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- ABSTRACT

South Africa’s re-integration into the global trading economy and its participation in various
trade agreements has resulted in an increase in the number of import and export transactions
processed by the South African Revenue Services Customs Division. Importers and Exporters
are expanding into new markets and regions, which require them to adhere to the legislative

administrative requirements, enforced at the various designated Customs branch offices.

To achieve Customs compliance, it is necessary that importers and exporters make the correct
declaration to the SARS and make available the appropriate documentary information to
support import and export transactions. Also, increasing pressure from other government
authority and government agencies makes it a prerequisite that any goods cleared for either
import and export is properly declared taking cognisance of all Acts enforced by the SARS

Customs Division.

This research dissertation is aimed at identifying the key factors that impact the SARS
Accreditation Scheme / Program to both legitimate and illegitimate traders, it evaluates the
benefits of the Accreditation program and determines what actions that are required by the

SARS and traders to improve the levels of client service and Customs enforcement by the

SARS Customs Division.

Based on the analysis, the discrepancy between the current service expectation of the SARS
Accreditation Scheme and service delivery by the SARS Customs Division urgently needs to

be reviewed in light of Customs enforcement and Customs trade facilitation practices.
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CHAPTER 1

INTRODUCTION AND OBJECTIVES OF THE STUDY

1.1 INTRODUCTION

South Africa comes from a past where several factors came together to create a
compliance culture that is less than it should be. These factors include (SARS,

2002:1):

* The economic marginalization and consequent lack of knowledge about tax of
a large segment of the population.

= The mindset and practices that took hold when circumventing the imposition
of international sanctions.

= The historically limited capacity of the tax and Customs administrations to
challenge tax evasion and highly arguable, or even fanciful, tax planning

structures and techniques.

South African companies wishing to export their products have been isolated and
often overlooked by the rest of the world for a long time, however, all of this has
changed in recent years (DNA, 2002:1). An increase in the pace of globalisation and
the integration of world markets have brought about an increase in the volume of
goods imported and exported by South African business community. The
globalisation process has resulted in South African companies expanding into new
markets and regions thereby taking advantage of comparative advantages, economies
of scale and preferential trade agreements for the purposes of sourcing cheap imports
and finding new export opportunities. There are opportunities for local producers who
are willing to meet the international demands for service excellence, timeous
deliveries and delivering high quality products. To embrace this trade opportunity,
local traders (importers and exporters) are required to follow internationally accepted

best practices, international Jaws and approved customs processes and policies.

In an attempt to assist the South African business community to optimise on global

trade opportunities and to improve the country’s compliance culture and reducing the
1



tax gap in South Africa, the South African Revenue Service (“SARS”) engaged in

transformational initiatives.
1.2 BACKGROUND OF THE STUDY

The SARS is determined to clean up the “Customs Industry” of all misconduct and
fraudulent activities that are associated with it. Over the past few years, the SARS has
been taking necessary steps to achieve this goal. It is unfortunately still a case
whereby SARS’ efforts are still being conducted in an isolated way with each
stakeholder only concentrating on their portion of the Customs industry. The SARS
recognises though that some clients within the Customs and Excise fraternity are

determined to maintain and improve their compliance with the SARS. (SARS,

2001:1).

During February 2000, the SARS introduced its transformation programme “Siyakha”
(we are building). This initiative provided the Customs Division with the opportunity
to evaluate all processes, identify the processes that are crucial to SARS as well as the

industry and to consider the development of an Accredited Client Scheme (“ACS”).

In order to establish the ACS it meant that various aspects in Customs and Excise had

to be evaluated with a view to changes, namely:

¢ The structures, which includes teaming;
e The development of new procedures;
e The development of its technology capabilities; and

e The amendment of the Customs Act and Rules.

The main objective of the ACS is to fundamentally change the relationship between
Accredited Clients and the SARS. This means that it will be expected of the
Accredited Client to implement and maintain efficient and effective procedures /
processes to achieve full compliance with the Customs and Excise Law and
procedures. Furthermore, it also places the responsibility on the SARS: Customs and

Excise to implement and maintain efficient and effective procedures / processes to



facilitate legitimate trade. A crucial part of this programme is the accreditation model.
The accreditation model is benchmarked on an initiative developed by the Australian
Customs Authority as well as on existing models practiced in Canada, Sweden and the
USA. In South Africa for the implementation of the Accreditation Scheme, a new sub-
section 64 E was introduced in the Customs and Excise Act No. 91 of 1964 (“the
Act”) to allow the Commissioner to confer accredited client status on certain client
types and provision was also made for the Commissioner to enter into an agreement

with accredited clients.

Accreditation allows SARS to recognize certain client types as “trusted clients”. For

the purposes of this research, the client types are defined as:

= [mporters;

= Exporters;

= Removers in Bond;

»  Warehouse Operators; and

* (learing & Forwarding Agents.

These are clients who must declare to the SARS that they are legitimate traders and
have processes in place to provide high level of compliance with the current SARS

legislation, policies, rules and procedures.

The enabling legislation for accreditation allows the Commissioner to grant accredited

status to those clients who are registered under the Act and whom meet the defined

criteria stated below:

e Appropriate record of compliance:
Clients must be able to prove an appropriate record of compliance with
Customs and Excise legislation and procedures for a period of five years

immediately preceding the application or such lesser period as the

Commissioner may allow;



e Computer system and operational procedures and processes:
Able to prove that their computer systems and internal procedures and

processes will ensure compliance with Customs laws and procedures;

o Sufficient knowledge:
Person(s) who will administer the accredited client requirements has sufficient
knowledge of Customs laws and procedures to implement and maintain an

efficient and effective accredited client compliance system;

¢ Financial resources:

The business must have sufficient financial resources;

e Agreement:

Clients must sign an agreement with the Commissioner; and

e Inspection:
The Commissioner may conduct an investigation or audit some or all of the

above for verification.

In terms of accreditation legislation, the Commissioner of the SARS and an accredited
client can enter into an agreement. This agreement binds the accredited client to
adhere to the compliance aspects of Customs and Excise Laws and to consult with the
SARS on the implementation of appropriate systems when undertaking customs

transactions.

Accredited Clients are enterprises that have assessed their history of compliance and
are capable of maintaining high quality internal operational processes and computer
systems in order to comply with the Customs and Excise laws and procedures. In
return this scheme allows the Commissioner through a process of mutual consultation
and participation to publish the benefits of being an accredited client. This does not
mean that all benefits will materialise with immediate effect to accredited clients but a
scheme that is expected to be nurtured to satisfy all the needs of the SARS and the
Accredited Client. This process is diagrammatically depicted in Figure 1.1.



Figure: 1.1 — Accreditation Process
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SARS will, in consultation with accredited clients, offer:

e Simplified procedures — e.g. electronic clearances, paperless environment (no
supporting documents);

e Constantly improve Customs processes — this will be on a basis of
consultation; and

e Less human intervention in transactions — border passage, removal of goods in

bond.

The intended benefits of the ACS is to promote mutual benefits for both parties by
encouraging and promoting legitimate trade facilitation amongst accredited clients

and to eradicate misconduct and fraudulent activities in the industry.

In particular the research focuses on the factors, which promote and maintain
accreditation as recent amendments to legislation detailing accreditation have created
some disturbing responses from many client types. Some believe that this is merely a
“paper exercise”; whilst a number of others believe that accreditation applies to
Clearing & Forwarding agents only. The latter seems to stem from being incorrectly
advised. The customs accreditation process has caused a degree of confusion among

importers and exporters. One of the main objectives of the accreditation process 1s to

5



simplify and thus speed up the processing of documentation for regular imports and
exports by Customs. This is being achieved by switching from the traditional paper-
based entry system where Customs had to have sight of each and every document

pertaining to a consignment, to a paperless (electronic) system.

In terms of electronic processing, Customs will not necessarily wish to see documents
for any particular consignment, but will accept that the accredited agent who
submitted the entry to them has done so correctly and truthfully in terms of the
documents. This trust is backed by a wide-ranging agreement between Customs and
the accredited agent. This agreement goes far beyond the traditional relationship
between agents and Customs and is backed by substantial guarantees and legal
remedies. The major benefit to clients has been the reduction in turn-around times in

obtaining Customs releases and thus noticeably shortened transit times for cargo.

Hand in hand with the accreditation process is a general tightening up of Customs
regulations and requirements. One of the changes is that goods that are removed in
bond (i.e. transported within South Africa without duty having been paid), will only
be allowed to move on vehicles specifically approved by Customs for the purpose and
will have to move against specific Customs approved manifests. The transporter of
the goods has to be registered as an approved “remover in bond”. In practical terms,
if an importer sells goods in his bond store to a rebate manufacturer, physical
transport of the goods between the seller and buyer will have to be by an approved

carrier using an approved vehicle.

This proposal has therefore been compiled to provide some clarity on the important
implications for policing accreditation in an endeavour to assist both the SARS and

the SARS client types to achieve an accredited client status with the SARS.

1.3 PROBLEM STATEMENT

The SARS Accreditation program is benchmarked from global best practices which
require designated client types to adhere to Customs policies and procedures in order
to qualify for the benefits of improved trade facilitation measures. The question is, do

these companies have the necessary technical support and technological systems that

6



are required for the attainment of the accredited status and can they perform their
duties and obligations as required by the enabling customs legislation, regulations and

rules.

Accordingly certain critical issues that give rise to pertinent questions are listed

below:

e [t is critically important that those who are applying for accreditation not to
view this as a “paper exercise” as the ramifications of non-compliance are
onerous. Therefore, are business executives adequately informed or
knowledgeable about accreditation? |

e What attitudes and perceptions do business executives display towards the
effect and impact of accreditation on their businesses?

e Are business executives adequately assessing their history of Customs
compliance with SARS together with other qualifying criteria?

e Are business executives prepared to voluntarily declare any possible non-
compliant or outstanding issues with the SARS?

e What strategies are business executives implementing to facilitate the

requirements of accreditation?

In order to address these aforementioned issues, it is important to assess and
understand the environment in which the SARS and its accredited clients operate.
Thus a strategic analysis will be conducted in order to understand, assess, critically
evaluate and to finally implement an appropriate quality assurance program for the
SARS accreditation program, which will result in improved trade facilitation

measures for both SARS and its client types.

The problem statement therefore is:

What is the effectiveness of the South African Revenue Services Accreditation Scheme

/ Program on improving the rate of compliance and promoting trade Jacilitation?



1.4 THE IMPORTANCE OF THIS RESEARCH

The importance of this study is to critically analyse whether the current SARS
legislation, policies, rules and procedures enacting accreditation can in fact help the
SARS and its clients achieve SARS intended objectives on increasing voluntary
compliance and simultaneously facilitating legitimate trade. This research aims to fill
the gap in the literature by examining the proposition from both the client type

perspective and from a SARS perspective.

e FROM A CLIENT TYPE PERSPECTIVE

SARS Clients want a higher level of customs service as:

- They want to improve their just-in-time operations management;

- They want to improve their service deliveries to their customers;

- They want improved predictability on Customs clearance
turnaround times;

- They also want a level playing field in terms of duty liability and
the effect it has on cost of imported goods as illegitimate traders

with a duty evasion objective certainly distorts the level playing
field.

* FROM THE SARS PERSPECTIVE

Eradicating illegitimate trade whilst simultaneously facilitating legitimate
trade compliments the business perspective thus legitimate traders should
therefore get accredited and enjoy the benefits of being a SARS trusted client.
This will assist the SARS to:

- Stamp out misconduct and fraudulent activities;
- Obtain and maintain a high level of compliance;

- Promote legitimate trade facilitation.



1.5

IMPORTANCE OF THE STUDY

The objectives and importance of this research proposal is:

1.6

To provide an understanding of the challenges facing the SARS in
implementing accreditation.

To support the SARS plans to demonstrate the usefulness of accreditation as
practiced in Sweden, Australia, Canada and the United States.

To understand the accreditation process in each of the aforementioned
countries and adopt the best practices

To develop strategic advantages for SARS in its accreditation implementation.
Make recommendations that would ensure that the SARS successfully
implements the Accreditation process.

To identify the risk management skills necessary to sustain the benefits of

Accreditation to legitimate traders.

ETHICAL CONSIDERATIONS

Information has been drawn from documents that are of a confidential nature to

respective organizations. The researcher has been granted access to such information.

However, based on the confidentiality of the matters at hand it is a requirement of the

respective organizations not to make public the results of the study. Accordingly the

researcher is obliged to grant the confidentiality request.

1.7

DELIMITATIONS

The study is delimited to the KZN area and is also delimited to information obtained

from the Durban Chamber of Commerce & Industry, the Deloitte & Touche client

types and the South African Freight Forwarders Association members.



1.8  ASSUMPTIONS

It is assumed that the population statistics provided by the South African Freight
Forwarders Association is accurate. Further it is assumed that measuring instrument is

valid, that the interviewer is well trained, and that the respondents respond truthfully.

1.9 REPORT STRUCTURE

This chapter presented and introduced the objectives of the study and the importance
thereof was explained. Further an explanation of the research methodology applied 1s
also stated. Chapter two comprises an in-depth analysis of the strategic models that
are required to analyse the SARS and its client types’ environment and perspective on
accreditation. Chapter three, presents the more dominant qualitative approach to the
analysis which had been chosen for this study, as in this type of research one can
identify cause and effect relationships more easily and the research is more structured
and more controlled. Chapter four focuses on an evaluation of the ‘present’ strategy
being adopted by both sectors, alludes towards a gap analysis and concludes by
stating where on the grand strategy matrix both sectors are presently positioned.
Chapter five presents the strategic options available and details the recommendations

and conclusions based on the findings of the study.

1.10 RESEARCH DESIGN AND METHODOLOGY

- PRESENTATION OF CASE STUDY

As the study is of a qualitative, rather than quantitative nature the approach to the
dissertation is one of a case study of the accreditation process in South Africa. The
first section of the dissertation will be the case study itself comprising a strategic
analysis. In conducting the strategic analysis a review will be done of existing
research and studies that have been completed on the accreditation process in South
Africa, which will also give an overview of the industry acceptance of the
accreditation process in South Africa. Emphasis will be placed on critically evaluating
the bench marking process SARS would have adopted to implement the accreditation

process. In addition, internal documents and other strategic planning documents of the
10



sample organizations will be used to evaluate the position of the SARS and the
trading community and also to identify patterns that may assist in determining future

strategies.

The strategic analysis is followed by identification of possible strategic options for the

organization going forward.

- DATA COLLECTION TO IDENTIFY STRATEGIC OPTIONS

The industry analysis developed in chapter three, as well as the internal analysis
completed will be used to identify strategic options. To solidify this, interviews were
conducted with different role players in the industry. They were unstructured
interviews based around the theme of the accreditation process and its impact on the

trading community in South Africa and development for the future.

- DATA ANALYSIS TO IDENTIFY STRATEGIC OPTIONS

“Data analysis consists of examining, categorizing, tabulating or otherwise
recombining the evidence to address the initial propositions of a study” (Yin 1994). A
striking feature of research to build theory from case studies is the frequent overlap of

data analysis with data collection (Eisenhardt, 1989).

In sum, overlapping data analysis with data collection not only gives the researcher a
head start in analysis but, more importantly, allows researchers to take advantage of
flexible data collection. Indeed, a key feature of theory-building case research is the
freedom to make adjustments during the data collection process. In this study,
adjustments included reviewing more data sources and interviewing previously
unknown individuals who were identified during the study as important participants.
The interviews were completed and were used identify common themes and options

for the future. Interpretations of the interviews were used to glean information about:

- Generally held opinions of the accreditation in South Africa,
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- The current position of SARS and trading community with regard to
accreditation,

- The competitive forces within the environment,

- External forces affecting the environment,

- Strategies that other customs administrations have employed in

preparing for the future.

Thereafter strategic options were identified from the information obtained from the

interviews and the strategic analysis.

- EVALUATION OF STRATEGIC OPTIONS

The proposed strategic options were assessed on three criteria: suitability,

acceptability and feasibility.

In assessing the suitability of the options numerous methods were employed: life
cycle analysis, positioning, value chain analysis, business profile and portfolio

analysis. The strategic options were then screened to assess their relative suitability.

The selected strategies were then assessed for acceptability. Acceptability of the
options was determined by examining the expected performance outcomes if the
strategy is implemented. The performance outcomes were based on analysing return
and risk. The feasibility section then evaluated whether or not the organization had the
necessary resources and competencies to deliver a strategy. The analysis included a

resource deployment analysis.
- SELECTION OF STRATEGY / STRATEGIES

From the literature reviewed, given that the accreditation process is in its early stages
in South Africa and that the trading community is still reacting to this, in this instance
it is likely that the selection of short-term strategies by the SARS will be as a result of
enforced choice. It is also anticipated that, through the analysis of extent of the SARS
external environment, opportunities and internal resources that sustainable strategies

will be developed. In order to select the strategies, interviews were conducted with
12



key players in the industry. Discussions also took place as to which are the more
desirable ones to implement and it will be decided by the SARS as to how the

strategies will be selected.
- DEVELOPMENT OF RECOMMENDATIONS

The selection of strategies is by no means the end of the process and the most crucial
stage of implementation of the strategies must then follow. Prior to implementation,
an organization must ensure that the appropriate strategy selection was adopted and
developed. An appropriate implementation strategy will, therefore, be developed for

the strategies selected to ensure that successful implementation could then take place.
1.11  CONCLUSION

At the launch of Siyakha, the Minister of Finance, Trevor Manual purposefully stated:
“SARS will concentrate more on risk management, less on administration. lIts
strengthened auditing capacity will enable us to give much better service to traders
and taxpayers and importers and exporters, while at the same time targeting non-

’

compliance.’

“Today’s performance challenges demand outcomes — both financial and non-
financial — that must simultaneously benefit customers, shareholders, employees and
management.” (Smith, 1999:1). This study will “conclude” whether the current SARS
legislation, policies, rules and procedures enacting accreditation can in fact help the
SARS and its clients achieve SARS intended objectives on increasing voluntary

compliance and simultaneously facilitating legitimate trade. Chapter two presents the

theoretical model for the research project.
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CHAPTER 2
OVERVIEW OF THEORY
2.1 INTRODUCTION

This chapter introduces the strategic management process. This process involves a set
of decisions and actions that result in the design and activation of strategies to achieve
the objectives of an organisation. Further this chapter gives a brief overview of the
nature, benefits and the need for strategic management. Generally a company can use
numerous strategy tools to determine from a strategic perspective the direction it
should be pursuing, including the supporting activities necessary to achieve
sustainability of the business. This chapter outlines the various strategic tools that can
be employed, which are presented in a logical and sequential order. Where applicable
a critique of the tool may be given and, in some instances, an adapted model is
developed to satisfy the purposes of this study. In developing the model for this
chapter consideration has been given to aspects, which are particularly relevant to the
industry in question and may not necessarily be used for strategic purposes in other
industries. This chapter also goes on to discuss how strategies are selected and

evaluated on different criteria.

2.2  WHATIS STRATEGY?

The search for a single definition of strategy is multifaceted and consequently this

chapter explores the question “What is Strategy?” from a variety of perspectives.

- Characteristics and Concepts of Strategy
In their book, “Exploring Corporate Strategy”, Gerry Johnson & Kevan Scholes
(1999) approach the question “what is strategy?” by attempting to find characteristics

that distinguish strategic decisions from other decisions taken within the organization.

They identify the characteristics of strategic decisions as being about:
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. affecting the long term direction of the organization.

. achieving an advantage, frequently over the competition.

. the scope of the organization’s activities.

. the matching of an organization to its environment.

. building on an organization’s resources and competences.

. the requirement for major resource changes within an organization.
. having an impact on operational decisions across the organization.
. the values and expectations of the organization.

Above all, Johnson & Scholes (1999) acknowledge that strategic decisions are

complex, involve a high degree of uncertainty and affect the organization as a whole.

Indeed strategy is a combination of all of these, but cannot operate independently of
planning. Mintzberg (1994:12) defined planning as “a formalised procedure to

produce an articulated result, in the form of an integrated system of decisions.”

According to Peter F. Drucker (1997), “Strategic planning does not deal with future
decisions. It deals with the futurity of present decisions. What we have to do today is
to be ready for an uncertain tomorrow”. Strategic planning is defined by Goodstein,
Nolan & Pfeiffer (1997) as "a continuous and systematic process where the guiding
members of an organization make decisions about its future, develop the necessary
procedures and operations to achieve that future, and determine how success is to be

measured."”

To fully understand strategic planning, it is necessary to look at a few key words in

the definition:

» Continuous refers to the view that strategic planning must be an ongoing
process, not merely an event to produce a plan;
e Systematic recognizes that strategic planning must be a structured and

deliberate effort, not something that happens on its own;
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« Process recognizes that one of the benefits of strategic planning is to
undertake thinking strategically about the future and how to get there,
which is much more than production of a document (e.g., a strategic plan);

e Guiding members identifies not only senior corporate and business unit
executives, but also employees. (It also considers stakeholders and
customers who may not make these decisions, but who affect the decisions
being made).

o Procedures and operations to achieve that future means the full spectrum
of actions and activities from aligning the organization behind clear long-
term goals to putting in place organizational and personal incentives,
allocating resources, and developing the workforce to achieve the desired
outcomes; and

o How success is to be measured recognizes that strategic planning must use
appropriate measures to determine whether the organization has achieved

success (Goodstein, Nolan, & Pfeiffer, 1997).

The rest of this chapter is devoted to the discussion and exploration of the different

tools and techniques used in the strategic planning process on an ongoing basis.

2.3 STRATEGY AS PROCESS-CONTENT-CONTEXT

Several definitions and descriptions of the levels of strategy exist, however the focus
is upon what it is, rather than what it does. A number of frameworks are available to
help to understand further the nature of strategy as a managerial process. There are
two of these popular sets of frameworks namely, analysis-choice-implementation and
process-content-context is explored below. However in this study the alternative
model of Bob De Wit & Ron Meyer (1998) is discussed. This is the model of the
dimensions of strategy: process, content and context. The key features of this

framework are illustrated in Figure 2.1.
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Figure: 2.1 — The Dimensions Of Strategy

Process
How?

Planned/Incremental
Procedures/Tools
Influences on Change

Content ' Context
What? Who? Where? When? Why?

Sources of Advantage EnvironmentalIndustry Contexts
Scope/Directions/Methods Organisational Contexts
Logic Global Context

The Dimensions of Strategy

Source: De Wit & Meyer, 1998

2.3.1 STRATEGY PROCESS

The process by which organizations develop strategy - formulating strategies, taking
strategic decisions and ensuring strategic change - is a key dimension of strategic
management (Wit & Meyer, 1998). In most organizations strategy arises out of a mix
of both formal planning and a mix of decisions and actions taken in response to events
and organizational pressures. The strategic process refers to how the actions link
together or interact with each other as the strategy unfolds against what may be a

changing environment (Lynch, 2000:22).

