literacy and use, how is your life different from that of 
your parents or grandparents? 

 

SELF-CHECK 1.2 

Why does business environment change?
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The proliferation of information in the Internet has also led to the demands for 
new businesses in the present era like e-retailing, e-education, computer security 
and Web development and applications. In Malaysia, we can see the many 
computer services businesses created in the last five years with the advent of the 
Internet and ICT. The services industry has gained more importance today and 
the ways businesses are conducted today are changing fast. 
 
The issue of environmentalism, ethics and social responsibility is an increasing 
concern for businesses today. This is due to the changing expectations of society 
towards business. Business decisions have an impact on society. Social issues 
arise out of the operations of the business entity, and therefore the society 
demands that business entities be held responsible for the consequences of their 
business operations. For example: 

(a)  In Malaysia, the government is concerned about palm oil millers polluting 
the environment with the palm oil sludge and air pollution. 

 
(b) In recent months, landslides had led the local authorities in Malaysia to 

review development on hilly areas. Environmental Impact Assessment 
(EIA) reports are made compulsory to all developers before constructing 
new development projects.  

 
(c) The Federation of Malaysian Consumers Association (FOMCA) has voiced 

its concerns on consumerism. This has increased the Malaysian 
governmentÊs effort in the surveillance and monitoring of piracy, control of 
price for essential items, provision of more non-smoking zones and others. 

 
Social issues affect business organisations and there is a need to manage within 
the parameters of the constraints and opportunities brought about by these issues 
more effectively and efficiently. Employing a certain number of Bumiputras in an 
organisation or allocating a certain proportion of capital equity is not only an 
affirmative action policy of the government but also a social responsibility in 
redressing social inequalities among ethnic groups in Malaysia. The social 
responsibility issue in Malaysia also focuses on employees' safety like the NIOSH 
(National Institute of Occupational Safety and Health) by-laws. There are many 
organisations in Malaysia like Petronas, Malaysia Airlines and Malayan Banking 
Berhad which contribute to social causes by making monetary and non-monetary 
contributions to social and non-governmental institutions and socially related 
activities. Social concerns have led organisations to review their positions and 
values and make appropriate adjustments consistent with the external 
stakeholders' expectations and needs.  
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Another important development is the issue of ethics in business and non-business 
organisations. Ethics refers to the concerns for right and wrong conduct of an action 
or behaviour. What was once considered wrong or inappropriate has become fuzzy 
today as managers are pressured to meet organisational goals. Businesses are 
soliciting for more creative ways to do business with some even resorting to 
unethical behaviour. Thus, organisations are required to develop a code of ethics 
and also training and education on ethics in organisations and business. As such, the 
strategic management of these organisations poses an interesting challenge to their 
managers and stakeholders. The main dilemma of strategic management is how to 
manage organisations efficiently and effectively in a profitable manner and at the 
same time ensure that the ethical values are not compromised. 
 
With the impending globalisation trends and liberalisation of trade and service, 
meeting international standards and expectations is an important yardstick for 
many organisations today. This means that the issues of transparency and 
corporate governance have become more critical today than ever before. For 
example, in Malaysia, the MICG (Malaysian Institute of Corporate Governance) 
was created to promote corporate governance in the country. Institutions like the 
KLSE and Securities Commission were set up to regulate and develop the capital 
market in Malaysia. They are entrusted to protect investors. One of their roles is 
to require public corporations to be more transparent. They report corporate 
governance activities and performance to the public. This is also consistent with 
the issue of ethics in the top management of an organisation. Even today, the 
Malaysian government advocates the concern for higher level of corporate ethics 
in the business and non-business sectors. These issues are of concern at the local 
and international levels, as they have an impact on the perception of foreign 
investors towards a particular country or business practice. The greater the 
transparency and higher level of corporate governance standards, the lower the 
risks perceived by investors, and the more attractive it is to invest in such types 
of business.  

  
BENEFITS AND PITFALLS OF STRATEGIC 
MANAGEMENT 

The development of strategic management has attracted the attention of 
practising top managers in large and small corporations. In the United States and 
Europe, the adoption of strategic management in organisational practices is 
widespread. In Asia, particularly in Malaysia, strategic management is practised 
in a number of large corporations. These organisations have found strategic 
management beneficial. Table 1.1 illustrates the benefits of strategic management. 
 

 
 

1.3 
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Table 1.1: Benefits of Strategic Management 

 
 
Although there are many potential benefits of strategic management, there are 
also pitfalls or problems in strategic management. Some of the pitfalls or 
problems in adopting strategic management are shown in Table 1.2. 
 

Table 1.2: Pitfalls of Strategic Management 

 
 