2.3.2 STRATEGY CONTENT

The analysis of strategy content tends to concentrate upon issues of rationality: does
the strategy make sense? Many authors caution against the dangers of an over-
concentration on such issues as in practice this risks losing the creativity on which
success is likely to be built. In essence, their argument reinforces the message that
content and process dimensions of strategy cannot be separated. Indeed, a three-
dimensional view of strategic management also involves consideration of the context
dimension as well. As such the strategic content refers to the main actions of the

proposed strategy (Lynch, 2000:22).
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2.3.3 STRATEGY CONTEXT

If process is the “how”, and content the “what”, the context can be seen to be the
“where, when, who and why” of strategic management. For many organizations, the
growing internationalization of the industries and markets is having a significant
effect upon their strategy: the impact of the global context cannot be understated.
Finally gtrategic context refers to the environment within which the strategy operates

and is developed (Lynch, 2000:22).

24  TOOLS AND TECHNIQUES OF STRATEGIC ANALYSIS

The development of strategy within an organization requires the application of a range
of tools and techniques and by their nature they tend to be analytical. Many of the
techniques are used to assist in the analysis and evaluation of different options while
others can assist in identifying problems in changing the organization, designing new
structures or assisting in resource allocation and control. Indeed, many of the tools
can be used, in slightly different ways, to address many of these different elements.
For example, the technique of SWOT (Strengths, Weaknesses, Opportunities and
Threats) Analysis can be used to assess the external and organizational environments,
evaluate strategic options and identify resource gaps. With an overall understanding
of strategic management it becomes easier to see what tool can be used where and

how.
2.5 ANALYSING THE EXTERNAL ENVIRONMENT

What does the external environment mean? Broadly, the external environment
comprises those factors and trends outside the organisation that might have an

influence upon an organisation and its future.

The complexity of the external environment faced by different organisations is likely
to vary greatly. A global corporation will face many influences, some changing from
country to country, such as consumer legislation, whilst others like technological
changes are intrinsically more international. In contrast, the influences faced by a

local business are likely to more limited in range and variety, such as the number of
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local customers and their buying habits, though perhaps no less critical to the future of

the business (Johnson & Scholes, 1999).

- THE NEED TO MONITOR THE EXTERNAL ENVIRONMENT

Monitoring and evaluating the external environment is an important issue for
organisations because changes in the external environment imply the need to ensure
that strategies can meet new circumstances. Does an organization need to undertake
environmental analysis? The answer to this is in the affirmative. Three further

questions are also worth a moment of reflection:

e Which areas of the environment should be analysed?
¢ How much information is needed and from where can it be sought?
e What techniques can be used to analyse important factors, trends and

events?

- AN OVERALL APPROACH TO ANALYSING THE EXTERNAL
ENVIRONMENT
Despite the limits to objectivity a systematic approach to external environmental
analysis can minimise problems and provide an important contribution to the process
of strategy formulation. The implicit assumption of all environmental analysis is that
in understanding changes in the external environment, the implications for the

strategy of an organisation can be identified and addressed.

The external environment can be considered at three levels:

e The general environment affecting all organisations.
e The competitive environment affecting all organisations in particular

industries or sectors.

* The competitive position of individual organisations within a particular

industry or sector.

At each of these levels a range of tools and frameworks can help to organise the

analysis and point to underlying factors affecting the dynamics and complexity of the
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situation. These tools and frameworks are outlined below, but in applying them one

must remember (Johnson & Scholes, 1999):

e Take a holistic view — be aware of the interactions between individual factors.

e Adapt what you read to the particular circumstances of the organisation or
industry under analysis.

e The most difficult aspect of environment analysis is often that of deciding
exactly which factors are the most important.

e New factors and new priorities will arise as the circumstances change.

2.5.1 ASSESSING THE GENERAL ENVIRONMENT

The wide range of potential influences on an organisation and the ways in which they
interact, make the job of assessing the general environment particularly difficult. In
addition, each organisation will be affected in different ways by changes in the
environment. The factors that will have a significant impact upon one organisation

will have little effect on another.

- PEST ANALYSIS

PEST analysis (a mnemonic for Political, Economic, Social and Technological

factors) is the most frequently used tool to consider the impact of the general

environment. It provides a broad framework for considering a wide range of potential

factors in order to:

e Summarise the most important influences of the general environment upon a
particular organisation.

e Evaluate the potential impact of these influences, both individually and jointly,
upon the organisation, whether positive or negative — the opportunities and threats

to be faced.

Each of the four headings can be broken down further to suggest more detailed
consideration of particular factors and changes that might influence the organisation
both currently and in the future. Whilst varying dependent upon the particular

context, the list of factors and changes may include:

20



e Political factors and changes — the introduction of specific legislation and
regulation such as competition policy, trading standards, financial regulation,
planning policies. Changes in the general political climate both domestically and
internationally.

e Economic factors and changes — patterns and trends in overall economic activity
and world trade; movements in exchange rates, interest rates and taxation both
within particular countries and internationally; fluctuations in capital markets;
broad changes in market demand; industrial trends like increasing industry
concentration and increased mergers and acquisitions activity.

e Social factors and changes — changes in demographic patterns like the increasing
age profile of populations in developing countries; changing social attitudes and
tastes such as the way in which people spend their leisure time; patterns of
spending on education and health; public concern on issues like the environment,
smoking, food safety and HIV/AIDS.

e Technological factors and changes — this includes changes to products, processes
and supply chains. The importance of information and communications
technology with the growth of the Internet is the obvious example, but other
trends and changes also need to be evaluated. Trends in the physical environment
such as climate change may have significant and unexpected consequences and

lead to legislative responses affecting a wide range of industries and activities.

There are many variants to the PEST acronym. Some analysts include the green
‘ENVIRONMENT’ and form the acronym ‘STEEP’, while some add ‘O’ for
‘OTHER’. A catchall category for events not easily classified under other headings,
forming an acronym ‘PESTO’ and others include ‘LEGAL’ and
‘ENVIRONMENTAL’ to form ‘PESTLE’.

The influences identified will often cross between the headings, their position is less
important than fact that they appear somewhere in the analysis. It is also important
that consideration of particular issues goes beyond the superficial to try and identify

the underlying causes of the changes.
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2.5.2 ANALYSING THE COMPETITIVE ENVIRONMENT

Whilst the general environment is important, the more immediate environment that
surrounds most organisations is the competitive environment. In order to understand
how the competitive environment might have an impact upon an organisation it is

useful to first examine the dynamics of the competitive system.

During the 1990s, many public services such as health, welfare and education saw the
introduction of market-type structures and competition in an attempt to reduce costs
and increase efficiency. Similarly, many fashionable trends in business have sought
to improve efficiency through increased competition, such as multiple sourcing of
supplies, recently re-encouraged by the use of e-commerce; internal competition
between business units; the creation of profit and cost centres; and “shadow prices”

for internal transactions.

- AN APPROACH TO COMPETITIVE ANALYSIS

Examining the industry environment in which a firm operates is very important as it
enables a firm to develop strategies to create opportunities in the industry, whilst

protecting itself against the threats of the industry.

As stated in Fahey (1994:17), “the first and most popular use of industry analysis is
to predict the average level of long-term profitability of the competitors in a
particular industry.”  However, there are difficulties with conducting industry
analysis, the primary one being the actual definition of the industry. For example, in
determining the industry for a customs administration, would one just consider
compliance, enforcement or trade facilitation? Such questions need to be answered
prior to commencing an industry analysis. There are numerous options available to
strategists seeking to conduct an industry analysis, some of which are illustrated in

Figure 2.2.
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Figure: 2.2 — Comparison of Theories for Industry Analysis

Five Forces Core Competence | Game Theory Competing on the
Edge

Assumptions Stable industry Firm as a bundle Industry viewed as | Industry in rapid,

structure. of competency. dynamic unpredictable
_oligopoly. change.

Goal Defensible Sustainable Temporary Continuous flow
position advantage advantage of advantages

Performance Industry structure Unique firm Right moves Ability to change
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Strategy Pick an industry, Create a vision, Make the “right” Gain the “edges”
pick a strategic build and exploit competitive and time pace, shape
position, fit the competencies to collaborative semi-coherent
organisation. realise vision. moves. strategic direction.

Success Profits Long-term Short-term wins. Continual revival.

dominance.

Source: D.M. Laxton (2002)

- Competing on the Edge

In his article “The competitive advantage through ‘“new sciences” on strategic

thinking”, Laxton (2002:8) talks about the theory of “competing on the edge, strategy

as structured chaos.” The following excerpt is taken from the article:

“from strategist to synthesizer ... in coffee cup terms — role of hiring the right

runners and patchers, jogging alongside to cheer, and most important,

articulating why everyone is engaged in the frantic task of cup running

characterizes businesses in fast-moving, unpredictable marketing. These 3

leadership roles are key to sustaining performance on the edge.

The

intuition behind the edge of chaos is that change occurs when strategies and

their related are sufficiently rigid so that change can be organized to happen

but not so rigid that it cannot occur.’

’

As is seen from this excerpt, the main thrust behind the theory is that the industry

analysis is an ongoing, dynamic process, where rapid changes are anticipated and

catered for and leadership plays a proactive role.
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- Game Theory

In game theory the “key defining elements of the game are the players, the actions
each can take and when they can take them, what information each has at the time he
acts, and the payoffs each receives given the actions that all the players take.”
Saloner, Shepard & Podolny (2002:407). The parallel drawn in the text is that of the
different firms (players) in an industry, the strategies (actions) that they follow and
when they follow them, what information they have and the results (payoffs) of the

strategies for the firm concerned.

- Core Competence

“The battle to build world-class competencies is invisible to people who aren’t
deliberately looking for it... Building core competencies is more ambitious and
different than integrating vertically.” (Hamel & Prahalad, 1990:83). The relevancy of
core competence theory in industry analysis is that a firm can review an industry to
determine what core competencies it and its competitors have, which a firm can use to
give it a leading edge over competitors. Core competencies “will invariably be
unique to the organisation, invisible to competitors and difficult to imitate even then
their existence is understood by competitor. ...they endure over time and contribute

directly and indirectly to the development of core products, end products and services.”

(Ambrosini, 1998:4 & 5).

According to Hamel and Prahalad (1990:83 & 84) there are three tests which can be
applied to identify core competencies in a firm:
- a core competence provides potential access to a wide variety of
markets;
- a core competence should make a significant contribution to the
perceived customer benefits of the end products;

- a core competence should be difficult for competitors to imitate.

The assumption for this theory focuses more on the individual firm and sees the firm

as a bundle of competency.
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- Porter’s Five Forces

According to Porter, whether an industry produces a commodity or a service, or
whether it is global or domestic in scope, the level of competition in an industry
depends upon the strength of the competitive forces to which it is exposed. These
forces, act individually and together to determine the ultimate profit potential of the
industry and are a result of the structure (the underlying economics) of the industry.
Many of the broad influences identified through PEST analysis have an impact upon
organizations through the way in which they affect the underlying competitive

structure of the industry.

An understanding of the competitive dynamics of an industry requires analysis of the
structural factors influencing each of these five forces of competition (Johnson &

Scholes 1999) and they are explained and diagrammatically illustrated in Figure 2.3:

- The threat of new entrants coming into the industry. The ability of new
competitors to enter the industry will depend upon the existence of barriers
to entry — the higher they are, the less likely it is that new competitors will
pose a threat. These barriers to entry could come from factors such as
large economies of scale, difficulty of access to distribution channels, high
capital investment requirements, strong existing brand names, and scarce

skills or resources.

- The threat of substitute products or services to those produced by the
industry. This threat will be high when customer needs can be met by
alternative products or services to those produced within the industry. The
relative price-performance of substitutes, the extent of switching costs and
the propensity of buyers to use substitutes, will all affect the intensity of

this threat.

- The bargaining power of suppliers affects the costs incurred by the
industry. If it is hard to switch suppliers because there are few of them or

it is expensive to change, or the product supplied is a relatively minor
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market for suppliers, then suppliers’ bargaining strength will be high and

costs will be passed on to the industry.

- The bargaining power of customers or buyers is the mirror image of that
exerted by suppliers to an industry. If there are relatively few buyers or
they can switch easily between suppliers, then the bargaining position of
the industry will be weakened, with pressures to reduce prices or increase

the quality of products provided.

- The intensity of rivalry between existing competitors within the industry is
determined by the number and size of competitors, the rate of growth of
the industry, the risks of creating over-capacity, the similarity of products

and services, and the ease with which competitors can leave the industry.

Figure: 2.3 — Porter’s Five Forces

Froem: G Johnson and K Scholes. Exploving Corodata Strategy. 4th ad@ion

Source: Adapted from M.E Porter, Competitive Strategy, Free Press and Johnson & Scholes (1999)

Finally, the actions of the competitors themselves can also change the analysis — the
companies within an industry are an active part of the system not mere spectators, in
changing their strategies the underlying economics of the forces themselves are
changed (Johnson & Scholes 1999). For example, a company may undertake the

acquisition of other competitors in order to reduce competition.
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2.5.3 IDENTIFYING COMPETITIVE POSITION

In an analysis of competitors and their relationship to the organization, it is useful to
analyze some immediate and close competitors (Lynch, 2000:136). The Porter’s Five
Forces Framework is a good tool to examine the competitive forces of an industry.
This analysis falls short of showing how differing organizations choose to compete
against each other within the industry. To be suitably equipped to understand how
organizations position themselves against each other, two techniques can be used that

offer insight into this issue and these are (Johnson & Scholes, 1999):
- Strategic Group Analysis

Strategic group analysis can be used to identify the differing ways in
which particular groups of companies compete within an industry. Broad

surveys of competitive forces are useful in strategic analysis.

The key is to identify key differences between the companies within an
industry. Such characteristics might include different approaches to
product diversity, geographic coverage, extent of vertical integration,
distribution channels, branding, use of technology and research and

development spending.

Once the key characteristics have been identified, a strategic group map
can plot the differing approaches taken by organisations within an
industry. This will then highlight the similarities of approach taken by
firms within a particular strategic group and the differences of approach

between strategic groups (Johnson & Scholes 1999).

- Market Segmentation Analysis
It should be noted that generally people’s tastes and needs differ, so not all
products and services are likely to meet their requirements. Therefore it is

important to identify these different requirements through market

segmentation analysis. Companies can change their strategies to suit the
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needs of particular groups of customers, so defining a position within the

market that is more favourable relative to the forces of competition.

Tools like Strategic Group Analysis and Market Segmentation Analysis allow for a
more detailed assessment of the approach taken by an organisation within a particular

industry or market sector (Johnson & Scholes, 1999).

The analysis of the external environment is fundamental within the strategy process. It
is important to understand the environment to enable one to identify the strategic

opportunities and threats that organizations face.

2.6 ANALYSING THE INTERNAL CAPABILITIES OF AN
ORGANISATION

The external environment in which an organization operates has a fundamental impact
upon its performance. A cursory look across the spectrum of activities an
organization is involved in will reveal differences in performance. It is clear that
what organizations do, as well as how well they do it, will have a significant impact

upon their success or failure.

The focus area in strategy in recent years has been upon the capabilities of the
organization to use the resources available to it in order to build success. This has
resulted in a range of frameworks and techniques being developed in order to
understand and analyze the strategic capabilities of organizations. These frameworks

and techniques are explored below.

- THE PURPOSE OF A CAPABILITIES ANALYSIS

Generally organizations have a myriad of strengths and weaknesses, which results in
them having different abilities to deal with the threats and opportunities presented by
the external environment. In an unpredictable world it is imperative to understand

how adequately equipped an organization is to cope with the changes.
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The purpose of an internal analysis is to identify and understand the strategic
capabilities it possesses. Further, to assess how it would deal with the challenges it

faces (Johnson & Scholes, 1999).

A capability analysis is geared towards those factors that will allow an organization to

outpace its competitors. This is achieved by:

Undertaking a resource audit of an organization.

e Using value chain analysis to outline the activities an organization performs

and the ways in which it links them together in order to create competences.

e Understanding the potential sources of cost efficiency and value added that

could underpin and sustain the strategic capabilities of the organization.

e Using relevant frameworks to identify and analyze the core competences and

strategic capabilities of an organization (Johnson & Scholes, 1999).

2.6.1 AUDITING THE RESOURCES OF THE ORGANISATION

The resources available to the organization can be critical to strategic success. If an
organization does not have the quantity of resources necessary, or they are not of
sufficient quality, then it is unlikely that the organization’s strategy will be realized.
The resources of the organization go beyond a simplistic list of the factors of
production, land, labour and capital, to include the skills possessed within the
organization and resources created by previous activities. In auditing the resources of
an organization it is also important to consider not only those resources it owns but

also those to which it has access. In broad terms, resources can be split into four

types (Hall, 2001):

- Physical - the buildings, machinery, facilities and equipment used by the
organization. Any audit of these resources also needs to consider factors

like their age, condition, technological sophistication, capacity and
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location.

- Human - the people involved within the organization. Any audit needs to
extend beyond a headcount to consider factors like education levels, skills

mix, skill levels, age profiles and adaptability.

- Financial — not just available cash, but the ability of the organization to
raise capital, management of working capital (stocks, debtors and

creditors) and external financial standing.

- Intangible — these include patents, brand names and reputation. They are
often more difficult to identify or copy, but as a result potentially more

valuable in creating competitive advantage.

2.6.2 SWOT ANALYSIS

A useful tool that can be used to determine strengths, weaknesses, opportunities and
strengths of an organization, is a SWOT matrix. The SWOT analysis is discussed
more in depth later in this chapter. A firm should not necessarily pursue the more
lucrative opportunities as it may have a better chance at developing a competitive
advantage by identifying a fit between the firm's strengths and upcoming
opportunities. In some cases, the firm can overcome a weakness in order to prepare it

to pursue a compelling opportunity.

- SWOT Analysis Diagram

The diagram in figure 2.4 illustrates how SWOT analysis builds on the results of a
resource-based view analysis of a firm to aid strategic analysis. Key external
opportunities and threats are systemically compared with internal resources and
competencies, that is, strengths and weaknesses, in a structured approach. The

objective is identification of one of the four distinct patterns in the match between a

firm’s internal resources and external situation.
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Figure: 2.4 - SWOT Analysis Diagram
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2.6.3 VALUE CHAIN ANALYSIS

The value chain links the value of the activities of an organization with its main

functional parts (Lynch, 2000:266). It then attempts to make an assessment of the

>

Substantial
internal
strengths

contribution that a part makes to the overall added value of the business.

According to Porter (1985) cited in Lynch (2000:266) value chain analysis is:

L. The added value that each part of the organization contributes to
the whole organization; and

1. The contribution to the competitive advantage of the whole

organization that each of these parts might then make.
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- Analyzing Value Chain Activities

Every organization is a collection of activities that can be split into the primary
activities and support activities. All these activities can be represented generically
though the value chain depicted in Figure 2.5. The particular structure of an
organization’s value chain and the way it performs individual activities are a
reflection of its history, its strategy, its approach to implementing its strategy and the

underlying economics of the activities themselves.

Figure: 2.5 — Value Chain
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Source: M.E Porter, Competitive Advantage, Free Press, 1985.

Value activities can be divided into two broad types (Porter, 1985):

. Primary Activities - The five primary activities are divided into inbound

logistics, operations, outbound logistics, marketing and sales, and service.

. Support Activities - primary activities are supported by purchased inputs,
technology, human resources and various organization-wide functions. The dotted
lines in Figure 2.5 reflect the fact that procurement, technology development and
human resource management can be associated with specific primary activities as
well as support the entire chain. Firm infrastructure in particular supports the entire

chain.
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- IDENTIFYING VALUE CHAIN LINKAGES

A key aspect of organizations is the interdependence or linkages between their various
activities. Whilst value activities can be viewed as the building blocks of core
competences, linkages are vital to the overall building process in two ways (Tampoe,
2000):
. Co-ordination of linked activities such as procurement and assembly
can reduce the need for resource inputs.
. Integration of activities can create the opportunity to lower the total

cost of the linked activities or increases the value added.

Managing the linkages across the value system is therefore a key management task.

Three kinds of linkages can be considered:

- Linkages within the value chain.
- Linkages between the business units of the same organization.

- Linkages between the value chains of different organizations.

2.6.4 IDENTIFYING CORE COMPETENCES AND STRATEGIC
CAPABILITIES

Consequently, the overall strategic capabilities built on unique resources and core
competences are usually difficult to identify. Whilst the analyses outlined above can
dissect the resources and activities of the organization, offering great insight into how
it goes about its business, there is still a risk that the central message remains opaque,
obscured by the mass of detail. A further range of frameworks and techniques have

been developed that can help make things more visible.

- CORE COMPETENCE ANALYSIS

Using the metaphor of a tree, Prahalad & Hamel (1994) have argued that core

competences, core products and end products are linked:
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¢ Core competences are the collective learning of the organization, acting as the
root system to nourish and sustain and provide stability.

e Core products are the physical embodiments of one or more competences,
acting like a tree trunk, the link between core competences and end products.
These core products can be exploited by the business units, which are the
smaller branches of the tree.

e End products are like leaves because there are many of them and they are the

most visible aspects of the corporation, being sold through the business units.

Prahalad & Hamel (1994: 225) went on to argue that as individual business units both
use and contribute to core competences they need to be brought more closely together
than in the linkages approach. Core competences extend across organizational
boundaries, involving many people and functions, so the traditional strategic business
unit structure tends to hinder their development. Individual business units tend to
focus too narrowly on innovation opportunities close at hand. They may also be
unwilling to allow other business units to exploit competences they have developed,
particularly if this might mean transferring key staff. Hence the need for the
corporate centre to directly manage core competences, taking decisions to benefit the

corporation as a whole.

As with the other approaches, the understanding of how synergy is created and
managed will have implications for the scope of the corporation, as well as the
methods and directions of development. Whilst the range of end products can be
extensive, the number of core products, and the core competences on which they are
based, is likely to be limited, with strong relationships between them. The
consideration of internal developments, potential acquisitions or strategic alliances is
likely to focus upon opportunities to acquire new core competences, or enhance or

exploit the existing core competences of the corporation.

In his article, Mahen Tampoe (2000) suggests that this breakdown can be achieved

using the following steps:
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o Analyze the revenue stream to identify products and services that make a
significant contribution to the organization’s success.
e Taking each product and service:

- Disassemble them to identify core products and services, and then
disassemble these to identify the basic technologies, people skills,
processes and strategic assets used.

- Dissect services to identify core processes or unique talents that confer
unique value to the service.

- Relate products or services to the technical, administrative or
institutional sub-systems of the organization.

- Analyze the sub-systems to find basic technologies, people skills,
processes and strategic assets that combine to create the market

strength of the core products or services. This is a core competence.

e Test core competences by asking:
- Do they provide potential access to a wide variety of markets?
- Do they make a significant contribution to the perceived customer
benefits of the end products and services?

- Are they difficult for competitors to imitate?

2.6.5 CONCEPTS AND METHODOLOGIES OF BEST PRACTICES

One approach to the task of assessing the comparative performance of parts of an
organization is benchmarking or best practices. This entails a comparison of practice
with other organizations in order to identify areas for improvement. For this study an
evaluation of an organization’s application of best practices will be explored and

accordingly an in-depth analysis of best practices is presented.

Best Practice methodologies are being used in different environments and in different
types of settings by highly different organizations for significantly different purposes
(Ejesia, 2001:1). On the one end, for example, one may see that Best Practices on
production and logistics are being exchanged among suppliers of assembly parts for
the aviation industries, in order to benefit from each other and to provide the main

customers in the aviation market with optimal logistic services. On the other hand one

35



may see that historical archives write down what they experience as Best Practices on
storing digital records for long periods, to help each other to attack a new and

challenging problem.

The meaning of Best Practices in all these cases may be quite different and so is the
‘contents’ of the Best Practice. What all definitions have however in common is their
emphasis on “practice" in contrast to "theory". Furthermore in many cases the practice
may not be the "Best": In many cases "Best" means "working" or "proven".
Sometimes a "Best Practice" may be the only known way of doing something,
although we do not know (theoretically) why. If there is only one way of doing
something it automatically is the "Best" (Ejeisa, 2001:1).

In practical businesses striving for the best may be considered an important objective,

but for many aspects of a business the saying "good is good enough" applies.
- THE BEST PRACTICE CONCEPT

A search for a precise definition of the concept of best practice usually ends in a
confusion of competing assertions and statements, each one representing a particular
viewpoint resulting from the circumstances and experiences of the author. To
appreciate the concept, or notion, of Best Practice it is necessary to absorb these
different viewpoints and to develop an understanding of what considerations may lead

to improvements in the performance of an organisation (Aesopian, 2001:1).

Understanding Best Practices will involve taking account of the context and
applicability of Best Practices identified, but it can never be complete because new
Practices will appear for new situations and some of these will be deemed proven and
'best’. Inevitably the label 'best’ must always be qualified by the context for
application of Best Practices (Aesopian, 2001: 1).

- BEST PRACTICE DEFINITIONS

The question "What is Best Practice?” is an intriguing one. Definitions from
organisations involved in Best Practice simply prove the difficulty one faces when

seeking concrete expressions to describe the concept:
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e "Quite simply, Best Practices are the best ways to perform a process. They are
the means by which world-class organisations have achieved top performance.
They are also a goal for other organisations" (Accenture, Global Best
Practices);

o "A practice, method or process may be deemed as a best practice when
meeting certain attributes..." (KPMG);

» "Best methods, practices, approaches, solutions and initiatives”" (Best Practices
Clearinghouse);

o "Best Practices are examples of actions which could be recommended for
further applications, whether in a similar or adapted form." (Dubai
International Conference on Best Practices");

o "The way in which an enterprise creates a process which leverages skills and
resources with appropriate procedures and control to command leadership in a
given marketplace". (Gartner Group);

e "A high performance way of achieving business objectives, which solves
problems, creates opportunities, and improves business results". (Benchmark

Communication).

The definitions above, given by different authors and different organisations show
clearly that there is clear that no single and unambiguous definition can be given. To
develop one's understanding of the concept it is necessary to explore the
characteristics, which may be found in those practices, deemed 'best’ and to develop

criteria for selection based on the characteristics of the strongest candidates (Ejeisa,
2001:2).

- THREE CHARACTERISTICS OF BEST PRACTICES

Most literature defines Best Practices in terms of examples, which may include
methods, procedures, skills, crafts, tools and approaches. All have been recognised as
being the best in a specific situation. Clearly this is a more practical than scientific

way to define Best Practices.

So the focus must be on characteristics of Best Practice. Three can be immediately be

distinguished and these are (Ejeisa, 2001:2):
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The first of these is the purpose of a Best Practice. Clearly a Best Practice has
to be aimed at providing the best way to perform the operations and activities
of an organisation to attain the organisational objectives. Although Best
Practices may have the same general purpose there are differences: some are
aimed at business processes and others are aimed at methods and techniques
and skills and crafts.

The second characteristic is the content of a Best Practice in terms of
knowledge. The content of a Best Practice can vary from codified knowledge
to tacit knowledge or a combination of both. For example in a method used for
configuration management the content is mainly codified knowledge, while
the specific way to deal with organisational change as a result of the
introduction of new ICT in an organisation is tacit knowledge (Nonaka &
Takeuchi, 1995).

The last characteristic is the performance achieved by adopting Best Practice.
In order to be 'Best' the practice has to be better then others and therefore the
performance achieved has to be compared. This means that Best Practices
have to be compared (bench-marked) with each other. However, in one
context a certain practice may be the best, while in another context another
practice may apply. This means that performance is often described in terms of
usability of a practice. Identifying Best Practices is then also includes the

ability to estimate the possible further use of a certain practice.

THE PURPOSE OF BEST PRACTICES

The term 'Best Practice' must always be used in an organisational context. Within this
context, Best Practice makes reference to operations and business processes and, less
explicitly, to the necessary skills and crafts, methods or procedures that are used to

perform, execute or carry out them.

Best Practice can been divided into two main categories:

Best Practices which are Business Processes determine the selection of

activities which achieve the operating goals of the organisation.
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o Best Practice Methods, Techniques, Skills and Crafts support that operation by

prescribing how the business processes shall be carried out.

Best Practices aimed at business processes, either core or supportive processes,
usually have the most direct impact on the performance of an organization, however
for core processes they may be quite specific. Methods, techniques and tools
introduced as Best Practices to execute those business processes contribute to that

impact, and may be more broadly applicable (Ejeisa, 2001:3).

Skill and Craft 'capabilities’ are specific to the behaviour of the employees of an
organization, and are related either generally applicable or highly specific for the
organization. But, as with most changes to human behaviour, Best Practices which
require new skills and crafts will be the most difficult to be implemented in an
organization. However this does not mean that Skills and Crafts are less important to

an organization than its Business Processes or methods and tools (Ejeisa, 2001:3).
- THE CONTENT OF BEST PRACTICES

Depending on the purpose of a Best Practice there will be differences in the specific
knowledge contained. These differences relate to the three different kinds of Best

Practices mentioned previously (see Figure 2.6 below).

e Methods and techniques are made up of codified knowledge. Information
about a certain technique for building software modules will be stored in
books, schemes or on-line databases.

o Skills and capabilities on the contrary consist mainly of tacit knowledge. This
knowledge is personal experience and skills, which are possessed by
employees.

» Business process Best Practices can be a combination of both codified and
tacit knowledge. These Best Practices do not only describe methods and
techniques to best perform certain activities, but also skills and crafts needed

for that particular Business Processes (Ejeisa, 2001:4).

As codified knowledge is more easily assimilated and stored, the provision and

adoption of Best Practices built from codified knowledge like methods and techniques
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is more commonplace. Skills and crafts present greater difficulties and are less easily

found and adopted as a Best Practice.

Figure: 2.6 — Knowledge Content Of Best Practices

Eirad of
Best Practices

Methods &
Teckmigques

Business Processes

Skills & Crafis

Tacit Codified
Enoar ke dze Fruoearle dge

Source: Aesopian, 2001
- THE PERFORMANCE OF BEST PRACTICES

If the "Practice” is the paradigm, what about the possibility of considering some of
them as best? The idea that there is a best way of doing something has not always
been present in management theories or for that matter, in much of the actual
organization of human endeavours. Organizations, commercial, non-profit or
governmental, have tended to evolve their own methods for using technology and
handling production and management problems. Many organizations are aware of the
fact that there are better or improved ways of doing things. Too few organizations,
however have embraced the idea that there i1s a best way of doing something - a Best
Practice -, which, in the real world of application, actually gets better results. This is a

concept which leading consultancy firms now regularly promote to their clients.

The implication in the Gartner Group definition of a Best Practice is that, at least in a
commercial setting, those organizations, which adopt Best Practices, are better
positioned to survive and rise to achieve leadership in the marketplace (Gartner,
2001). It should be noted that Best Practices themselves do not remain static and

unchanging.
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- SOME MODELS FOR BEST PRACTICE

The main experiences of best practice application to organisations' processes are
being gathered by consultancy firms, industrial associations, government institutions
and specially established networks or collective initiatives. They are progressively
building up a set of procedures, methods and "practices" on Best Practices application
and use. Although it is not possible or advisable to categorise them in a very rigid
manner, some of them are emerging as models to be followed. To qualify they must
satisfy criteria, which include their coverage, rationality of approach and congruity

with the concept and purpose of the theory (Ejeisa, 2001:5).

There is danger in the adoption of too strict a model or approach with regard to the
best practice theory. The concept of best practice is widely accepted because it is

considered more flexible and adaptable than specific methods or doctrines.

If a model for selecting and applying Best Practices is imposed, through popularity or
importance of its customer base, the acceptance of the concept will be damaged as its
flexibility and adaptability is removed. Therefore, while several models of Best
Practices may be presented to illustrate the variety of approaches, no attempt should

be made to conclude that a particular theory is better than others (Aesopian, 2001:5).

Pragmatic use of the term best practice reflects current trends in managerial goals: a
competitive approach to strategic issues; the need of and, thus, the search for
excellence in company's behaviour; and, above all, an emphasis on pragmatism. This
means that exerted or practiced knowledge, the knowledge hidden under the
successful performance, is to be preferred to theory stemming from scholarship or

consultancy (Ejeisa, 2001:5).

In the Best Practice concept there is convergence of a practical focus to the solution of
managerial problems (practice, exerted competence, "how-to" approach), the need for
excellence (best) in performance and a subjacent need of comparison of one's own

behaviour against others. This need for comparison links the concept of Best Practice
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to that of benchmarking as a continuous and systematic process of comparing one's

own performance indicators with those of the best (Ejeisa, 2001:6).

It seems that there are two almost opposite points of view with regard to the Best
Practices concept or, more precisely, to its use. One supports the use of Best Practices
as a kind of superior knowledge of an almost universal value. Of course it would be
necessary to adapt this knowledge to the specific circumstances of the adapter, but
this does not question the superior quality of the best practice and the fact that it
would be worth of trying it out. The other viewpoint, although recognising the value
of a practice already proved as successful in a particular context, tends to be cautious
over accepting that this practice by itself can be useful for another company, in

another context (Ejeisa, 2001:6).

Both approaches have supporters and practitioners. It is difficult to justify a position
which supports one and excludes the other. The difference is almost of a philosophical
nature. Are there universal truths? Are there solutions / approaches which are valid for
(almost) every problem whatever its context. Or is the opposite true? Does each

situation require a new solution?

277  APPROACHES TO SUSTAINABLE COMPETITIVE ADVANTAGE

Thus far a series of models and frameworks have provided insights into the external
environment and the strategic capabilities possessed by organizations. Many of these
models and frameworks have developed as a consequence of a twenty-year debate

over the way in which organizations seek to develop sustainable competitive

advantage.

In broad terms, two distinct approaches have emerged from the debate about this
central issue within strategy content: the positioning approach and the resource-based

approach. Much of the debate has concentrated upon two key questions:

e s competitive advantage achieved by concentrating on either low cost or

differentiation or should a strategy seek to exploit both low cost and

differentiation?
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e Does an organization develop strategy to respond to or shape the environment in

which it exists — is strategy outside-in or inside-out?

As the primary purpose of the tools of strategic analysis is to help organizations to
develop and implement successful strategies, then an understanding of the underlying
context in which these models and frameworks can be applied is an important
requirement. By exploring the development of these competing approaches to

competitive advantage and the debate between them.

2.7.1 THE POSITIONING APPROACH

Michael Porter outlined the main features of his approach in his text Competitive
Advantage that was first printed in 1985. In this book he brought together a series of
tools and models, some of which he had outlined in his earlier work. Although not
described by Porter in precisely these terms, the analysis-choice-implementation
framework can be used to highlight how the tools and models come together within

the positioning approach is illustrated in Figure 2.7.

Figure 2.7 — The Positioning Approach

Five Forces Framework Strategic Group Analysis Value Chain Analysis
Identify causes of competitive ldentify the strategic Assess the capabilities of the
pressures within the industry characteristics of the industry organisation
and groups within it

Analysis

Generic Strategy
Choose between:
- Low Cost Leader
- Differentiation
-Focus

Choice

Y

Value Chain Configuration
Structure value chain and
value system to achieve
chosen strategy

Implementation

Source: Johnson & Scholes 1999
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The positioning approach commences with an analysis of the external environment
where the five forces framework being used to understand where the competitive
pressures come from within the industry and strategic group analysis being used to
better understand the main strategic characteristics within the industry and identify
particular competitor groups. A value chain analysis can also help the organization to

understand its existing capabilities (Johnson & Scholes, 1999).

In choosing a strategy the organization needs to consider how it can position itself

against the forces of competition within the industry:

e by using its capabilities to provide the best defense against these force(s);

e by influencing the balance of forces so that they favour the organization’s
strategy; or

e by anticipating shifts in forces and reacting to exploit them quicker than the

competition.

Porter (1985) argues that positioning determines whether a firm's profitability is
above or below the industry average. A firm that establishes a favourable position
can earn high rates of return even if general conditions within the industry are
unfavourable and the average profitability of the industry is modest. Positioning
depends upon exploiting the sources of competitive advantage that exist as a result of
the underlying economic structure of the industry. Competitive advantage can be
divided into two types - low cost or differentiation. A further dimension to be
considered is the scope of activities over which advantage is to be sought - many
segments of the industry or just one or two. Porter (1985) argues that this requires
organizations to make a choice between the generic strategies outlined in the diagram

below.
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Figure: 2.8 — Generic Strategies
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Source: Adapted from M E Porter, Competitive Advantage, Free Press, 1985

Finally, the company needs to consider how to implement the chosen strategy. Porter
(1985) argues that the activities that the organization undertakes and the ways in
which they are linked, as highlighted by the value chain and value system, can all

contribute to the strategy if they exploit the sources of cost efficiency or value added

available as can be seen in Figure 2.9.

Figure: 2.9 — Generic Strategies and Value Chain Activities and Linkages
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Operations - quality assurance

Cost Drivers
Economies of scale
Economies of scope
Experience curve
Supply costs

Differentiation Drivers
Service quality and levels
Product features

Delivery times

Image

Source: Adapted from M E Porter, 1985 and Johnson & Scholes, 1999

By reconfiguring its value chain and wider value system, a company can concentrate
upon the critical activities and linkages that exploit cost drivers or differentiation
drivers based upon the sources of advantage. The critical point to recognize here is
that there needs to be consistency between all these critical activities and linkages in
order to deliver a clear generic strategy. Further, provided that these drivers can resist

erosion by the actions of competitors then the chosen strategy is likely to deliver

sustainable competitive advantage (Johnson & Scholes, 1999).
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Whilst other tools like PEST analysis and market segmentation analysis have not been
mentioned as part of the positioning approach, they can also be usefully employed in

assessing the conditions of the external environment and potential customer
requirements.
2.7.2 A RESOURCE BASED APPROACH

Robert Grant (1997) developed a resource-based framework that can be used for

strategy formulation. The outline of this approach is illustrated in Figure 2.10.

Figure: 2.10 — Grant’s Resource-based Framework
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to each capability, and the complexity
of each capability.

1 Identify and classify the firm’s

resources. Appraise strengths and

weaknesses relative to competitors. » L Resources ' «

Identify opportunities for better
utilisation of resources.

Source: Grant, 1997

Taking each of the stages in turn, the range of tools and models that can be utilized

are explored below:

- Analyse the Firm’s Resources;
- Analyse the Firm’s Capabilities; and

- Appraise the Sources of Competitive Advantage.

The final stage of Grant’s (1997) framework is to identify ways In which the
organization can build on existing resources and capabilities in order to create future

advantage. This means developing strategies that address resource gaps by enhancing
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current resources and capabilities, or acquiring new ones. As sustaining competitive
advantage is critical, firms need to continually search for new ways in which to
upgrade their resources and capabilities - finding new sources of cost efficiency or
ways to add value. This can mean replacing existing sources of advantage even

whilst the firm maintains an advantage over its competitors.

2.7.3 APPLICATION OF BOTH MODELS

Two approaches were explored to the search for sustainable competitive advantage,
outlining the elements in each approach and the tools and models that can be used at

each stage.

The positioning approach stresses the need for an organization to make a clear choice
about its strategy, based on sources of low cost and differentiation advantage, so that
it addresses the challenges it faces from the external environment. The resource-
based approaches stress the need to build and use the resources and capabilities of the
organization so that it can exploit sources of low cost and differentiation advantage in
a unique manner. Over the past twenty years a debate has raged over which of these
approaches best meets the needs of organizations as they seek to develop successful

strategies. The two central questions in this debate have been:

* Are low cost and differentiation mutually exclusive?
Whilst the early debate concentrated upon whether these sources of advantage
could be combined, the stress today is upon achieving a unique combination of
low cost and differentiation advantage that makes the organization distinct

from its competitors either in what it does or how it does it.

» Is the search for competitive advantage outside-in or inside-out?
The positioning approach is often described as outside-in, whilst the resource-
based approaches are seen as inside-out. However, this is less about
describing the stages of a strategy process and more about the underlying logic

of the strategy content — should the strategy be market-driven or capabilities-

driven.

47



Most within the argument now accept that both are important — distinct positioning
within the market compared to competitors and the development of capabilities to
meet ever-changing market needs are both pre-requisites for sustainable competitive

advantage.

2.8 METHODS AND DIRECTIONS OF CORPORATE STRATEGY
DEVELOPMENT

Corporate strategy focuses on the strategic decisions involved in trying to manage this
complexity. As well as decisions on how to compete in each area, the organization
needs to decide in which directions to develop, what methods of development to use,
how far to extend the scope of the business and how to create and manage synergies

to achieve value as a corporate whole.

- DIRECTIONS OF DEVELOPMENT

The best-known framework for describing alternative directions of development was
developed by Igor Ansoff in the 1960s and is still well used today. The framework
explores the varying directions that are the result of developing combinations of
existing and new products and markets. Figure 2.11 outlines Ansoff’s framework,

with each of the directions that may be adopted.

Figure: 2.11 — Ansoff’s Directions of Development Framework

Existing New
Develop Current Position Product Development
Withdrawal Product Range Extension
Existing | Consolidation New Product Range

Market Penetration

Market Development Diversification
Market Extension Related

New New Uses - Vertical Integration
Geographic Expansion (Backward/Forward)

- Horizontal Integration

Unrelated or Conglomerate

Source: Ansoff, Corporate Strategy, 1987:110
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Opportunities for an organization to develop frequently come from existing markets
served by existing products/services.  Consolidation involves the organization
protecting and strengthening its current position, whilst market penetration implies an
attempt to increase market share. Whilst not strictly about existing products and
markets, withdrawal implies a further option for the organization - exiting from

existing activities.

- COMBINING DIRECTIONS AND METHODS

Three broad methods of development can be identified:
 Internal development — where the organization seeks to develop using its own
resources and capabilities.
» Mergers and acquisitions — where the organization seeks to develop by buying
another organization or two organizations combine their assets and activities.
» Strategic alliances — where organizations seek to develop using a range of

approaches based on co-operation with other organizations.

Some of the many combinations of direction and method of corporate development
are illustrated in Figure 2.12. Reflecting the fact that corporate development can
involve changing the scope of an organization by getting out of some activities, as
well as growing others, withdrawal is identified as a separate direction of

development. Each of these methods is explored in greater detail below.

Figure: 2.12 — Combining the Methods and Directions of Corporate Development
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Source: Johnson & Scholes, 1999
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- INCORPORATING CAPABILITIES

In outlining Ansoff’s directions of development framework above, mention was made
that an understanding of capabilitics was changing the traditional view of the
importance of products and markets. Organizations increasingly see themselves in
terms of business processes that can help to create value or competitive advantage,

implying an additional dimension to the framework (Johnson & Scholes, 1999).

The original Ansoff Matrix sees development directions very much in terms of
discrete boxes. However, it is often useful to see them as directional vectors, moving
increasingly away from the known (consolidation) to the unknown (unrelated
diversification), combining elements of movement in both products and markets.
Withdrawal can also be seen as a move in the opposite direction. This can simplify

the original matrix into a single dimension (Johnson & Scholes, 1999):

*  Moving from withdrawal;

» Through existing developments (consolidation and market penetration);

* To related developments (product and market development to related
diversification); and

* Unrelated developments (conglomerate diversification).

It now becomes easier to see developments in business processes along the same
scale. As outlined above, the directions of development can be combined with a
variety of methods, creating a wide range of development options (Johnson &
Scholes, 1999). The framework in Figure 2.13 outlines the range of developments in

terms of direction and method.
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Figure: 2.13 — A Revised Framework for Directions and Methods
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Source: Johnson & Scholes, 1999

2.9  GROUPING OPTIONS INTO STRATEGIC OPTIONS

Options about products/markets, resources/capabilities and the method of
implementation have to be combined into a much smaller number of strategic options.
This may be a bottom-up or top-down process. The bottom-up approach implies
linking what might be done in detail into potential strategies that seem to make wider
sense. The top-down approach means testing general ideas of future direction against
detailed options. In practice, the process is likely to combine top-down and bottom-up

thinking.

- GRAND STRATEGY SELECTION

This matrix below is a good guide to assist in the selection of a ‘potential’ grand
strategy and is shown as figure 2.14. The basic idea underlying the matrix is that two

variables are of central concermn in the selection process (Pearce & Robinson

2000:315):

1).  The principle purpose of the grand strategy; and
ii).  The choice of an internal or external emphasis for growth or

profitability.
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Figure: 2.14 - Grand Strategy Selection Matrix
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- MODEL OF GRAND STRATEGY CLUSTERS

The second guide to selecting a promising grand strategy is shown in figure 2.15. The
matrix is based on the idea that the situation of a business is defined in terms of the
growth rate of the general market and the firm’s competitive position in that market.
When these factors are considered simultaneously, a business can be broadly

categorized in one of four quadrants, which can be stated as (Pearce & Robinson

2000:317):

I. Strong competitive position in a rapidly growing market;
[I. Weak position in a rapidly growing market;

III. Weak position in a slow growth market; or
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IV. Strong position in a slow-growth market.

Each of these quadrants suggests a set of promising possibilities for the selection of a

grand strategy.

Figure: 2.15 - Model of Grand Strategy Clusters

Rapid market

growth
A
1. Reformulation of
1 Con.cent'rated 9T°W"‘ concentrated growth
2. Vertical integration 2. Horizontal integration
3. Concentric diversification 3 Divesture
4. Liquidation
Strong Weak
. I (II .
competitive < —> competmve
position IV|II position
1. Concentric diversification 1. Turnaround or
2. Conglomerate retrenchment
diversification 2. Concentric diversification
3. Joint ventures 3. Conglomerate
diversification
4. Divestiture
5. Liquidation
4
Slow market growth

Source: Pearce & Robinson (2000)

The model of grand strategy selection or the model of grand strategy clusters matrices
are valuable tools to help organizations evaluate and narrow their choices among
alternative grand strategies. It assists in the challenge of how to chart the future and

continue to build shareholder value (Pearce & Robinson, 2000:317).

2.10 IMPLEMENTATION

Implementation programmes vary according to the nature of the strategic problems,
which the organization faces (Lynch, 2000:758). The two essential causes of variation

in implementation programmes are:
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L. The degree of the uncertainty in predicting changes in the
environment;

il. The size of the strategic change required.

To address the aforementioned issues Lynch (2000:758) suggests that the following

questions should addressed:

- What activities need to be undertaken in order to achieve the agreed
objectives?
- What is the timescale for the implementation of these plans?

- How will progress be monitored and controlled?

Lynch (2000:758) further suggests that to turn general strategies into specific
implementation plans involves four basic elements should be followed and these are

listed below:

- Identification of general strategic objectives;
- Formulation of specific plans;
- Resource allocation and budgeting; and

- Monitoring and control procedures.

A powerful determinant of successful strategy implementation and execution is how
well management leads the process. The success of the process is dependent on how
management handles different business practices, competitive circumstances, work
environments, cultures, policies, compensation incentives, mixes of personalities and

organizational histories.

According to Thompson & Strickland (2001:347), “strategy implementation is based
on individual company situations and circumstances, the strategy-implementer’s best
Judgment and the implementer’s ability to use particular change techniques adeptly”.

In this case study the following factors were deemed to be important and as such are

discussed in detail.
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2.10.1 DEFINING CORPORATE CULTURE

Corporate culture is a general term that is applied to some of these “soft features” of
management. Even to introduce the word “culture” into the discussion makes many
managers shudder - often with some justification, since this is often an excuse for
posturing. Nevertheless, it has become generally accepted that the experience of
those within the organization have an important impact upon the way it functions.
Indeed, groups within organizations, and the organizations themselves, can be seen to
build up experience over time, affecting the way in which they view the world and the

actions they take (Johnson & Scholes, 1999).

Corporate culture can be defined as (Internet 1):

“the set of shared values, beliefs, habits of thought which interact with the
structure, politics and policies of the organization to produce a set of

behavioural norms.”

As one manager said (Internet 1):

“Culture is something which makes members of an organization behave more

like each other than non-members!”

According to Edgar Schein of the Massachusetts’ Institute of Technology, culture is
the pattern of basic assumptions, which a given group has invented, discovered or
developed in learning to cope with the problems of external adaptation (i.e. business

environment) and internal integration (i.e. competitive strengths and weaknesses).

These patterns have worked well enough to be considered valid. Therefore, they have
to be taught to new members, as the correct way to perceive, think and feel in relation

to those problems. According to Schein:

“Culture is not the overt behaviour or visible artifacts that one might observe
if one were to visit the company. It is not even the philosophy or value system

which the founder may articulate or write down in various charters: rather it
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is the assumptions which lie beyond the values which determine the behaviour
patterns and the visible artifacts such as architecture, office layout, dress

i

codes and so on.’

- INFLUENCES ON CULTURE

In trying to understand corporate culture it is worth exploring the influences upon the
individuals that make up the organization (Lynch, 2000:318). Often the taken-for-
granted assumptions reflect influences upon individuals in terms of what makes them

similar to or different from others.
- ANALYSING THE CULTURE OF AN ORGANISATION

In order to understand how the strategic management process will work within an
organization, it is clearly important to identify the underlying assumptions, which
make up the organization’s paradigm. However, by their nature, these assumptions
are unlikely to be written down. Gerry Johnson (1992) uses the cultural web
framework to highlight those aspects of an organization that are the more visible
attributes of this “taken-for-grantedness”. By identifying and assessing these
components a better picture is likely to emerge of the paradigm at the centre of the

cultural web, as illustrated in Figure 2.16.

Figure: 2.16 — The Cultural Web

Source: G Johnson, 1992,
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Together these elements of the cultural web reflect and provide an insight into the
overall paradigm that drives the day-to-day actions of organizational life. Further, the
cultural web highlights the way in which the corporate culture is reflected in both
formal and informal elements of the organization. Lying at the centre, the paradigm
also tends to preserve and reinforce the key of the cultural web and this has important
implications for managing strategic change as will be discussed below (Johnson,

1994).
- IMPLICATIONS OF CORPORATE CULTURE

The main concern of this section is to understand the way in which culture can affect
strategy, in particular the significance of the paradigm on strategy formulation and the

management of strategic change.
i). The Importance of the Paradigm

The paradigm is a way in which those within organizations attempt to deal with
complexity, making sense of the world through a series of taken-for-granted
assumptions about the way in which things work. In strategic terms this means that
the paradigm acts as a filter for understanding the organization and its environment.
The implication of this is that external forces and organizational capabilities have an
indirect influence on the strategy, whilst potentially having a more direct impact upon

the performance of the organization, as illustrated in Figure 2.17 (Johnson & Scholes,
1999).

Figure: 2.17 — The Role of the Paradigm in Strategy Formulation

-

Source: G Johnson & K Scholes, 1999
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The illustration shows how the paradigm is central to strategy formulation in most
organizations because it determines the way in which the people within organizations
believe the “game” of strategy is played (Johnson & Scholes, 1999). The
interpretation of organizational strengths, weaknesses, opportunities and threats
depends upon the paradigm, as does the development of likely strategies formulated

to meet these challenges.

This has implications for the speed of strategic change within an organization. In
most cases, when companies face strategic problems implementation processes such
as the tightening of controls will be the first things to be altered, on the basis of “right
strategy but poor implementation” (Lynch, 2000:926). Only if this tightening of
implementation fails to improve performance will new strategies be considered. At
this stage, the strategic options identified are likely to be recognizable to those within
the organization and consistent with their view of what is realistic. Only if
performance continues to worsen is the underlying paradigm likely to be questioned —
“does the world really work in the same way any more?” It is at this stage that the
paradigm 1s changed and radically new strategies developed that are consistent with
this new “world view” (Johnson & Scholes, 1999). This process is illustrated in

Figure 2.18.

Figure: 2.18 — The Process of Paradigm Change

e e

if
unsatisfactory

A ‘

Source: G Johnson & K Scholes, 1999, which was adapted from P. Grinyer & J.C. Spender, 1979
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One consequence of the dynamics of this process is strategic drift where the strategy
increasingly fails to address the current strategic context. Even successful
organizations can maintain existing strategies when more radical change is called for -
a situation referred to by Danny Miller as the Icarus Paradox, after the mythical
Greek character whose success in creating wings led him to fly too near to the sun
with feathers held together by wax. In organizational terms, past successes reinforce
the circular belief by managers within an organization that their strategies will always
be right because they thought of them. As with Icarus, this can lead to a rapid
introduction to the physics of meltdown and gravity (Johnson & Scholes, 1999).

ii). Managing Strategic Change

Even if strategic change is recognized as being necessary for the organization, the
cultural web points to the complexity of being able to achieve this change in practice.
Changes to the organizational structure and control systems, often the main elements
identified in a strategic plan, are unlikely to be enough to ensure the change is
implemented - the other aspects of the web are also important. Indeed, conflicts
between the different aspects of the cultural web are likely to lead to resistance to

change.

However, this also suggests that the cultural web can be used as a means of
identifying the barriers and levers for change. By re-mapping the cultural web to
show the desired new strategy and comparing this with the original web, those

clements that support the new strategy and those that might impede its

implementation can be identified and addressed.
-  EXPECTATIONS AND STAKEHOLDERS

Strategy involves the taking of decisions by those involved in organizations in order
to meet desired goals or objectives. There is a generalized assumption that the main
goal of the organization is to achieve sustainable competitive advantage. This can be
a useful assumption but it is a simplification of reality as it implies that everyone

within the organization has the same expectations. In reality, the strategy
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development within an organization involves a political process where the competing
expectations of differing individuals and groups can have a significant impact upon

outcomes.

The rest of this section of the chapter explores the nature of this political process and
how the political situation within an organization can be analyzed for its impact upon

strategy development.

- Competing Expectations and Stakeholders

Economists assume that profit maximization is the goal of most organizations.

However, the people involved with an organization may have different expectations.

Shareholders may want increased profits and dividends, but employees may want job
security which, in turn, could conflict with a banker’s desire to secure debt repayment,
particularly if the discussion turns to cost reduction. Further, many organizations
operate in not-for-profit sectors where the profit may be seen as less relevant than
other aims, for example a government agency. Even for organizations that aim to
maximize profits, the scope of the activities that they undertake is rarely decided by

this one measure (Johnson, 1992).

Most organizations have many different people who feel they have an interest in its
activities. Stakeholders are individuals or groups of people whose interests are
affected by the activities of the business. Most stakeholder groups represent
coalitions of interest, and alliances may form, from time to time, between the groups.
The growth of international businesses has inevitably widened the group of potential

stakeholders. Every organization will have a different set of stakeholders.

- ASSESSING STAKEHOLDER IMPACT

One way of assessing the impact of different stakeholders upon strategy development
is through stakeholder mapping. Usually mapping is used to plot the positions of

various stakeholder groups in relation to a particular strategy, whether proposed or

already implemented.
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The relevant constituents for an organization may well vary depending upon the issue
under consideration, but it is normally useful to plot all potential stakeholder groups
that may have an impact upon the situation (Johnson, 1992). As each stakeholder
group involves a coalition of interest, it is sometimes dangerous to assume everyone
in the group will react in the same way to a particular issue — in such cases the group
should be sub-divided. Conversely, some stakeholder groups may combine forces

over a particular issue and this may well affect their impact upon the situation.

The key dimensions of the stakeholder map are the level of interest and extent of

power that each stakeholder group can exert.

The level of interest of each stakeholder group is likely to depend upon the extent to
which a particular strategy will have an impact upon that group, so it is worth asking
“how important is this strategy in terms of its impact upon their expectations?” In
addition, the level of interest may be either positive or negative and needs to be
recorded on the map — employees may well be opposed to redundancies, whilst the

bank welcomes the reduction in overheads (Johnson & Scholes, 1999).

The extent of power that can be exerted by both internal and external stakeholder
groups will depend upon the sources of power available to it, which might include

(Johnson & Scholes, 1999):

¢ Position in the hierarchy and/or the decision-making process;
e Control of strategic resources;

e Possession of knowledge, skills or information;

e Involvement in strategy implementation;

e Informal links and networks.

In conducting such an analysis it is also worth identifying the indicators of power that
might provide clues as to the importance of particular stakeholders. Some of these
indicators might arise from the cultural web analysis ~ for example, symbols and

status within the power and organizational structures. However, other indicators
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might include claims upon particular resources or the extent to which the organization

depends upon the resources.

Having made an assessment of the level of interest and extent of power of each
stakeholder group then these can be plotted upon a stakeholder map or power/interest

matrix as shown in Figure 2.19.

Figure: 2.19 — The Stakeholder Map or Power/Interest Matrix

LEVEL OF INTEREST
Low High

POWER

High

|

Source: V. Ambrosini, 1998

Once the stakeholders have been plotted on the stakeholder map then consideration
needs to be given as to how to manage the political process in order to ensure the
specific strategy development. Figure 2.20 suggests a range of tactics depending
upon the position of the stakeholder group upon the matrix. However, whilst this
may give some broad suggestions it risks limiting the options to a range of passive

choices.

Rather than just plotting the existing stakeholder positions, it may well be worth
drawing a desired stakeholder map, indicating the most favourable alignment of the
groups to ensure the success of the particular development. It may well be possible to
affect the positions of particular stakeholder groups on the map by managing the level

of interest and extent of power available to them. For example, the opposition of a
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particular group might be met with concessions on this issue or another, so moving
them leftwards across the map. Similarly, developing new sources of key components

may reduce the power of a key supplier.

Ultimately, such an analysis may suggest that a particular strategic development is
likely to be politically unacceptable. In such cases the particular strategy may need to

be modified or even abandoned - strategy, like politics, is the “art of the possible”.

Strategic decisions take place within the context of organizations made up of
individuals and groups so the impact of corporate culture and stakeholders need to be

considered as part of a broader view of strategic analysis (Ambrosini, 1998:168).

2.11 GAP ANALYSIS

In assessing strategies for the future, managers are usually interested with
understanding the motive or incentive for change. This entails the extent to which
current strategies (if unchanged) would fall short of meeting the organization’s
aspirations or objectives (Ambrosini, 1998:219). Gap analysis can assist a manager to
better understand the dynamics of the-competitive environment. Further it can assist
an organization to reveal its weaknesses and strengths in relation to its competitors

(Ambrosini, 1998:220).

Gap analysis is a technique that can be understood in many different ways. The
common theme running through all of the definitions of gap analysis is, not

surprisingly, the word “gap”. The dictionary defines the word “gap” in a number of

ways (Ambrosini, 1998:220):

- As a physical space between things;

- As a period of time when not involved in a particular activity;

- When something is missing that prevents the successful completion of an
activity;

- As a great difference between two things, people or ideas.
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Recognition of the fact that a gap exists is only one stage in the process. Having
recognized that there is a gap, the manager needs to develop strategies that will close
the gap, manage the process of the change, and finally, monitor the process to ensure
that the same gap does not reappear and, if possible, to open a favourable gap with the
competition (Ambrosini, 1998:220). The process of the gap analysis can thus be
portrayed diagrammatically in Figure 2.20 (Ambrosini, 1998:220).

Figure: 2.20- Theoretical Model Of “Gap Analysis”

RECOGNISE THE GAP

DEVELOP STRATEGIES TO CLOSE THE GAP

l

MANAGE THE PROCESS OF CHANGE

l

MONITOR AND WIDEN THE ADVANTAGE OVER COMPETITORS

Source: V. Ambrosini, 1998

2.12 EVALUATING STRATEGIES

Having reached this stage there is likely to be a number of strategic options available
to a company and these options need to be evaluated. Most organisations follow a
more incremental model of strategy development. Never the less, the evaluation of
strategic options is an important part of the strategy process, whether largely
incremental and implicit or an explicit stage within a formal planning system.
However conducted the focus of attention is on the future of the organisation rather
than assessing past performance. The primary purpose of this section is to examine
how many of the tools, models and frameworks explored throughout this chapter can

be used in the assessment and selection of strategic options.
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In his article “The Evaluation of Business Strategy”, Richard Rumelt in Wit & Meyer
(1998) identified the key criteria against which strategic options need to be evaluated
as being consistency, consonance, advantage and feasibility. Similarly, in “Exploring
Corporate Strategy”, Gerry Johnson and Kevan Scholes (1999) identified suitability,
feasibility and acceptability as the broad tests to be used. Whilst not identical, there
are many similarities between the approaches in terms of the questions that they pose

about particular strategic options, as indicated in Figure 2.21 (Wit & Meyer, 1998).

Figure 2.21- Comparing Tests for Evaluating Strategic Options

Johnson & Scholes’ Criteria

Rumelt’s Criteria

Suitability

. Does the strategy address the circumstances in
which the organisation is operating?

¢ s the strategy viable?

e  Does the strategy exploit core competences?

Consonance
e  Does the strategy address the external
environment?

Advantage
e  Does the strategy create/maintain competitive
advantage in the selected area of activity?

Acceptability
. What are the expected performance outcomes and
are they consistent with stakeholder expectations?

Consistency
e Are goals and policies mutually consistent?

Feasibility
e  Has the organisation got the resources and
capabilities to deliver the strategy?

Feasibility
¢  Can the strategy be attempted within the physical,
human and financial resources available?

Source: Johnson & Scholes, 1999 and Wit & Meyer, 1998.

To the criteria identified above can also be added the following questions:

* Attractiveness — does the strategy look attractive in terms of financial returns

and the timescale required for delivery?

* Vulnerability — what are the risks involved in following the strategy and how

significant are they?

e Validity — are the assumptions made about the strategy reasonable and

Justifiable given the context?
* Achievability — what is the likelihood of success for the strategy given

conditions within the external environment? (Johnson & Scholes, 1999)
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All these questions can be combined under the three broad criteria of suitability,

acceptability and feasibility, but to find answers to the questions involved in assessing

and selecting particular options requires the application of relevant tools, models and

frameworks. In Figure 2.22, revised lists of the questions implied by each of the

broad sets of criteria are linked to relevant strategy tools.

Figure 2.22 - A Framework for Evaluating Strategies — Questions and Tools

Criteria & Questions

Tools, Models & Techniques

Suitability

° Does the strategy address the external environment?

. Is the strategy viable and achievable given conditions
within the environment?

. Does the strategy build upon or exploit the strategic
capabilities of the organisation?

. Does the strategy create/exploit synergy across the
organisation?

. Does the strategy fit with the current corporate culture of
the organisation?

. Does the strategy create/maintain competitive

SWOT analysis

PEST analysis

Five forces framework
Strategic group analysis
Market segmentation analysis
Resource analysis

Value chain analysis

Core competences analysis
Activity mapping

Cultural web mapping
Generic strategy identification

advantage? Synergy analysis ~ portfolio; linkages; core
competences; management styles
Sources of competitive advantage appraisal
Acceptability
. Stakeholder mapping

What are the expected outcomes of the strategy and are
they consistent with stakeholder expectations?

° Does the strategy look attractive in terms of financial
returns and the timescale required for delivery?

° What are the risks involved in following the strategy and
how significant are they?

Profitability analyses — return on capital
employed; payback period & net present value
of discounted cash flows

Risk analyses — financial ratio projections;
sensitivity analysis & simulations

Feasibility

e Has the organisation got the resources and capabilities
to deliver the strategy?

. What gaps in resources and capabilities need addressing
in order to ensure success?

Resource analysis

Value chain analysis

Core competences analysis

Activity mapping

Resource and capability gap identification
Cultural web re-mapping

Stakeholder re-mapping

Source: Johnson & Scholes, 1999

Some of the tools and techniques identified in Figure 2.22 can be used to provide

input into addressing the questions under more that one set of criteria. This does

imply that the analyses need to be undertaken repeatedly, just that their results have

application in more than one area. The following sections explore each of the criteria

in more detail, reviewing the questions and how the tools, models and techniques can

be applied.
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- SUITABILITY

The assessment of the suitability of a particular strategy is concerned with the logic or
rationale on which it is based and how the proposed strategy creates and/or maintains
competitive advantage. This can be broken down further to assess the extent to
which the strategy addresses the challenges of the external environment, is based
upon or enhances the resources and capabilities of the organisation, builds or exploits

synergies and is consistent with its corporate culture.

It is not unusual for discussions about suitability to stress the importance of fit
between the elements outlined above. However, the more important point is that the
assessment needs to ask if the strategy makes sense and to identify were there are
gaps that need to be confronted — which links into the assessment of feasibility. Using
these elements a range of criteria can be articulated as implied by the questions
outlined in Figure 2.23. In some cases a simple “yes/no” test will be sufficient, but if
a range of options are under consideration then an assessment of the extent to which

each criterion is met or surpassed might be required.

Figure 2.23 — Assessing the Suitability of a Strategy

The assessment of the suitability of a strategy depends upon answers to these questions:

. Does the strategy address the external enviranment?

° Is the strategy viable and achievable given conditions within the environment?

° Does the strategy build upon or exploit the strategic capabilities of the organisation?
. Does the strategy create/exploit synergy across the organisation?

. Does the strategy fit with the current corporate culture of the organisation?

. Does the strategy create/maintain competitive advantage?

An environmental analysis is the starting point for assessing whether suggested
strategies meet the criteria related to the external environment. The tools and
frameworks previously outlined, like PEST analysis, the five forces framework,
strategic group analysis and market segmentation analysis may be employed, as

appropriate, to identify the main external pressures.
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Resource and capabilities analysis underpins the evaluation of the criterion related to
capabilities. The tools and frameworks discussed in internal analysis, including
resource audit, value chain analysis, core competences analysis and activity mapping
may all provide useful insights into the extent to which any strategic option meets the

test indicated.

In many organisations, any new strategic option needs to be evaluated within a multi-
business context. The creation and management of synergy can provide a major
contribution to the organisation as a whole. The range of frameworks and models that
may prove useful in this assessment include portfolio matrices, linkages and core
competences analysis, the identification of management styles and the parenting
matrix. The use of some or all of these tools can help assess the extent to which any
new strategy (an acquisition for example) is consistent with, relies upon or can

enhance existing synergies within the organisation (Johnson & Scholes, 1999).

Any test of suitability of a particular strategic option needs to consider the extent to
which it is consistent with the existing corporate culture of the organisation. Mapping
the cultural web allows for a more explicit assessment of how the proposed option
may be interpreted and possibly resisted by those within the organisation (Johnson &
Scholes, 1999). However, this need not be a passive assessment — the new strategy
may well aim to change key aspects of the cultural web as discussed previously in this

chapter.

The evaluation of suitability of a new strategy also needs to identify and appraise the
sources of advantage on which it is based, in terms of cost efficiency and added value.
This can be done by considering its classification within the generic strategies
framework and/or assessing the sustainability of the sources of advantage and

appropriability of returns.

- SWOT ANALYSIS

SWOT analysis was introduced earlier in this chapter as a means of summarising how
an organisation’s capabilities (strengths & weaknesses) matched with the challenges

of the external environment (opportunities & threats). This is a simple framework for
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listing the key points of a largely intuitive analysis. However, the technique can be
extended to provide a more rigorous analysis of the current strategy of an organisation

and to evaluate the suitability of a range of strategic options.

In their article Strengths, weaknesses, opportunities and threats (SWOT) analysis
Tony Jacobs, Jill Shepherd and Gerry Johnson show how a simple scoring scheme can
be used to assess the impact of each environmental change upon the existing strengths
and weaknesses of an organisation. This can provide an evaluation of the current
strategy and highlight areas for action in terms of building on strengths or rectifying

weaknesses (Ambrosini, 1998:122).

They then go further to extend their scoring technique to the screening of strategic
options. Within the context of the assessment of the suitability of a range of strategic
options, this adaptation of the technique can provides a useful way of bringing
together and summarising the outcomes from the many analyses outlined above

(Ambrosini, 1998:122).

This approach works by systematically evaluating the impact of each environmental
change as identified from the environmental analysis on the range of possible
altemmative strategic options. The other analyses can be used to identify the strengths
and weaknesses and assess the effects of each option upon them. Using a simple
scoring system (such as +3 to —3) to indicate the intensity of the impact, scores can be
attributed to each element for each strategic option. Finally, the results from the
assessment of each strategic option can be summarised on a combined matrix. By

aggregating the scores the organisation will be able to see (Ambrosini, 1998:226):

e Which strategies capitalise on environmental changes, build on strengths and

overcome weaknesses, and which do not.

e Which strategy or strategies, in relation to others, are likely to offer the best

way forward?

An example of this more approach as it could apply to a pharmaceutical company is

illustrated in Figure 2.24 (Ambrosini, 1998:127).

69



Figure: 2.24— SWOT Analysis: Analysing Suitability of Strategic Options

Strategy A — Impact analysis of forming alliances with biotech companies

Environmental Increasing Entrance of Health care New Total -
Changes industry new rationing diseases & Strength or
{Opportunities & globalisation technologies resistance to | Weakness
threats) antibiotics (+/-)
Strengths
Large sales force 0 +1 +1 0 +2
Leading research
facilities 0 +2 -2 +2 +2
Global recognition
of main product 0 -1 +1 +1 +1
Weaknesses
No competences in
biotech or genetics
+3 +1 -1 +2 +5
No new products in
line +1 +1 -1 -1 0
QOver-reliance on
main product 0 +1 +1 Q +2
Environmental
Impact Scores +4 +5 -1 +4
Suitability of all strategic options identified in impact analyses
Strategy External Changes Strengths Weaknesses Sum
Increased  Entry Health New Large Leading Global No No new Over-
global- of new care diseases sales research  recog- comps. products reliance
isation tech- rationing & force facilities nition in infine on main
noltogy antibiotic of main biotech product
resistance product or
genetics
Option A +4 +5 -1 +4 +2 +2 +1 +5 0 +2 +24
Alliances
Option B +3 +2 +1 +1 0 +2 +3 -1 +2 -3 +10
Global
Research
Option C 0 +3 +2 +2 -1 +2 0 -1 +3 -1 +9
Own
Biotech.
Capability
Option D 0 -1 +3 -3 0 +1 +1 0 0 0 +1
Improve
on past
strengths

Source: Adapted from A Jacobs, J Shepherd & G Johnson, “SWOT Analysis” in V. Ambrosini, 1998

A point of caution: whilst the approach uses scores, a process of qualitative

judgements so spurious accuracy should not be attributed to the outcomes, the main

purpose 1s to arrive them at present an assessment about the suitability of each option.
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- ACCEPTABILITY

The assessment of the acceptability of a strategy involves consideration of the
anticipated rewards relative to the goals of the organisation. The goals of the
organisation are likely to be a reflection of the expectations of its key stakeholder
groups (Johnson & Scholes, 1999). Anticipated rewards reflect the possible returns of
the strategy relative to the risks incurred. In defining the criteria for acceptability

consideration should be given to the questions outlined in Figure 2.25.

Figure 2.25 — Assessing the Acceptability of a Strategy

The assessment of the acceptability of a strategy depends upon answers to these questions:

e What are the expected outcomes of the strategy and are they consistent with stakeholder expectations?
s Does the strategy look attractive in terms of financial returns and the timescale required for delivery?

. What are the risks involved in following the strategy and how significant are they?

Source: Johnson & Scholes, 1999

In assessing stakeholder expectations and their likely reaction to any particular
strategy, stakeholder mapping can be of considerable assistance. This technique,
allows for an assessment of the relative importance of different stakeholder groups
and implicitly their expectations. The framework can highlight the alignment of
different stakeholders in response to a particular strategy, so providing an assessment
of its likely acceptability. However, it can also be used to proactively manage the

relationships with stakeholders to improve the acceptability of such a strategy

(Johnson & Scholes, 1999).

The assessment of the acceptability of the returns from a particular strategy is
frequently defined in terms of financial measures and the timescale needed to achieve
them. Organisations often set “hurdle rates” for the return on capital employed of
potential strategic options, rejecting those where the projections fail to jump the
hurdle. Another measure used is the payback period, which provides an assessment of

the timescale required to recover any investment by comparing this with other options
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under consideration and/or a general timescale limit (e.g. less than two years) applied
across the organisation (Johnson & Scholes, 1999). More sophisticated assessment of
the returns can be made using discounted cash flow techniques, particularly the net
present value of the option(s) under consideration. Only options with positive net
present values after using a suitable discount rate (normally linked to the
organisation’s cost of capital) will meet the criteria for acceptability. Net present
values can also be used to rank and adjudicate between a range of possible options

(Johnson & Scholes, 1999).

As well as assessing the returns from particular strategies, the risks inherent in the
strategy need to be considered for acceptability. Again, a range of financial measures
can be used. Break-even analysis assesses the volume of business needed to ensure
that the particular option covers its investment and acceptability will be based on an
assessment of the likelihood of this volume being met and the consequences of falling
short. The consequences of adopting a particular strategy upon projections for the
liquidity (short-term financial solvency) and gearing (long-term capital structure)
ratios of the organisation also provide measures of the riskiness of a strategy (Johnson

& Scholes, 1999).

The acceptability of risk can also be assessed through sensitivity analysis, which
allows for the evaluation of “what if” questions about the key assumptions

underpinning the projections for a particular strategy.

- FEASIBILITY

Assessing the feasibility of strategic options involves considering whether the
organisation has the resources and capabilities to successfully implement the strategy.
Frequently this leads to an analysis of the tangible resources of the organisation,
finance in particular, but a wider consideration of all resources and capabilities should

not be ignored.

As well as assessing the feasibility of current resources and capabilities to meet the

needs of particular strategies, the gaps need to be identified and an assessment made
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of the ability of the organisation to address these issues. These criteria are highlighted

by the questions in Figure 2.26.

Figure: 2.26 — Assessing the Feasibility of a Strategy

The assessment of the feasibility of a strategy depends upon answers to these questions:

. Has the organisation got the resources and capabilities to deliver the strategy?

° What gaps in resources and capabilities need addressing in order to ensure success?

Source: Johnson & Scholes, 1999

An assessment of the financial feasibility of a particular strategy can be made using
funds flow analysis. However, a broader assessment, particularly of strategic

capabilities built on core competences and unique resources is important.

The tools and techniques of resource and capability analysis discussed above, such as
resource audit, value chain analysis, core competence analysis and activity mapping,

can all contribute to this broader assessment of feasibility.

Richard Rumelt in Wit & Meyer (1998) points to several questions that can provide a
critical focus in this area:
e Has the organisation demonstrated that it possesses the problem solving
abilities and/or special capabilities required by the strategy?
¢ Has the organisation demonstrated the degree of co-ordination and integration
necessary to carry out the strategy?
e Does the strategy challenge and motivate key personnel and is it acceptable to

those who must lend their support?

The third of these questions highlights the importance of those within the organisation
to the feasibility of pursuing particular strategies. Their impact may be experienced
through both the cultural and political contexts of the organisation. Consequently, the
use of cultural web re-mapping and stakeholder re-mapping may offer insights into

the feasibility of a particular strategy, by pointing to the extent of change required.
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Finally, all these analyses may lead to the identification of resource and capability
gaps. Any assessment of feasibility will need to assess the ability of particular

strategies to bridge these gaps.

Accordingly there are particular criteria available to evaluate potential strategic
options developed within an organisation. Whilst there are a range of possible criteria
that can be identified, many can be consolidated into three broad categories (Johnson

& Scholes, 1999):

e Suitability — an assessment of the underlying rationale or logic of the potential
strategy.

e Acceptability — an assessment of risks and returns of a potential strategy
relative to the goals of the organisation.

o Feasibility — an assessment of the resources and capabilities needed to achieve

the potential strategy.
2.13 IMPLEMENTATION, EVALUATION AND CONTROL

Translating direction into action is the step that makes strategic direction live, breathe,
and move the organization. The process of planning for implementation is truly the

bottom-up phase of the classic top-down, bottom-up model.

This active participation in the planning process of employees at all levels, along with
some measure of employee participation in the setting of strategic direction helps
garner the best ideas of the workforce and helped create buy-in to the organization's

direction.

- THE ROLE OF BUDGET IN PLANNING

For most people, talking about implementation immediately raises the specter of the
budget process, without which the grandest of plans could never be implemented.
"Budget is the cost of strategy"; reminding one that strategies cost money, and

budgeting is a very real part of implementing the strategy of an organization.
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- BUILDING ORGANIZATIONAL CAPACITY

Organizational capacity is centered on people and processes. It is the focus that 1S
moving or has moved organizations to use a team approach for problem solving or

strategy setting at the business unit level and below.

Organizational capacity concerns the commitment of people to an organizational ideal
as a necessary ingredient of success. Focus on capacity forces companies to consider
staff capabilities, and that the staff have necessary knowledge, skills, and tools for

SucCcess.

Finally, it is this focus on organizational capacity that is supporting a new or
continued emphasis on process management as a way of ensuring that inefficient and

ineffective processes do not get in the way of the drive to success.

- PERFORMANCE EVALUATION AND REPORTING

“If you don't keep score, you're only practicing”, Vince Lombardi, American Football Coach and

Motivator.

While there are vast similarities between strategic planning activities within the public
and private sectors, there are significant differences prevalent between performance
measurements used by the two sectors for evaluating the performance of their
planning processes. For private sector organizations its first-order metrics is focused
on sales, profit margins, market share and cost. Usually increased, or at least stable,
performance in these key areas is paramount to organizational survival. Managers

who performed well with respect to these metrics are rewarded, if not are fired.

The quandary for the government is that, with few exceptions, it does not sell
products, generate profits, or compete in a formal marketplace. Therefore, the
government 1s generally unable to use fully the private sector's first-order metrics to

plan and evaluate its performance.

75



The good news, however, is that the private sector does not rely solely on the
aforementioned metrics to plan and evaluate performance. The private sector uses an
array of performance metrics to assess performance and planning processes.
Accordingly each government department and agency must address the challenge of

developing its own specific performance metrics.
- PERFORMANCE ASSESSMENT

Implied within every stage of the planning process is the ability to determine progress
made toward the goals or targets set. This assessment ability is a monitoring function
that simply tracks activities. It may be as simple as a to do list or as complicated as a
plan of action with milestones. Also implied within the planning process is the ability
to measure effectiveness of the actions taken in the conduct of the organization's

business.
- SELECTING THE TOOLS TO ASSESS PERFORMANCE

Companies to measure their organizations’ performance use a variety of tools,
techniques and methodologies. A majority of the private and public organizations
employ benchmarking as a tool to support the measurement of their own performance,
their competitors' performance, and the best-in-class performance. Several of the best-
in-class organizations have in place or are in the process of implementing evaluation
schemes that moved from strictly financial measures to a more balanced assessment
methodology. The balanced scorecard measures organizational performance across a
number of perspectives: financial, customers, internal business processes, and
learning and growth. This balanced scorecard approach can be defined as a set of
measures which employs a family of indicators for measuring performance across the

organization that can be used to identify resources needed to achieve results desired.

- FRAMEWORK FOR SUCCESS

Successful leadership requires the time, effort and personal abilities of chief
executives, but the creation of a framework for success. Successful organizations

recognize the importance not only of senior executive leadership, but of creating and
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sustaining an organizational leadership system that facilitates, develops, and rewards
leaders at all levels of the organization. Leaders in successful organizations are
effective in aligning their organizations behind the clear, long-term goals, strategies,
objectives, and measures that the organization embraced. The best organizations were
structured and operated to encourage participation and innovation by all employees,

regardless of level.

To achieve a successful strategic planning process, top management are increasingly
using a variety of enabling technologies and other tools, such as scenario planning and
war games, to support the planning process and to anticipate alternative futures to
ensure customers' needs and expectations are fully addressed. It must be stressed that
to be successful as an organization, employees must fully participate in the process,
make decisions and be held accountable for results. The culture has changed from
one of entitlement to personal accountability. Top management must communicate
that cultural shift to employees, while at the same time demonstrating the employees'

value to the organization.
2.14 CONCLUSION

Managers conceive and implement strategy in the context of organisational history,
environmental complexity and uncertainty, and prior individual experiences. Despite
having to tackle emergent, short-term operational challenges, they must also take time
to consider strategic management questions about the long-term direction, growth and
profitability of the organisation. Fundamental questions arise from concerns and
issues relating to corporate mission and governance and how the organisation should
develop: growth through self-reliance or via acquisitions; diversification, multi-
business portfolios and internationalisation; the role of alliances and the management
of knowledge specific to the firm, for example. Managers also have to implement and
apply processes of business planning and decision-making, appropriate forms of
organisational structure, culture, leadership style and initiatives for constructive

change.

In chapter 3 the case study is presented and one begins to appreciate the challenges

and dilemmas that senior managers face in designing and implementing strategy.
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Looking into the future, strategies often seem much less obvious than they do in
retrospect. Leaders who articulate a clear vision of the future may sound convincing,
but how can others test the robustness of what they propose? Paradoxes and opposing

viewpoints characterise the task of the strategist.
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CHAPTER 3
ANALYSIS OF CASE STUDY EVIDENCE

31 INTRODUCTION

The merging of historical distinct and separate national markets into one huge global
market place is attributed to the tastes and preferences, distribution channels and
culturally embedded value systems of consumers in different nations converging on a
global norm to create a global market. For the global acceptance of consumer and
industrial products worldwide, companies must customize its marketing strategies; the
product features and operating practices to best match the conditions in a country

(Hill, 2002).

The SARS needs to take cognisance of the facts that substantial impediments in the
processing of import and export transactions still make it difficult for firms to achieve
optimal utilization of their productive activities to locations around the globe. These
impediments include formal and informal barriers to trade between counties, barriers
to foreign direct investment, transportation costs and issues associated with economic

and political risk.

This chapter explores the macro-environment and the micro-environment affecting

the SARS and presents such evidence and results of the exploration.

3.2 BACKGROUND OF CASE STUDY

South African businesses must be sensitive to the differences in cultures, political
systems, economic systems, legal systems, environmental issues and levels of
economic development of the their target markets and adopt the appropriate policies
and strategies for coping with these differences successfully. South African
businesses must also deal with government restrictions on international trade and
Customs rules, policies and processes by finding ways to work within limits imposed

by specific governmental interventions.
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Current trends suggest that the world is moving rapidly toward a global economic
system that is more favourable for the practice of international business. Within this
changing landscape, Customs Administrations are pursuing new strategies and
initiatives that promote compliance and trade facilitation. These are explored in more

detail below:

3.2.1 WCO Trade Facilitation Initiatives and Simplification of Customs
Procedures

Trade facilitation is one of the key factors for economic development of nations and

links into the national agenda for social well-being, poverty reduction and economic

development of countries and their citizens (WCO, 2002).

In the context of the international trade environment Customs plays a critical role not
only in meeting the goals of the governments but also in ensuring effective controls
that secure revenue, compliance with national laws, security and protection of society.
The efficiency and effectiveness of Customs procedures has a significant influence on
the economic competitiveness of nations and in the growth of international trade and
the development of the global marketplace. In a highly competitive world
environment, international trade and investment will flow toward efficient, supportive
and facilitative locations. At the same time it will rapidly ebb away from locations,
which are perceived by business as bureaucratic and synonymous with high costs.
Customs systems and processes must not be allowed to serve or be perceived as a

barrier to international trade and growth (WCO, 2002).

3.2.2 Benefits of Trade Facilitation

Trade facilitation initiatives benefit both the business community and governments.
The business community benefits by obtaining enhanced competitiveness in national
and international markets due to reduction in delays and costs, which are achieved
with predictable and efficient movement of goods across borders (WCO, 2002).
National administrations are able to utilize modemn procedures to enhance controls,
ensure proper collection of revenues due and at the same time contribute to the

economic development through increased trade and encouragement of foreign

investment.
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A significant number of WCO Members are developing and the least developed
countries for who efficient controls and better trade facilitation will result in increase
in revenues accruing to their Governments. These revenues contribute significantly to
the programmes aimed at increasing the social and economic well being of their

citizens (WCO, 2002).

In this context, the work done by the WCO links into commitments made by the
international community to help least-developed countries secure beneficial and
meaningful integration into the multilateral trading system and global economy. The
WCO has indicated its willingness to participate as a development partner with other
international institutions in capacity building through technical assistance activities
for enhancing the role of trade in developing countries by assisting in removing
procedural and institutional bottlenecks within Customs Administrations that increase

transaction costs (WCO, 2002).
3.2.3 The Purpose Of An Accreditation Scheme

Accredited Clients are enterprises that have assessed their history of compliance and
are capable of maintaining high quality internal operational processes and computer
systems in order to comply with the Customs and Excise laws and procedures. In
return this scheme allows the Commissioner through a process of mutual consultation
and participation to publish the benefits of being an accredited client. The below-
mentioned areas of concern have led to the implementation of the accreditation

scheme (SARS, 2002).

- Increased Workloads

There is insufficient staff, old systems and old operational processes. Thus there is a
need for the SARS Customs Division to effectively manage workloads and effectively
achieve trade compliance. Accordingly there is a need to apply information

technology, re-design operational processes and re-design operational initiatives
(SARS, 2002).
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- Future Direction

SARS Customs must coordinate and share its future direction with all role players /

stakeholders in order to (SARS, 2002):

. Improve compliance;

. Improve enforcement;
. Share information; and
. Manage workloads.

- Role Player / Stakeholder Interest

The SARS needs to adapt to the needs and interests of all role players / stakeholders.
These include (SARS, 2002):

. Importers, exporters, agents, etc.;
. Specific industries - textiles, electronics, etc.; and
. Trade groups (Agreements - AGOA, Rules of Origin,

Zimbabwe, etc).

3.2.4 The Accreditation Concept

The main objective of the ACS is to fundamentally change the relationship between
Accredited Clients and the SARS. This means that it will be expected of the
Accredited Client to implement and maintain efficient and effective procedures /
processes to achieve full compliance with the Customs and Excise Law and
procedures (SARS, 2002). Furthermore, it also places the responsibility on the SARS:
Customs and Excise to implement and maintain efficient and effective procedures /
processes to facilitate legitimate trade. The ensuing points highlight the expectations

of all role-players in the industry.

- What do SARS want to achieve with Accreditation?

o ldentify the compliant / trusted clients;
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o Reduce the checking of volumes of paper based clearances by
re-deploying personnel from administrative to enforcement
processes;

o Change emphasis from administrative processes to risk
management of clearances to more physical control /
enforcement;

o Place more responsibility on the client (self assessment of
operational processes and computer systems);

o Share information - Client to inform SARS of any fraudulent
activities; and SARS to share information regarding possible
operational / systems changes;

o Optimize processes - shorter cycles and electronic processing;

o Create benefits for “Accredited” Clients (SARS, 2002).

What is in it for Clients?

o More responsibility - self assessment;

o Operational processes; and Computer systems;

o Clients will be informed of possible future changes in
Operational processes and Systems/ electronic interactions;

o Shorter processing times;

o Electronic processing of customs documents; and

o Less human interactions / inspections (SARS, 2002).

Clients / Non accredited Clients

o Relationships between Customs and Accredited clients will be
based on trust;

o Processes will be shorter, electronic processing, less inspections
and less human interaction for Accredited clients;

o Operational and system assessment by Clients; and

o Higher focus on fraud (SARS, 2002).
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> Accredited Client Types For Phase 1

Accreditation allows SARS to recognize certain client types as “trusted clients”. For

the purposes of this research, the client types are defined as:

Importers;

Exporters;

Removers in Bond;
Warehouse Operators; and

Clearing & Forwarding Agents.

> Accredited Client Application Process

The following briefly sets out the process to be followed to attain accredited status

(SARS, 2002):

a)
b)

Client applies on prescribed form;

Accredited Client Management Team (ACMT) to arrange pre-approval
inspection, evaluate inspection report, evaluate application and inform
client in writing of the approval of the application;

Client and SARS: Customs signs Agreement;

Client operates as Accredited Client;

Annual inspections will be conducted; and

ACMT will measure compliance.

33 LEADERSHIP PORTFOLIO

The National Treasury, as custodian of the nation's finances, ensures effective and

prudent budgeting, within the framework of sustainable policies. This role requires it

to work with line departments, helping them to jointly meet government's goals

through policy choices and trade-offs in the budgeting and financial management

processes. The challenge 1s to meet the country’s operational and development goals

while keeping the finances sound and sustainable. As an emerging economy with so

much potential, operating in the complex global economy, South Africa faces major
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challenges. It needs to create jobs and opportunities that enable its people to overcome
the burdens of poverty. It must enhance economic growth, providing the means to
respond to people’s basic needs and it must do all of this within its resource

constraints (NTAR, 2001/2002).

For this reason, National Treasury has carefully positioned Government’s fiscal and
policy approach since 1994 to build confidence in the South African economy, create
incentives for investors and taxpayers, and to address the very real needs of the
population. It continues its efforts to ensure Government uses its resources well and
with accountability. The Public Finance Management Act established a framework
that benchmarks public management at new levels, setting and enforcing high
standards, and making government more accountable and transparent. On-going tax
relief — as made possible by the fiscal approach and the vastly improved efficiency of
the South African Revenue Service — should increase the economic momentum.
Capacity building therefore remains a priority. But by striking a balance between
prudent financial management, the need to expand fiscally in priority areas, the need
to strengthen institutional capacity and stimulating the economy through the right
incentives, one could go far, building on the basis already created. The National
Treasury 1s proud of its achievements, but not complacent about them. It continues to
work very hard at positioning itself for the tasks and challenges at hand, and to
streamline the path for departments, provinces and municipalities that together must

get South Africa there (National Treasury Annual Report, 2001/2002).

The vision and mission of the National Treasury is encapsulated below:

» Vision

The National Treasury aims to promote economic development, good governance,
social progress and rising living standards through accountable, economic, efficient,

equitable and sustainable management of public finance.

» Mission and objectives

® Advance economic growth and income redistribution:
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e Prepare a sound and sustainable National Budget and equitable division of
resources between the three spheres of Government;

e Equitably and efficiently raise fiscal revenue while enhancing the efficiency
and competitiveness of the South African economy;

e Manage Government’s financial assets and liabilities soundly; and

¢ Promote transparency and enforce effective financial management.

> Values

e Account to the nation through public and parliamentary processes;

o Discharge responsibilities professionally and with humility;

e Adhere to the highest standards of financial management and fiscal discipline;

e Deliver excellent service through teamwork, sound planning and enthusiastic
and committed implementation, striving to improve performance;

¢ Respect staff and invest in them as a valued asset;

e Act transparently, with integrity, respect, fairness and objectivity; and

e Honour the faith of the South African public.

3.4 SARS MISSION AND VISION

The SARS follows the leadership of the National Treasury in performing its mandate
and that mandate is discussed more in detail below. The South African Revenue

Service Act No. 34 of 1997 gives the entity the following authority to perform the

following tasks:

» Mandate

e Collect all revenues that are due;
*  Ensure maximum compliance with the legislation;
* Provide a customs service that will maximize revenue collection;

e Protect our borders as well as facilitate trade.
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> Vision

SARS vision is: “To provide an excellent service in a transparent environment

ensuring optimum collection of revenues.”
» Mission
SARS is an organization that achieves:

e An optimization of revenue yield;

e Compliance with the law;

e High standard of a client service that is equitable, transparent and related
to the needs of clients;

e Cost efficiency;

e Public protection in accordance with Government policy;

e Provision of reliable statistics; and

o Advice to Government on tax matters.

3.5 ANALYSIS OF THE ENVIRONMENT

“SARS operates in a dynamic and changing environment. It is therefore driven by imperatives designed 10 betler
place the organization in a position to effectively implement Government policies and programmes””.

The environmental scan includes the following components:
o Internal analysis of the firm;

e Analysis of the firm's industry (task environment); and

e External macro environment (PEST analysis).

The internal analysis can identify the firm's strengths and weaknesses and the external
analysis reveals opportunities and threats. A profile of the strengths, weaknesses,
opportunities, and threats is generated by means of a SWOT analysis. An industry

analysis can be performed using a framework developed by Michael Porter.

The South African government and the Department of Trade and Industry (DTI) in
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particular, have embarked on a policy framework in order to ensure that the South
African economy becomes competitive. In an increasingly traded global economy, it
is recognized that national economic welfare will be enhanced by both greater
efficiency, brought about by liberalization, and the need to enhance South Africa’s

exports in the world economy.

3.5.1 Why Trade Reform?

The South African economy has undergone a gradual process of trade reform in the
last two decades; trade reform is necessary in order to ensure that the economy
becomes more efficient. At the most basic level, trade reform is seen as the key to
efficient resource allocation. Indeed, a growing body of literature shows that trade
reform is more important in terms of its distributional effects than it is directly on
growth; the main reason for this being that resources get re-allocated from one sector

to another as the economy is opened up to international competition.

A useful starting point would be to place the parameters of South Africa’s trade
regime in perspective in order to precisely determine the level and configuration of
protection currently prevailing in the economy (Frankel, 2000). More important is
the development of a rigorous approach to the analysis of the impact of trade policy
reform so far on the following aspects of South Africa’s economy: the overall macro-

economy; labour markets; export behaviour; and economic growth.

The basic logic behind trade liberalization is as follows: reduction of import
protection reduces the anti-export bias and enables resources to flow from poorly
competitive sectors to sectors with a comparative advantage. Is this happening in the
South African economy? To what extent is this efficiency and allocative effect
dependent on other factors such as transport logistics, the mobility of labour market
and other factors? Moreover, the impact of trade liberalisation on the economy
remains a contentious issue (Hemmer, 2001). Although there is no easily identifiable
impact, what is clear is that the rationale for liberalisation is based on the fact that
major inefficiencies exist in the economy and trade reform, along with a series of

accompanying measures, can play a critical role in spurring growth, albeit indirectly.
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The following PEST analysis explores how SARS mandate promotes or hinders

economic growth in South Africa.
3.6 PEST ANALYSIS

The external environment plays a critical role in shaping the destinies of entire
industries as well as those of individual businesses. The most basic tenet is to adjust
the strategy to reflect the environment in which it operates. A properly used
environmental analysis can help ensure organizational success as well as help to
frame a better strategy. The international component of the operating environment
comprises all factors related to the international implications of organizational
operations. Significant aspects of the international component include the laws,
political practices, culture and economic environment that prevail in the foreign
country/ies with which / in which the firm does business. In order to undertake this, it
is imperative that an understanding of the external environment (PEST) and the
internal environment (SWOT) that SARS operates in be clearly analysed, which is
reflected in figure 3.1.

Figure: 3.1 — PEST Analysis

SWOT
r Two Key Success Factors

Have the ability 1o survive the
Supply a product or service profitably competition

Supply a product or service that your
customers prefer to your competitors

Analyse the competition and the
competitive forces in your sector:

»What are the forces that drive

Analyse your customers their L N N
yse o and competition 1n this sector?

needs and demands:

*How intense is the compettion?
*Who are the customers & what pento
do they want? «How can a business in this sector

n . - .
“Why/how do the customers obtain a superior competitive position?

choose between the competing
products or services?

»What are the dimensions of the
competition in this sector?

Source: Adapted from Business Times, 2002.
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3.6.1 ECONOMIC

The economic component indicates how the resources are distributed and used. The
GNP, corporate profits, inflation rates, productivity, employment rates, balance of
payments, interest rates, tax rates, consumer income, debt and spending are examples

of these factors.

South Africa is classified as an upper middle-income developing country and GDP (at
market prices) at the end of 2000 was worth R874 billion, in current prices. Real GDP
has grown annually by approximately 2.6% between 1995-2000 and figure 3.2 sets
this out (Econometrix, 2003).

Figure: 3.2 — Trends in GDP growth

1995 1996 1997 1998 1999 2000

GDP at market prices (current prices) | 548,100 | 618.417 | 683.744 | 735,086 | 795,575 | 873,637

Percentage growth in real GDP at 3.1 42 2.5 0.7 1.9 3.1
market prices

Source: South Africa Reserve Bank - Quarterly Bulletin March 2001

Growth in the inequality between the discretionary spending available to the poor as
opposed to the wealthier sections of South African society, which had increased
sharply in recent years, and is poised to narrow over the next 18 months because of a
slowdown in the rate of growth of spending on cell-phones, gambling and fuel on the
one hand and a levelling off of the previously declining trend of interest rates on the

other hand (Econometrix, 2003).

Tax charges announced earlier this year are also more favourable to the poor. As a
consequence, growth in consumption of durable and semi-durable goods is likely to

drop to below that of non-durable goods through 2003 (Econometrix, 2003).
Even though inflation is likely to continue its decline, there is little interest rate relief

because of the government’s commitment to meeting its 3 to 6% target for CPIX in

2003, which target is likely to be only just attained. Nevertheless, the prospect of
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lower short term interest rates down the line is likely to keep long term interest rates

in a shallow downward trend throughout the forecast period.

These inflows, together with a healthy current account of the balance of payments and
declining inflation, should enable the real exchange rate of the Rand to appreciate
slightly. The Rand would rise even more were it not for the Reserve Bank’s’

commitment to reduce the net open position on its forward book (Economterix, 2003).

In the longer run the economy can only lift its growth rate to levels, which can reverse
the rising trend of unemployment once certain key impediments to growth are
adequately addressed. These include crime, AIDS, the low level of savings and
investment, especially in infrastructure, the inadequate and inappropriate skills
profile, the relative absence of a small business and entrepreneurial ethos and the
perception amongst foreign investors of Southern Africa as an isolated, small market
in a politically troubled region (Econometrix, 2003). Figure 3.3 reflects the trends in

the South African economy.

Figure: 3.3 — Summary of Key Variables

2000 2001 2002 2003 | 2004
GOLD PRICE {$i0z) 277 231 287 278 268
G7 REAL GDP GROWTH 3.9 1.8 1.9 2.6 34
S.A REAL GDP GROWTH (%) 3. 2.9 25 34 4.1
GROSS DOMESTIC EXPENDITURE (%) 2.7 3.0 24 34 4.4
PRIVATE CONSUMPTION GROWTH (%) 3.2 2.8 2.3 29 4.0
FIXED IMVESTMENT GROWTH (%) 13 3.0 34 8.2 9.1
RAND / DOLLAR EXCHANGE RATE 6.99 7.97 8.00 316 8.78
RAND / EURO EXCHANGE RATE 8.43 7.22 3.54 8.97 9.22
CPIINFLATION RATE (%! 53 6.8 4.9 4.0 4.4

Source: SAEQ, 2001

® Globalization, emerging markets and South Africa

The economic leaders among developing countries are generally seen as the emerging

market economies. This is a group of 24 countries as reflected in figure 3.4.
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Figure 3.4 — Openness of Emerging Economies

ngap
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Source: Loots, E. (2001)

Emerging market economies have, since the early 1990s played a more important role
in the world economy (Kearney, 2000). During the 1980s and 1990s these economies

achieved higher economic growth rates than did developed and developing countries.

Emerging market economies averaged real economic growth rates of 4 percent and
4.1 percent respectively during the 1980s and 1990s, in comparison with average rates
of 3.4 percent and 3.3 percent for developing countries and 3.2 percent and 2.5
percent on average for the world economy (World Bank, 2000c:295). Emerging
economies’ exports contribute 23 percent to world exports and 92 percent of exports

from developing countries (World Bank, 2000¢:303,304).

Emerging markets are highly active on the international trade scene, they are also the

recipients of 92 percent of all FDI inflows to developing countries (UNCTAD,
2000:283-287).

Almost all the portfolio flows to developing countries are also directed at emerging
economies since their financial markets are more developed than those of the
remaining developing countries as can be seen in figure 3.5. As has already been

stated, these flows are very volatile and subject to emerging market crisis.
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Figure: 3.5 - Net FDI inflows - Emerging market economies
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Two questions can be raised regarding emerging markets and globalization. The first
question is to what extent these economies participate in the process of globalization,

and secondly, how does South Africa compare with these countries?

In order to answer these questions, globalization needs first to be quantified. In the
preceding discussion it was pointed out that the process of economic globalization
manifests itself in three forms: the increase in international trade, international
financial flows and international investment flows. To measure the participation of
emerging markets in globalization, the proxies for the above indicators would be as

follows (Knor, 2000):

e Trade (exports plus imports) will be used as proxy for the participation in
international trade. This figure could serve as an indicator of the openness of
the economies of the various emerging markets.

e As a measure of the participation in international financial flows, total net
portfolio investment (equity and bonds) will be used.

e The indicator or proxy to be used for international investment will be total net

FDI inflows.

These special features or characteristics of globalization will be expressed as a

percentage of the real GDP of these countries. This will simplify the comparison
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between countries and regions. These measures of globalization for the period 1994 to

1998 for the different emerging market regions are presented in figure 3.6.

Figure 3.6: Regional globalization comparison, 1994-1998 (as a percentage of GDP)

Region Trade Net FDI inflows Net portfolio
inflows
All emerging markats 82.6 2.8 1.8
Asla 129.7 3.3 23
Latin America 37.9 3.2 1.7
Eastern Europe 74.0 3.1 1.5
Other < 57.4 1.1 1.0
South Africa 49.0 -0.2 2.8

Sources:'*Word Bank, 2000b

From figure 3.6 is evident that international trade is the main driver of the
globalization process in emerging market economies. The average openness for this
group of countries is approximately 83 percent of GDP, with the emerging markets in
Asia as the top scorer at approximately 130 percent. Latin America as a region is at
the bottom of the list with an approximate openness level of 38 percent. The Asian
economies are bearing the fruit of their respective export drives of the past 20 to 30
years. The Latin American case is indicative of its long history of inward

industrialization.

Figure 3.4 shows the ranking of the openness of the individual emerging market
economies. Singapore, Hong Kong, Malaysia and the Czech Republic are the most
open economies amongst the emerging economies. Although countries like Brazil and
Argentina liberalized their trade, this has not been reflected in their exports. These
two countries are, with India and Peru, the least open of all emerging economies.
South Africa is ranked 16th out of 24 countries with openness levels similar to
countries such as Turkey and Venezuela. On the FDI scene, the countries in Asia,
Latin America and Eastern European regions are the major recipients (see figure 3.4).
It is evident that regional links are important for FDI from source countries.
Approximately 75 percent of FDI inflows to Asia come from countries within the

region (Loots, 2002).
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In comparison with other emerging economies, South Africa seems to be a moderate
globalizer (Loots, 2002). South Africa re-entered the international economic arena at
a stage when the forces of globalization — specifically for emerging market economies
— became more prominent. It is therefore imperative to establish what the impact of
globalization is on the South African economy. Figure 3.7 looks at South Africa and

its level of globalization.

Figure: 3.7 - Aggregate level of globalization and economic growth, 1994 -1998

country Rank | Giobalisation Economic Classification
growth

Singapore 1 329.4 7.3
Hong Kong 2 276.2 2.8
Malaysia 3 196.0 55
Czech Republi 4 117.6 2.0
Phili ppines 5 08.9 3.9 4.0%
Thalland S 04.3 2.5
Hungary 7 90.5 3.1 Strong
Israel 8 78.6 4.7 Globalisers
Korea a 701 4.6
Indonasia 10 65.7 3.0
Chile 10 865.7 8.9
Mexico 11 61.4 3.0
Poland - 12 54 .1 5.9 2.8%
Venezuela 13 54.0 1.3
Russian Federgtion 14 52.2 -4.8 Moderate
South Africa 15 51.8 2.7 Globalisers
Turkey -~ 16 49.9 3.3
China 17 49.0 Q.9
Eqgypt 18 49.0 4.9
Colombia | 19 38.8 3.3
Peru 20 32.8 6.0 5.3%
Argentina 21 26.1 4.1
India 22 24.9 6.9 Passive
Brazil / 23 19.2 32 Globallsers
Average 85.4 4.0
Source: Calculated from World Bank, 2000 b.

The level of globalization in the South African economy for the period 1980 to 2000

1s shown in Figure 3.8.

Figure 3.8 — Level of Globalization in South Africa

Source: Loots, E. (2001)
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From the figure 3.8 it is evident that, after a period of stagnation during the 1980s,
South Africa started to participate in the global economy from 1992. The minor
declines in the globalization trend in 1998 are due to a major FDI outflow and the
2000 decline due to large portfolio outflows. In general a fairly strong correlation
exists between the level of globalization and economic growth for the period 1990-
2000. As South Africa re-entered the international economy in 1990, a number of
South African companies expanded to become TNC’s. The gradual relaxation of
exchange control also permitted companies and individuals to invest a large

proportion of funds abroad (Smith, 2001).

From the preceding discussion of the process of globalization it is evident that this
phenomenon is more complex in nature than was originally thought. The concept of
globalization is a very wide one and can include the fields of economics, politics,
society and culture. However, the driving forces behind economic globalization
include the reduction in transport and communication costs, technological
advancement and the liberalization of trade and investment. Economic globalization
therefore manifests itself in the increasing involvement of nations in international
trade, finance and investment. Although advances in world trade and FDI attract
attention, the liberalization of financial markets has expanded at spectacular rates.
However, judging from the world economic growth during the past three decades, the
process of globalization is a very uneven process with a relatively small number of

countries benefiting from this process (Loots, 2002).

¢ Role of Customs in Trade Facilitation

Customs is a mandatory element in the movement of goods across borders and the
procedures applied to these goods significantly influence the role of national industry
in international trade and their contribution to national economy. Effective and
efficient clearance of goods increases the participation of national industry in the
global marketplace and contributes significantly to the economic competitiveness of
nations, encourages investment and development of industry and increases the
participation of small and medium enterprises in international trade (WCO, 2002).

Figure 3.9 gives a glimpse of the trading activity in South Africa at a point in time.
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Figure: 3.9 — SARS Operational Statistics

OPFERATIONAL STATIS0H S
The following tables highlight the growing volumes of trade in 19929 and 2000,

Foral value of mnproris and exports Tseal veanrs:

JANUARY 1999 to DECEMBER 1999 JAMUARY 2000 to DECEMBER 2000
IMPORTS EXPORTS IMPORTS EXPORTS

Ri46 328 304 395 R165 645 022 029 R186 476 474 495 R210 512 684 657

Tatal mwmber of transaetions:

1999 2000
IMPORTS EXPORTS IMPORTS EXPORTS

I 433 994 1 129 307 1462 611 1 152 884

Forad value of SADC tmports and exports caleadar year 2000

| R2 184 581 755 R24 107 849 185 |

Foatad value of Lavopess Union imporis aosl exporis ealeadar vear 2000

| R67 166 176 382 R57 934 5406 342

Source: SARS, 2001

Modem trading practices make it essential for administrations to provide simple,
predictable and efficient Customs procedures for the clearance of goods and
movement of people while simultaneously tackling increasingly complicated national
and international requirements to ensure compliance with national laws, international
agreements and meeting security challenges (WCO, 2002). In the current international
business environment simple, predictable and cost-effective formalities for cross
border movement of goods has been gaining increased focus since this has become
central to increasing economic growth through national participation in international
trade. The volumes of goods that move across borders have increased exponentially
due to changes in the international trading environment stemming from the global
integration of modern production and delivery systems as well as from new forms of

electronic commerce (WCO, 2002).

Global efforts in the last decade to enhance transparency in international trade and
reduction of tariff barriers have had significant results. Attention of governments and
other agencies is now focused on non-tariff barriers and their impact on national

economies and trade (WCO, 2002).

97



o Attractiveness of the Global Market

The implications for exporters is the overall attractiveness of a country as a market for
the long-term benefits of doing business in that country against the likely costs and
risks associated with the political system, economic and legal environment (Hill,
2002). Thus the monetary benefits associated with size and the purchasing power of
that market and the sophistication of the country’s infrastructure and supporting
business must be taken into consideration when deciding to import and export.
Generally the cost and risks associated with importing and exporting are typically

lower in economically advanced and politically stable democratic countries.

Barriers to international trade that underlie the move towards globalisation of free
trade of goods, services and capital may take the form of high tariffs (Specific tariffs
and Ad valorem tariffs) on imports of manufactured goods. These tariff barriers is
seen as protecting domestic industries from foreign competition, however advanced
industrial nations have committed to themselves to removing trade barriers for the

free flow of goods, services and capital between nations (Hill, 2002).

This goal was enshrined in the General Agreement on Tariff and Trade (GATT)
treaty. The Uruguay Round of negotiations completed in December 1993 further
reduced trade barriers that extended GATT to cover enhanced protection for patents,

trademarks and copyrights (Hill, 2002).

The World Trade Organisation (WTO) was founded in 1994 to police the world
trading system established by GATT. The WTO arbitrates trade disputes between 120
countries that are signatories to the GATT. The WTO can issue rulings instructing

member countries to change trade policies that violate GATT regulations.
Should there be a refusal by violating countries to comply with the rulings, the WTO

allows other countries to impose appropriate trade sanctions on such transgressors.

WTO promoting free trade in place of protectionism (Hill, 2002).
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¢ Linking into international initiatives through co-operation with other

organizations and business partners

Current international focus on trade facilitation issues consequent to its inclusion in
the WTQ's Doha Ministerial Declaration had increased the awareness of its role in

contributing to economic prosperity through trade competitiveness.

The WCO has noted the complimentary nature of its activities with that of the WTO.
To this end the WCO works closely with other intergovernmental organizations such
as the WTO, World Bank, UNCTAD, UNECE, and others as well as with
organizations such as the ICC and others that represent business interests in

developing its Conventions, instruments and programmes to simplify and standardize

Customs practices (WCO, 2003).

e Export Processing Zones

A central feature of the World Bank strategy is export-led growth to replace inward
looking development strategies. Policies of import substitution are increasingly
replaced by export promotion and South Africa is following this global pattern. It is in
this context that the establishment of Export Processing Zones (“EPZ’s™) is being
undertaken (Deloitte & Touche, 2002).

Such EPZ’s are not a new phenomenon as they date back to the 1960s when they were
introduced in developing countries as part of export oriented industrialisation

strategies to make countries more internationally competitive (Deloitte & Touche,
2002).

e Economic Benefits of Exports to a Company
Strengthening and supporting the organization - Exports provides an opportunity
for a company to move into a nation that is currently unreserved by its rivals, however

those rivals are sure to follow their competitors gain and advantage. The globalisation

of firms provides an opportunity for firms to source goods and services from locations
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around the globe and to take advantage of national differences to improve cost and

quality of production thus competing more effectively (Deloitte & Touche, 2002).

Stimulates research and innovation, thereby enhancing its ability to share in the

development and supply of goods to meet its objective and international
requirements - Exports provide an opportunity for companies to gain exposure to
best-demonstrated practices in the global world. This encourages research and
development work on technological developments in communications, information
processing and production techniques. The developments in these areas may be used
to improve or enhance local products and bring about efficiencies in operational

techniques (Deloitte & Touche, 2002).

South African exporters will be able to use this international exposure to promote and

improve the research and technological capabilities in local strategic industries.

Stimulation of productivity, exports and economic growth - Exports provide
opportunity for companies to gain access into alternative markets as the domestic
companies supplying same goods saturate local environment. Exports provide
companies an alternative market in the international environment to sell its goods and
services. This stimulates the companies’ productive capacities to meet export
volumes. The foreign earnings can be used to improve business performance or
alternatively reward employees. This will have a positive net effect on the economy as
a whole as companies will develop the expertise to develop a strong position at the
buyers end and to further develops this special relationship to produce specific

products for export markets (Deloitte & Touche, 2002).

Globally focused, exports enables companies to acquire advanced knowledge and
experience which will allow the industry to price its products realistically and
enter into strategic business relationships - South African Exporters need to take
cognizance of the fact that the Product, Price and Performance of the export
commodity in the global market will contribute to attaining an effective export pricing
strategy and future recurring business opportunities. South African exporters must

give attention to detail to the following criteria in order to be effective in this regard

(Deloitte & Touche, 2002):
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¢ International accepted quality standards and after sales services;
e Technical details of the product;

e The design, packaging and layout;

e Environmental friendly factors; and

e Continuity of suppliers and delivery schedules.

Exports give companies the opportunity to display their capability to successfully
address commercialisation from both technical and other business aspects -
Exports build a positive vision for companies to build capacity and employ new
technologies for the future for the success of their business. This requires that these
ideas move rapidly to the market to encourage growth, create new jobs and strengthen
company performance. These technology initiatives are likely to strengthen
manufacturing bases, expand employee involvement and create greater participation
of employees. Companies will therefore strive to continuously to improve their
product and process technology, increase Research and Development investments,
provide accredited training, and forge better relationships with suppliers and
customers. This encourages faster turnaround times in delivering products to the

international market (Deloitte & Touche, 2002).

3.6.2 POLITICAL

The political component are those elements related to governmental affairs e.g. type
of government in existence, governmental attitude towards various industries,
lobbying efforts by interest groups, progress towards the passage of laws, platform of
political parties and sometimes predispositions of certain candidates. The direction
and stability of political factors is a major consideration for potential investors in
formulating potential market entry strategies. Political constraints are placed on

industries very often through government regulations.

> Southern African Leaders sign new Customs Deal

In early 2003, leaders of the five-country Southern African Customs Union (SACU)

signed an Accord in Gaberone, Botswana to simplify customs tariffs and allow shared

96136
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decision-making. This follows an agreement reached late last year on trade issues
within SACU, which links South Africa, Botswana, Lesotho, Namibia and Swaziland
in a common customs body. Presidents Festus Mogae of Botswana, Sam Nujoma of
Namibia, Thabo Mbeki of South Africa, Lesotho Prime Minister Phakalitha Mosisili
and King Mswati III of Swaziland signed the deal (Nampa, 2003).

Mbeki said the accord should act as a development model to the rest of the continent,
(Nampa, 2003), "The agreement that we have just signed is very important,” he said at
a media briefing after the signing ceremony. "It will give the less developed countries
the power to impose particular tariffs so that their industries would not be strangled

n

by ones.” Mogae described the agreement as "an appropriate vehicle for southern
Africa's future of sustained economic growth and development”. He added: "One of
the challenges facing SACU is to encourage the development of the less advanced

members of the customs union and the diversification of their economies.”

"This agreement will indeed strengthen the cohesion of the longest-existing customs
union in the world, by involving all member states in key decision-making processes,"

a statement from the Namibian Finance Ministry, (Nampa, 2003).

> International Affairs — US Customs Partnership with Africa

A major concern of the United States is the diversity of criminal activity originating
from the African countries that pose a significant threat to U.S. borders. The U.S.
Customs Service, in partnership with other U.S. government agencies, continues to
support the efforts of African governments through training and resources to combat

transactional crime. The goals and benefits (USC, 2001):

» Enhance interdiction capabilities through training and assistance programs
with the ultimate aim of dismantling the Major criminal organizations and
illicit activities operating within the region;

e Deter the proliferation of small arms which pose a major threat to

development, political and economic stability, civil liberties and human

lives;
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e Assist African nations in improving their air navigation services, aviation
safety and airport security;

e Improve the process, procedures and performance of the agencies
responsible for inspecting cargo and persons at the border; and

e Provide training to combat illegal textile transhipments.

» New international Convention to facilitate mutual assistance between the

world’s Customs administrations is adopted by WCO Council

Directors General of Customs from around the world attending the annual WCO
Council meeting in Brussels in 2002 adopted a new international Convention on
Mutual Administrative Assistance by Customs Administrations. This follows a year
of intensive multi-lateral discussions within the framework of the WCO’s Task Force
on Supply Chain Security and Facilitation of international trade that was established
last June as a response to requests by G8 and the International Maritime Organization
concerning the possibility of international trade consignments being used to deliver

weapons of mass destruction (WCQO, 2002).

In this respect the new Convention specifically provides for the exchange of
information in advance of the shipment of goods and mutual cooperation that may
involve modern forms of customs investigative techniques. It will also assist Customs
administrations to co-operate with respect to concerning cross-border crime, revenue
fraud and economic security. In doing so it will provide a legal basis for the exchange

of information and mechanisms for dealing with requests for assistance between

Contracting Parties (WCO, 2003).

3.6.3 LEGAL

The legal component, which consists of legislations that has been passed and that
need to be passed. It comprises of all those laws that prescribe rules that members of

society need to follow.
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» Bilateral and Multilateral Trade Agreements

The lowering of barriers to international trade enables importers and exporters to gain

access to world markets, rather than a single country, as their market.

In the spirit of global reconciliation some countries have entered into preferential
trade agreements with South Africa. These trade agreements provides an opportunity
for South African companies to import and export their goods at a competitive price
under the below mentioned trade agreements. Thus local South African companies
can compete favourably with other international companies manufacturing and

exporting similar products (Deloitte & Touche, 2002).

To qualify for the maximum benefits under the trade agreements, requires South
African importers and exporters to strictly adhere to the “Rules of Origin” compliance

criteria in the respective agreements.
- SA/EU Free Trade Agreement

The establishment of the free trade area will strengthen the relationship between
South Africa and Europe as preferred trading partners. This agreement allows for
South African products to gain access to the European market and also for European
products to gain access to the South African market on improved terms. This
agreement will increase investment flows between the countries. Trade between South

Africa and the European Union is estimated to be at least 18 billion Euros a year
(Deloitte & Touche, 2002).

- SADC

The Southern African Development Community (“SADC”) Protocol on Trade, signed
in August 1996, was entered into force on 25 January 2000 after ratification by two-
thirds of the signatory Member States (Deloitte & Touche, 2002). The Amendment
Protocol on Trade was adopted by the SADC Summit of Heads of State and entered

into force on 7 August 2000. This Amendment Protocol consolidated all the recent
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negotiations that were aimed at reviewing and strengthening some of the provisions of

the 1996 Protocol. It incorporates (Deloitte & Touche, 2002):

e The revised rules of origin.

e A regulation on mutual assistance and cooperation in Customs matters.

e The new dispute settlement mechanism and the arrangements for market
access and cooperation in the sugar sector.

e Provision is also made for the CMT to amend existing Annexes of the
Protocol and include new Annexes. This will allow for flexibility when

implementing the Protocol.

AGOA

The African Growth and Opportunity Act (“AGOA”) came into law on May 18, 2000.
The Act offers tangible incentives for African countries to continue their efforts to

open their economies and build free markets in their respective country (Deloitte &

Touche, 2002).

AGOA provides reforming African countries with the most liberal access to the
United States of America’s market. This market is available to any country or region
with which the United States does not have a Free Trade Agreement. It supports U.S.
business by encouraging reform of Africa’s economic and commercial regimes, which
will build stronger markets and more effective partners for U.S. firms (Deloitte &

Touche, 2002).

The AGOA builds on existing U.S. programs designed to increase trade and
investment between the United States and developing countries. AGOA expands
benefits available under the Generalized System of Preferences (“GSP”) program

(Deloitte & Touche, 2002).
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> Voluntary Export Restraint

This is a quota imposed by the exporting country, on request by the importing
country’s government. This is an alternative to the importing country imposition
severe punitive tariffs or import quotas. This is extensively published in the South

African List of Prohibited and Restricted Exports (Hill, 2002).
» Anti-dumping and Countervailing Policies

South African importers need to be warned that this is an area that is gaining
increasing awareness in terms of South Africa levelling the playing fields to protect
its local businesses. When a company imports goods from a foreign market at below
the cost of production or when selling goods locally, which are well below the fair
market value, this is regarded as dumping. Anti-dumping policies is designed to
punish firms that engage in dumping (Hill, 2002). An investigation is undertaken by
the International Trade and Administration Commission previously referred to as the
Board of Tariff and Trade and special tariffs are imposed on such imports (Hill,

2002).
» Organisation for Economic Co-operation and Development (OECD)

In this forum the relevant international and regional intergovernmental institutions
mobilizes its participatory resources to deal with complex trade policy and trade
competitiveness issues. This institution provides a mechanism where countries
collaborate in formulating and implementing trade development strategies. This
provides an opportunity for developing countries to strengthen trade policies that will
enable developing countries to increase the volume in exports and to diversify export

products in foreign markets (Hill, 2002).
> Paris Convention for the Protection of Intellectual Property

There are 96 signatories to this international agreement to protect intellectual property
rights. This allows governments to ensure that intellectual property rights are

protected and the law is enforced (Hill, 2002).
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> Product Safety Laws

Some countries enforce product safety laws, which sets certain safety standards to
which products must adhere. These laws are designed to hold companies and its
members responsible when a product causes injury, death or damage. This may lead

to both criminal and civil liability (Hill, 2002).

» WCO Instruments and Programmes - Customs Procedures and Trade

Facilitation (The Revised Kyoto Convention)

The International Convention on the Simplification and Harmonization of Customs
procedures (Kyoto Convention) entered into force in 1974 and was revised and
updated to ensure that it meets the current demands of governments and international
trade. The WCO Council adopted the revised Kyoto Convention in June 1999 as the
blueprint for modern and efficient Customs procedures in the 21% century (WCO,

2003).

Once implemented widely, it will provide international commerce with the
predictability and efficiency that modern trade requires. Chief among the new
governing principles of the Kyoto Convention is the commitment by Customs
administrations to provide transparency and predictability for all those involved in

aspects of international trade (WCO, 2003).

The revised Kyoto Convention promotes trade facilitation and effective controls
through its legal provisions that detail the application of simple yet efficient
procedures. The revised Convention also contains new and obligatory rules for its
application, which all Contracting Parties must accept without reservation. The key
elements within the revised Kyoto Convention to be applied by modern Customs

administrations are (WCO, 2003):

e the use of pre-arrival information to drive programmes of selectivity;

107



e risk management techniques (including risk assessment and selectivity of
controls);

e the maximum use of automated systems;

e co-ordinated interventions with other agencies;

e making information on Customs requirements, laws, rules and regulations
easily available;

e providing a system of appeals in Customs matters; and

e formal consultative relationships with the trade.

> Supply Chain Security

Purpose - International traders are aware of the legal responsibilities and
requirements of Customs and other competent authorities and accept their consequent
interventions in trade operations. Both Customs and trade recognize that co-operative
programmes can go beyond legal obligations to reach mutually beneficial, jointly
developed and accepted objectives, in order to achieve supply chain security and

enhance facilitation (CCC, 2003).

Objectives - In pursuing the main purpose of the co-operative agreements, a number

of objectives emerged. The co-operative agreements should (CCC, 2003):

1).  Be based upon an integrated supply chain management approach.
ii).  Be documented and contain verifiable processes.
u1).  Serve as the foundation for further development of effective and efficient
supply chain management.
v). Include an effective means of providing measurable facilitation for

international trade.

Roles & Responsibilities Of Partners - Customs and business partners should seek
to jointly improve the security of the international trade supply chain. Customs
Administrations are responsible for enforcing national and international laws. Within

the context of supply chain security, this responsibility extends to the following
(CCC, 2003):
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(a) Controls and interventions should be based upon the principles of risk
management.

(b) Consultations with trade on supply chain security, including where
possible, feedback on business performance/compliance.

(c) A system whereby trader co-operation is recognized, and where
appropriate, a mechanism for rewarding such co-operation is established.

(d) The efficient use of existing commercial systems.

All economic operators (i.e. manufacturers, importers, exporters, brokers, carriers,
consolidators, intermediaries, ports, airports, terminal operators, integrated operators,
warehouses, distributors) should be responsible for maintaining a reasonable degree
of control over the goods and information in their care to protect against illegal
activities in the trade supply chain. Within the context of supply chain security,

business responsibilities include (CCC, 2003):

(a) Ensuring security management arrangements are established within the
company.

(b) Working with other economic operators/business partners involved in the
supply chain to improve overall security and facilitation standards, and
where possible include equivalent security provisions as a condition of

contract, for contractors/suppliers providing services.

Recommended Components Of Partnership Agreements - National partnership
agreements should be based upon the existing WCO Memorandum of Understanding
(MOU) approach, enhanced and strengthened to cover specific security and
facilitation purposes (CCC, 2003). For each sector of the supply chain, as a minimum,
partnership agreements should address basic security standards and potential business
benefits. Conditions and/or Undertakings that may be required, as essential elements
of such agreements should be developed taking into account existing security

initiatives and programs (CCC, 2003).

1. Basic Procedural Security Measures: The following procedural measures

are designed to protect against the unauthorized entry into or removal of goods from

the supply chain (CCC, 2003).
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(a) The recorded and verifiable introduction of goods into the supply chain.

(b) The recorded and verifiable removal of goods from the supply chain.

(c) The security of goods at all points throughout the supply chain, from
introduction to removal.

(d) The proper identification, recording and documentation of goods, and
safeguarding the access to and integrity of the information.

(e) The appropriate use and verification of seals.

(f) Procedures for notifying Customs and other law enforcement agencies in
cases where discrepancies, anomalies or illegal activities are detected or

suspected. Customs should assist business in identifying these.

2.  Basic Physical Security Measures - Security measures for the international
trade supply chain must extend beyond the goods themselves. Security should
include the locations where those goods pass through and to the conveyances
that carry them. Physical security measures for these areas should include (CCC,

2003):

(a) The use of secure premises and practices.

(b) The use of access control points and the identification of all
employees, visitors, and contractors.

(c) Where appropriate and feasible, the segregation and marking of all
international, domestic, and dangerous goods.

(d) The security of conveyances.

3. Basic Employee Security Measures - Within the bounds of national legislation,

all persons that deal directly with the supply chain, or have connection with it,

should be subject to (CCC, 2003):

(a) Employee screening.
(b) Periodic background checks.
(c) Application verifications.

(d) Participation in security awareness and training programs.
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4. Other Security Measures - In addition, partners in the agreement should (CCC,
2003):

(a) Implement security awareness and training programs, jointly wherever
possible.

(b) Encourage active participation in supply chain security.

5.  Consultation - Policy and strategy decisions on trade consultation should be
negotiated and managed at the national level. However, national strategy should
provide a mechanism for Customs/business consultation at the local level. Such
consultations at individual port/airport level create a valuable network of

personal contacts, beneficial to both trade and Customs (CCC, 2003).

The most basic form of co-operation is the establishment of a regular consultation
procedure between Customs and representatives of trade interests based in that
country. This can take place at national, local and individual level. At the international
level, the WCO will continue as a principal forum on security and facilitation for

consultation between Customs administrations, business and other international

bodies (CCC, 2003).

In many countries there are national trade associations representing the parties
involved in international trade. If there are no such associations, often several large
organizations exist which cover the majority of international transactions.
Consultations with these associations or organizations will bring together
representatives of the major organizations involved in international trade on whom

Customs procedures and concerns impact. These may include (CCC, 2003):

(a) Manufacturers

(b) Importers

(c) Exporters

(d) Agents and Brokers
(e) Carriers

(f) Consolidators

(g) Intermediaries
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(h) Ports and Airports

(1) Terminal Operators
() Integrated Operators
(k) Warehouse Operators
(1) Distributors

The aim of such consultation is to (CCC, 2003):

(a) Establish Customs and trade priorities, aims and objectives.

(b) Provide a better understanding of business requirements and procedures,
and a mechanism for informing the partners of changes in such
requirements/priorities.

(c¢) Provide the opportunity to facilitate the movement, release and clearance
of “low risk” consignments.

(d) Agree specific trade benefits to be derived from participation in supply
chain security.

(e) Promote increased co-operation between Customs and trade.

(f) Promote programmes aimed at improving Customs and trade risk
assessment capability.

(g) Provide the opportunity to contribute to new systems and procedures.

(h) Provide a forum where business objectives can be discussed and where
problems and concerns can be resolved.

(1) Establish a network of contacts between Customs and trade, including

where appropriate designated points of contact.

> Authorized Trader Concept

Through implementation and use of a risk management programme, Customs can
determine which goods and which traders are generally in compliance with Customs
law and thus pose a low risk for control purposes. These traders can then be approved
for special or “fast track” procedures that require little intervention by Customs for
the release and clearance of their goods. Such traders are referred to as “authorized

persons” as noted in the revised Kyoto Convention (WCO, 2003).
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Special procedures are beneficial for both Customs and the trade. They facilitate the
movement of goods, encourage compliance with Customs rules and enable more
effective use of resources. They also promote the modermn concept of a partnership
between Customs, and all other parties engaged in an international trade transaction.
Customs should consult regularly with the various parties involved to ensure that once
special procedures have been introduced, the optimum benefits are realized for all the

trade partners, including Customs (WCO, 2003).

The criteria and conditions for this authorization should be developed by Customs
through the consultative process with the trading community. Any trader can apply
for approval to use the special procedures. Once Customs agrees that a trader meets
the criteria that have been identified as necessary to ensure the trader’s compliance
with Customs law, they will authorize the trader (WCQ, 2003). The authorization will
indicate the obligations of the authorized person concerning the use of a special

procedure.

Authorization arrangements could be extended, with benefit to both security and
facilitation, by the concept of an Authorized Supply Chain, in which participants in an
international trade transaction have been approved by Customs as observing specified
standards in the secure handling of goods and relevant information (WCO, 2003).
Consignments passing from origin to destination entirely within a chain of authorized
operators would benefit from integrated simplified procedures, based on standard

control data.

Bringing such a concept into practical operation would require a set of agreed
standards and facilities for effecting and monitoring authorizations as well as mutual

recognition of all these arrangements (WCQO, 2003).

Efforts by trade interests to meet such criteria on a voluntary basis can be encouraged,
if they are recognized as authorized by another administration. WCO Members should

pursue negotiations in order to allow the mutual recognition of authorized traders
(WCO, 2003).
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> Partnership

To the extent that Customs can rely on its partners in the trade community to evaluate
and address threats to their own supply chains, the risk confronting Customs 1is
reduced. Therefore, companies that demonstrate a verifiable willingness to enhance
supply chain security will benefit. Minimizing risk in this way helps Customs in

performing their security functions, and in facilitating legitimate trade (WCO, 2003).

3.6.4 SOCIAL ISSUES

The social component describes factors / characteristics of the society in which the
organisation exists. Literacy rates, educational levels, customs beliefs, values,
lifestyle, age, geographic distribution, and mobility of a population are part of the

social environment. Changes in this aspect are inevitable.

Sometimes differing practices of human rights violation, relaxed labour, relaxed
environmental regulation and corruption in some countries needs to be taken into
account when deciding to export. The decision not to export to such countries displays
the commitment of sovereign nations voicing their objections to practices that
infringes on ethical issues and it is a form of displaying unity of strength against

unacceptable practices.

3.6.5 TECHNOLOGY

The technological component includes new approaches to producing goods and

services, new procedures as well as new equipment.

Accelerating technology change is outpacing government acquisition. At the start of
the new millennium, e-Government’s rapid rise to global prominence coincides with
an unprecedented acceleration of technological evolution (Deloitte, 2002). Where, not
long ago, mainframe systems gave way to client/server architecture, portals, wireless
devices and remote application hosting are now the new vanguard of innovation. Just
as each new generation of technology appears more quickly, its predecessors fall

more rapidly into obsolescence (Deloitte, 2002). Thus, governments locked into
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drawn-out procurement cycles and inflexible partnering agreements stand to lose

when it comes to having sound options for the future (Deloitte, 2002).

The public sector recognizes that its constituents have experienced ease of
information access within the private sector, and now constituents are demanding the
same type service from governments. At the same time, tight IT budgets have forced
governments to develop more efficient processes to lower costs and to more
effectively provide services or face competition from the private sector. In addition,
technical vulnerability has raised new security concerns (Deloitte, 2002). Governance
structures, portals, personalization, single sign-on, business process reengineering,
organizational change and integration tools can provide capabilities that answer
emerging challenges, but putting these to use requires creative responses to resource

limits (Deloitte, 2002).

- Trends in public sector investments

There are six trends that are driving public sector investments (Deloitte, 2002):

1. Greater demand for services: For most governments worldwide, the number of
constituents are growing rapidly and services capability must expand to match
this growth.

ii. Push towards greater connectivity: New capabilities are creating a push to
connect government systems directly to citizens, employees and vendors.

1il. Improved public service through technology: Opportunities are now available
to integrate data and processes, while reducing costs and improving services.
The use of technology to facilitate public service has grown tremendously.
Greater technical aspects of service in the public sector are growing, with
delivery of mobile computing, distributed education (‘“e-learning”) and
research capability.

1v. Increased collaboration with the private sector: Often developed through
experiences with the private sector, constituent expectations are growing and
must be met:

« Citizens are demanding greater access, including online availability

and around the-clock service.
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* Constituents express the need for easier-to-use interfaces and more
context driven experiences.

* Where governments allow it, there is a growing option of
privatization that must be addressed.

V. Need for economic development: Technology has reduced the advantage
geographic location and firms are leaving major cities in search of cheaper
estate. Thus, there is an increased need within specific localities to attract
retain businesses and residents.

V1. Enhanced security requirements: Of course, governments have always been
charged with maintaining security, and both political unrest and new
technologies have heightened concerns in this area. Public sector officials
have an increased interest in using information technology (IT) to help assure
public safety, and they are more focused than ever on protecting IT systems in

the face of new threats (often from other technologies).

- Moving forward: Five necessary capabilities

Analyses reveal five capabilities that seem to be required as the public sector moves
forward: ease-of-use, efficiency, personalization, security and accessibility (Deloitte,
2002). Each of these capabilities, there are specific technologies or clusters of

technologies that promise to make a difference in the mid-term.

3.7 COMPETITOR ANALYSIS

“The state of competition in an industry is a composite of the five competitive forces” — Michael
Porter.

As global trade expands, nations are becoming increasingly dependent on each other
for important goods and services. Globalization can significantly boast economic
growth but not all developing countries are equally engaged in globalization or
benefiting from it as they have been rather slow in integrating with the world

economy.

For exporting countries, the main benefit is the increased access of their producers to

larger international markets and this results in stronger competition in world markets.
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> Economic Performance

The positive contribution of exports to South Africa’s economic performance is
envisaged to allow the South African government to negotiate (Deloitte &Touche,

2002):

e Decrease Company Taxes
e Reduce Personal Taxes

e Reduce Regulation

e Reduce Spending

¢ Bring Business to SA

e Provide better social benefits

> Economic Variables

e Economic indicators paint a challenge to the South African.
e Real Growth Rate (GDP) is slowing down.
e Per Capita (GDP) is still far below R 36 000.00 per annum.

¢ Unemployment Rate is ever increasing (Deloitte &Touche, 2002).

Figure: 3.10 — GDP Growth Rates

Year Nominal Real Growth Nominal
GDP Rate GDP
(Million) (GDP) per Capita
Rand
1995 R 548 100 31 R 13920
1996 R 617 954 43 R 15 368
1997 R 685 730 2.6 R 16 699
1998 | R 739 504 0.8 R 17 634
1999 | R 802 840 2.1 R 18 746
2000 | R 887795 34 R 20323
2001 R 975 196 Pl R 21 889

Source: Deloitte & Touche, 2002
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Figure: 3.11 — Unemployment Rate

Year Unemployment Rate
1997 2%

1998
1999
Feb 2000
Sept 2000
Feb 2001
Sept 2001

Source: Deloitte & Touche, 2002

Figure 3.12 - Consumer Price Index

Source: Deloitte & Touche, 2002

» THE ROLE OF CUSTOMS IN THE PRESENT SCENARIO

The present scenario for Customs shows an unstoppable development of electronic
commerce and e-business, both in its “business-to-consumer” form and, mainly, in its
business-to-business modality (WCO, 2003). The set of transactions and procedures
ruling production, commercial, logistics, administrative and financial activities is
mainly based on the widespread use of ICT. The availability of adequate “trade
facilitations” is therefore a pillar of foreign trade and international competitiveness
within all companies and countries. In such a framework, the competitive benefits

offered by the information technology become ever more important (WCO, 2003).
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The increasing liberalization of trade leads to a pressing demand for simplification
and harmonization of customs procedures and policies by economic traders (WCO,
2003). The liberalization of trade and the computerization of customs operations form
the main elements of a “virtuous circle” in the development of national economies

and global trade at the same time (WCO, 2003).

In the light of the above, customs administrations can no longer delay reviewing the
role and organization model of customs. Reshaping the present customs procedures to
meet the needs of online exchange of information is not enough in itself, as the
adjustment to a continuously evolving environment involves not only Customs. This
becomes clear when one thinks that customs clearance calls for co-operation with
other agencies and administrations in charge of surveillance and controls on currency,
health, veterinary issues, police activities and agricultural policy (WCO, 2003).
Hence, if one of the parties in the exchange of information on goods circulation
breaks the computerized chain, most of the underlying benefits are jeopardized.
Therefore, the “single window” approach is included again, in a more or less obvious

way, in every transnational project, such as E-EUROPE (WCO, 2003).

Customs administrations will have to combine different needs and to foresee the co-
operation of several agencies and administrations in order to adjust the existing
facilities and procedures to a fully computerized scenario. Despite its leading role,
technology innovation should be accompanied by the re-engineering of service
processes, of the related relevant activities and also by the subsequent provisions

necessary to support all agencies and administrations involved (WCO, 2003).

3.8 INTERNAL ANALYSIS

A scan of the internal and external environment is an important part of the strategic
planning process. The SWOT analysis provides information that is helpful in
matching the firm's resources and capabilities to the competitive environment in

which it operates. As such, it is instrumental in strategy formulation and selection.

The introduction of far-reaching tax reforms and the increased integration of the

national economy into the international trading system have dramatically changed the
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landscape in which the SARS operates. During the year 2000, SARS implemented
significant reforms in revenue collection and customs administration. In part, this was
to deal effectively with weaknesses and operational inefficiency in the organization.
More importantly, it was to better place the organization in a position to implement
effectively policies and programmes introduced by the Government, specifically the

National Treasury and the Department of Trade and Industry.

The reforms were driven by the need to modernize the organization taking account of
a rapidly changing economic and policy environment, both internationally and
domestically. Although there is still a great deal to be done, solid and measurable

progress has been achieved.

The SARS Transformation Programme is by far the most radical and ambitious
change strategy in the history of revenue administration in South Africa. Key
elements of the strategy are process re-engineering; concentration of scarce resources;

service delivery and risk responsiveness in all areas of SARS business.

3.8.1 SWOT ANALYSIS

A profile of the strengths, weaknesses, opportunities, and threats is generated by

means of a SWOT analysis.
3.8.1.1 STRENGTHS

Revenue collection by SARS amounted to R219, 6 billion in 2000/01, exceeding the
revised revenue target of R215, 5 billion by R4, 1 billion, and the printed target of
R212, 2 billion by R7, 4 billion. The effect was to bring down the budget deficit to 1,9

percent, reducing the levels of borrowing and cost of servicing the national debt

(SARS, 2002).

Revenue collected from taxes on international trade and transactions has increased at
an annual average rate of 13,2 percent between 1997/98 and 2000/1. This growth in
revenue is accounted for by the country’s increasing integration into the international

trading system and significant improvements in customs administration (SARS,
2002).
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» Customs Duty

In 2000/01 customs duty collected amounted to R7, 844 billion, which is RI, 544
billion higher than the printed estimate. The value of imports increased in 2000/01 by
28,8 percent as opposed to a growth of 3,3 percent in the previous year (SARS, 2002).
The duty collections correlate with the growth in the value of imports. Customs duty
collections benefited from the depreciation of the Rand against the currencies of other

major trading partners (SARS, 2002). Figure 3.13 reflects the phenomenal revenue
collections of the SARS.

Figure 3.13 — SARS Revenue Collection Trends

Revenue Collections
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» Customs Quality Management Systems

The division has also embarked on the implementation of a Quality Management
System. This will ensure that all key processes and procedures are properly defined
and documented and that they are standardized throughout the country and also
conform to international best practices. It is envisaged that full implementation will

prepare the division for ISO 9000 certification (SARS, 2002).
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> Strategic Relationships / Partnerships

There has been a dramatic improvement in relationships with the business community
and organized labour in recent years (SARS, 2002). This is the result of better
communication and the invitation of these key stakeholders to customs workshops in
the past two years. The division also consulted all business stakeholders to capture
their expectations of a world-class customs organization in November 2000. The
views of business and labour were taken into account in building the SARS Customs
strategic plan. Other meetings have been with individual organizations including

(SARS, 2002):

e South African Association of Freight Forwarders (SAAFF);

e Road Freight Association;

e Customs Law Enforcement Task Group (CLETG);

e South African Chamber of Business (SACOB);

e Clothing Federation (Clofed);

e Textile Federation (Texfed);

e South African Clothing and Textile Workers Union (SACTWU).

This has resulted in a closer Customs / Business and Customs / Labour Partnerships.

Co-operation with government departments whose mandates have a direct impact on
customs administration was also improved. Despite many hitches the regular contacts
with the Border Police Division of the South African Police have been maintained.
There has also been closer co-operation with the Department of Trade and Industry in
the development of trade policy, especially its translation into administration, and

therefore customs policy (SARS, 2002).

SARS actively participated in the meetings of all the SACU, SADC, and WCO taking
place in the region. It also took the initiative to organize the Regional Heads of
Customs Administration Summit attended by nine countries in November 2000
(SARS, 2002). This has laid a firm basis for regional co-operation in customs
administration that is critical for the successful implementation of regional and

bilateral trade agreements. SARS and the Zambia Revenue Authority were also
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appointed as the regional representatives in the Ad Hoc Committee on the Reform of

the World Customs Organization structures (SARS, 2002).
3.8.1.2 WEAKNESSES

Growing backlogs in the processing of transactions, staff training, policy
development, and border infrastructure, including staff accommodation, office space,
amenities, and equipment.... This effectively conceptualizes the environment under
which Customs has had to meet its objectives in recent times. The SARS landscape
has since changed rapidly with taxpayer, government, management and internal user
needs becoming more sophisticated. The SARS IT environment, although stable, does
not have the strength and maturity necessary to provide the kind of on-line, real time

service that is required by key stakeholders (SARS, 2001).

The SARS Technical Services Division (TSD) is addressing some risks that were
identified along the way and these areas have formed the basis for change. These are
listed as, lengthy applications development life cycle, inadequate management
controls, skills shortage and a deficient permanent management group. Certain IT
infrastructure, applications and strategies are outdated and do not support SARS’s

immediate business requirements (SARS, 2002).
3.8.1.3 OPPORTUNITIES

The implementation of free trade agreements is increasing the complexity of
administering the country’s trading regime. This means that our organization must
proceed apace with reforms in customs administration in order to facilitate trade

efficiently, while continuing to collect revenue effectively (SARS, 2001).

> Proposed Changes

In terms of the changes SARS will establish centralized processing, compliance and
service centres; while there will also be wide-ranging changes affecting Customs.
Audit, collections and criminal investigation activities will be concentrated in

Compliance Centres, allowing SARS to best use scarce resources and expertise and,
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more importantly, be able to develop a more integrated view of taxpayers (SARS,

2002).

Far-reaching changes are planned for Customs. An automated cargo manifest system
is being developed which will enable SARS to provide an electronic manifest
acquittal facility resulting in faster processing of entries submitted and reducing paper
administrative work (SARS, 2002). More importantly, it will enable SARS to improve

risk based targeting and eliminate unnecessary interventions.

The specifications of the system have been completed and enhancements are being
developed. A system to automate the control on goods removed in transit/bond, and
including real-time electronic acquittal and security re-instatement at approved places
of exit within specified time frames is also being developed (SARS, 2002). Policy
changes will be introduced to require road hauliers to license, lodge securities and
adhere to specific exit points and acquittal times. By implementing these changes

SARS will be able to exert more effective control of in-transit cargo (SARS, 2002).

A Warehouse Inventory Management System is being developed which will result in
a perpetual inventory system that will provide information on goods and duties within
bonded warehouses (SARS, 2002). This will effectively reduce the time staff needs to

spend on inspections, allowing SARS to focus on enforcement.

SARS introduced an Accredited Client Scheme, which provides for the accreditation
of importers, exporters, agents, road hauliers and bonded warehouses. Criteria will be
set and SARS believes clients who comply will enjoy improved service. The system,
however, will also allow SARS to eradicate unscrupulous operators (SARS, 2002). A
centralized registration and licensing system will be introduced which will improve
registration and licensing criteria and allow for electronic submission of application
forms (SARS, 2002). An electronic system for refunding duties will be developed
which will benefit operators through faster turn-around times on the issuing of refund

claims and will also reduce the risk of duplicate claims to SARS (SARS, 2002).
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» People Impact

Introducing a team-based approach to work has supported all these changes, shifting
the emphasis from administrative control to enforcement. Work teams throughout the
organization necessitated a change in organization structure and composition (SARS,
2002). Teaming offers increased development opportunities to employees and
strengthens the performance capacity of the organization. By introducing the concept
of work teams SARS believes it will enhance internal capacity, achieve greater

success in enforcement and create more meaningful jobs for employees (SARS,

2002).

> Partnership

SARS recognizes that it cannot achieve its aims without forming strategic
partnerships and alliances with key agencies and interest groups such as trade unions,
organized business, professional associations, other government departments and
international revenue and customs administrations (SARS, 2002). The continued
collaboration and healthy interaction between SARS’s policy departments and those
of fraternal government institutions such as the National Treasury and Trade and
Industry, will support the transformation in a more fundamental way. The strategic
plan for SARS is geared towards promoting these relationships in a mutually
beneficial way. Partnering with technology service providers is important to
developing leading edge business solutions for SARS (SARS, 2002). Opportunities
for partnering with Indian software houses, accredited tax agent, skills brokers and

academic and training institutions, among others, are currently being pursued by

SARS (SARS, 2002).

> Internal Controls and Good Governance
Management has introduced and will continue to introduce robust internal control

mechanisms to root out mismanagement and corruption while ensuring that

appropriate structures and systems are in place and operating effectively.
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3.8.14 THREATS

In many countries, rapid growth and surges in containerized trade are resulting in
severe congestion in marine terminals. This congestion can cause inefficiencies in the
processing and control of containers and is often responded to by relaxing / expediting
customs inspections in an attempt to clear backlogged cargo. These circumstances
create additional opportunities for unauthorized access to idle or misplaced cargo and
inspire cursory examinations of shipping documentation thus providing non-

compliant clients with substantial opportunities at relatively low risk.

In customs administrations, the measures taken have focused, among others on
combating commercial fraud, smuggling and the global trafficking of illicit drugs and
other dangerous substances. The SARS landscape has since changed rapidly with
taxpayer, government, management and internal user needs becoming more
sophisticated. The SARS IT environment, although stable, does not have the strength
and maturity necessary to provide the kind of on-line, real time service that is required

by key stakeholders.

Some transport analysts have identified South Africa’s ports as the ‘weakest link’ in
the overall logistic chain. There have been ongoing complaints about deep-seated lack
of competitiveness resulting in high costs and slow turnaround at key harbours.
Indeed there is overwhelming consensus that the extensive public investment in port
infrastructure does not provide an adequate return to port users and taxpayers. Some
observers even argue that the problems at the ports could jeopardize South Africa’s
emerging position as a trading nation — in fact around half of domestic activity is now
traded. Coupled to theses problems customs has also exacerbated problems by delays

inspections and examinations due to the lack of non-intrusive inspection devices

(Barrett, 2003).

3.8.2 CORE COMPETENCES

Risk is part of life and one learns to deal with it from an early age. For governments,

minimizing risk exposure is more important than ever to project success, considering
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the stakes on the table and the uncertainty of the public sector environment.
Executives are charged with undertaking increasingly diverse, complex and expensive
initiatives such as e-Government and homeland security initiatives (Deloitte, 2002).
The public and politicians alike demand high levels of performance and have equally
high expectations of returns. There is little tolerance of errors and the hemorrhaging
of public money on policy and service failures and this has to be achieved against the
backdrop of fewer resources. Too often, government projects with high degrees of

complexity and grand price tags fail to deliver promised results (Deloitte, 2002).

The causes can be numerous, ranging from ill-conceived strategy to sudden cuts in
funding to under performing partners. To meet the demands of today’s environment,
governments are taking as many risks in terms of purchasing decisions as the private
sector. Historically, governments tend to be regarded as more trustworthy than the
private sector—they are seen as reliable, as the protectors. But in recent years, due to
greater education and less deference, this has largely collapsed and the public’s trust
in government can no longer be guaranteed. Still, as society has become more

volatile, people look to government for assurance (Deloitte, 2002).

[t’s a difficult balancing act. On the one hand governments have to expose themselves
to risks in delivering on demands through the prism of today’s complex world, but on
the other hand have to be seen as stable to maintain public and market confidences. In
concert with shorter planning horizons, governments that develop sound risk

identification frameworks can leverage uncertainty rather than run from it (Deloitte,
2002).

Key focus areas include (Deloitte, 2002):

» Establishing realistic business cases for all initiatives;
= Dedicating competent management staff with strict eyes

on task completion; and

* Constructing relationships with project partners to

distribute risk.
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“Effective management of a wide range of risks is essential both for the delivery of
improved public services and for the achievement of the Government’s wider goals.
Government is concerned with managing risks to the public (including public health,
social, environmental and safety risks) and also risks to the delivery of specific
objectives and programmes (including financial, operational and technological
risks).” — U.K. Prime Minister Tony Blair, announcing a review of government’s

management of risk, July 2001.

Most governments have a vision of where they want to be tomorrow. They see the
promises of improved customer service, more efficient business processes and lower
costs of operation waiting at the finish line of technology and reengineering projects
that often take years to complete. Too often, however, governments find
disappointment in the form of massive cost overruns, project failure and generally
unmet expectations (Deloitte, 2002). These are common occurrences in online
services, ERP and electronic procurement initiatives. It’s not that long-term planning
1s now inappropriate—just that economies, labour pools, technologies and the policy
environment are so volatile that governments must significantly shorten their planning
horizons to stay on top of the earth shifting rapidly beneath them. The strategic focus
needs to be on establishing a series of short, discrete tasks that have a high probability
of resulting in victories for the organization; victories defined by measurable benefits

accruing to customers and governments (Deloitte, 2002).

In e-Government, for example, the best candidates are found in converting paper-
based processes to electronic processes with related development of public key
infrastructure (PKI). Amid all the hype, IT managers are finding these projects to be
the easiest to implement and most rewarding in terms of immediately identifiable
payback. With a strategy that stresses value and a structure to increase speed,
governments can build portfolios of wins that maximize the returns on both economic
and political investments. At the same time, governments must be more flexible to
cope with modern business circumstances that change on a moment’s notice. Budget
shortfalls, security breaches and technical breakthroughs are just a few examples of

disruptions to the status quo that can dramatically affect performance (Deloitte, 2002).
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Governments must be ready to confront and resolve hardships as well as to capitalize
on fast-forming opportunities. While governments do not operate in the same global
competitive environment as the private sector, they are not immune to the far broader
technological and policy shifts taking place as the network economy expands.
Governments will have to operate in the same innovation and skills space frequented
by other sectors of the economy, and therefore will need to adapt to a constantly
changing environment (Deloitte, 2002). Figure 3.14 set out the pressure on

government performance.

Figure: 3.14 - Pressures On Performance
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With so much change happening every day, it’s almost unfair that government
executives still have a central responsibility to ensure that their organizations provide
the highest level of service possible to external and internal customers. That means
being equipped with the competencies to deliver (Deloitte, 2002): The best people, the
best business processes, the best technology. It also means that governments need a

modern system to acquire and manage them.
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Today, government executives know that they don’t have all of the money or people
to create and nurture all of the competencies they need, so their basic instinct is to
retain their core competencies and migrate the rest to private sector partners, either

through limited contracting, outsourcing or privatization (Deloitte, 2002).

The trend is global and appears to be continuing upward and this is reflected in figure

3.15 (Deloitte, 2002).

Figure: 3.15 - Private and Public sector partnering
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Consider the rise of outsourcing alone: Gartner Group estimates that 80 percent of
U.S. governments will increase outsourcing for the near future (Deloitte, 2002). In
Europe, central and local governments combined are projected to have increased
expenditures on operations and IT-outsourcing by 43 percent from 1998 through
2003; and in Australia, the public sector accounts for more than 40 percent of the
nationwide $2.5 billion outsourcing market, which is projected to grow to over $5

billion by 2004 (Deloitte, 2002).
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The best approach is for a government to be able to meet a variety of current and
future strategic goals without locking it into unnecessarily rigid procedures. This
model enables an organization to define its core competencies, shape its investment
priorities, build a stable of valuable partners, and make better-informed partnering

decisions to deliver on service mandates more efficiently and effectively (Deloitte,

2002).

The following diagram shows a possible model that can be followed by the public

sector once it has defined its core competencies.

Figure 3.16 — Current and Future Public Sector trends
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Over time, governments that adopt an outsourcing approach will be not only more

prepared for quick shifts in policy, but also strongly positioned to use turbulence in

technology, funding, and the market of providers to their advantage.
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3.9 BEST PRACTICES

Customs administrations on a global level are facing or have faced challenges similar
to those that the SARS is facing. Major strides have been taken to benchmark the

SARS challenges against those of developed or developing countries.

Visits have been made to countries such as the UK, Canada, USA and the UAE to
bring back ideas for possible implementation. Customs are also making use of experts
from international administrations in an advisory capacity with a view to speeding up

the Customs reform and modernization process.

For this project the cargo processing methodology of the Philippians, Canada,
Australia and the United States are presented. It presents the reasons for each of these
countries pursuing revised cargo processing procedures and the benefits thereof. This
aspect of the project will assist the research in the ensuing chapter to establish the

shortcomings of the South African Customs cargo processing implementation process.

3.9.1 PHILIPPINES

Customs procedures were originally designed to cope with slow moving traffic before
the introduction of containerization and the growth of airfreight. Importers /
manufacturers now seek to keep stock levels to a minimum to reduce capital

investment and to allow for rapidly changing customer requirements.

The manual process of customs examination of documents and goods for both imports
and exports inevitably took time leading to a delay in the clearance of goods. A
critical examination of current procedures can often lead to simplification and the
speedier clearance of consignments, which is to the advantage of both customs and
the trading community. But inevitably progress on simplification and automation has
proceeded differently in member countries, which means there is a lack of uniformity

in the way in which national customs operate systems of cargo processing (Asean,
2003).

132



To promote trade facilitation, simplicity and uniformity for the processing of cargo

the Philippines uses the model in figure 3.17 (Asean, 2003).

Figure: 3.17 - Policy Implementation and Work Programme

Short Term
Objectives:

Give priority attention to simplification of existing systems so as to:

. reduce the resource commitment for customs

. allow for simpler and speedier clearance of goods

. provide a basis for future automation by:

. simplifying the existing cargo clearance procedures and reducing documentary requirements to the
barest essentials necessary for an effective customs enforcement;

. using selectivity and risk analysis to target resources at main danger areas thus allowing legitimate
trade quicker clearance;

° integrating international best practices into the overall standard operating procedures in the cargo
clearance system, namely advance clearance (pre clearance), tentative release, post clearance audit,
EDL

Sub-Element 1:

The simplification process

1:

Strategy An examination of existing practice in ASEAN countries

As most ASEAN countries have either undertaken the simplification process or are in the process of doing
so there is a need to undertake a comprehensive review to identify the present position. Such a review will
also take account of the progress of automation and provide the basis for planned progress towards a
harmonised approach to cargo clearance in ASEAN countries.

Strategy 2: Initiating the simplification process in individual countries

Activity Engage a consultant to undertake a series of in-depth national level studies of cargo procedures

1: in all ASEAN countries. The studies will be made on a 9-X basis. The studies should examine
existing cargo clearance procedures to identify the non-essential elements, unnecessary or excess
documents and time-consuming processes that serve to lengthen the clearance process but do not
significantly improve customs enforcement. The studies should also review the operation of the
Green Lane for CEPT products, the extent to which simplified facilities (e.g. pre-clearance,
tentative release) are provided and level of conformity to international standards and
conventions. The studies should take into account of past compilation of customs procedures
particularly the ASEAN Handbook on Customs Procedures.

Output : A report reviewing existing practice with recommendations on the future development
of simplifying existing systems

Activity ECCM to review and endorse recommendations of report
2:

Output : Endorsed recommendations

Activity Invite private sector to a joint study group of the existing procedures
1:

Output : Formation of joint working party

Activity Identify and flowchart existing customs system. This should be obtained as an output from
2: Activity | of Strategy .

Output : Flowchart recording system

Activity Invite private sector to undertake a parallel study of their associated procedures
3:

133



Activity
LH

Activity
5:

Activity
6:

Activity
7:

Output : Flowchart of private sector system

Comparison of customs and private sector flowcharts to identify discrepancies and areas of
difficulty and delay

Output : Agreed flowchart and list of problem areas

Develop simplified system based on the joint study and recommendations from the review at
Activity 1/Strategy 1, to eliminate delay, duplication and unnecessary activity

Qutput : Agreed simplified system
Implementation of simplified systems

Output : Simplified system in operation

Review operation of simplified system after six months

Output : Amended simplified system in operation

Strategy Integration of international best practices.

3:
Consider more modern clearance systems in order to speed up clearance, a number of trade facilitating
measures have been developed both regionally and worldwide such as pre-entry, tentative clearance, period
entry etc to cover regular importations by reputable importers. Consideration should be given in ASEAN
countries to the introduction of such systems in order to assist trade development within the region.
Activity Engage a consultant (or seek technical assistance from the WCO) to study how these measures
1: have been implemented in other countries (both within and outside the region), taking into
account the revised provisions of the Kyoto Convention on the simplification and harmonization
of customs procedures.
Output : Recommendations from study/technical assistance from the WCO
Activity Hold regional workshop to consider appropriateness of such systems
2:
Output : Workshop recommendations
Activity ECCM to consider recommendations from the Workshop
3:
Output : Adopted measures
Activity Implementation of agreed measures
4:
Output : Implementation plans by respective member countries
Activity National customs to discuss systems with trade representatives
5:
Output : Implementation of agreed systems leading to speedier clearance times
Strategy ASEAN countries to introduce system to monitor standards
4: In order to be able to manage customs resources effectively and implement selectivity checks, it is essential

to have information on the quality and quantity of work performed by customs. In addition customs and the
trade should set performance standards e.g. clearance times, error rates. The national level studies at
Strategy 1 would include a component that looks into performance monitoring and standards currently
practised in each member country.

Activity
1:

Activity
2:;

Activity

3:

Activity
4:

Activity

S:

Conduct a study, using expert consultant from WCO on monitoring mechanisms implemented in
other countries and those recommended by WCO (this study could be undertaken simultaneously
with that on risk management proposed in Sub-element 2) and identify key customs procedures,
and make recommendations for the introduction of appropriate monitoring systems, for
consideration by Member Countries.

Output : Recommendations on the introduction of monitoring monitoring mechanisms on key

customs procedures at the National level.

Discussion at ECCM and adoption of recommendations

Output : Adopted recommendations

Compile relevant performance standards, e.g. clearance times, error rates, etc set by international
and regional countries, for Member Countries information.

Output : Report on performance standards set by international and regional countries, for
distribution to Member Countries.

Member Countries to establish performance standards for customs clearance at the National level

Output : Performance standards for customs clearance at the National level,
Member Countries to implement monitoring systems at a National level.

Output : Implementation of monitoring systems at the National level.
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Sub-Element 2: . L.
Selectivity criteria for cargo clearance

Strategy ASEAN Member Countries to introduce system of selective checking
Historically customs staff have undertaken a high percentage of documentary and physical checking of
imported cargo. This is expensive in terms of customs and trade resources as well as delaying clearance.
The modern approach is based on selectivity utilising risk management to direct resources to the main
dangers.

Activity Engage a consultant to study how other countries have successfully introduced risk management

1: in cargo processing {linked with study on monitoring standards in Sub Element 1, Strategy 3)
and to drafi a manual on selective checking for consideration by ASEAN countries. This study
should be coordinated with the national studies undertaken in Sub-element | in reviewing the
status of use of selective checking in respective ASEAN countries.

OQutput : Recommendations on how selective checking could be implemented in each member
country.

Activity Conduct a workshop to discuss and make recommendations on how selective checking and risk

2: management could be implemented in each ASEAN country. The workshop should include
external participation from countries identified in the study as models, and also take into account
WCO's recomumendations on customs control and risk management. The report produced under
Activity | should serve as inputs to the workshop.

Output ; Recommendations on the implementation of selective checking in each member
country
Activity Based on the report and workshop, to develop a manual on risk management/selective checking,
3: covering risk analysis methodology, selectivity criteria, parameters for value and classification
and monitoring mechanism to assess effectiveness of selection criteria.

Output : Manual to guide member countries in the implementation of selective checking
Activity Training of trainers on risk management/selectivity based on manual
4:
Output : Trained officers
Activity Implementation of risk management in each country
5:
Output : Established systems

Sub-Element 3:
Development of a common Green Lane for ASEAN traffic

Strategy Introduce common Green Lane system for ASEAN products (GLCP)
In those countries that have not already automated cargo clearance the provision of fast lane clearance for
goods entitled to CEPT in order to facilitate this trade. For countries already on automation, to look into
expanding and improving the GLCP,

Activity Conduct national level studies on the implementation of the GLCP and ways of expanding the
1: facility to include all ASEAN products where applicable. This is to be done in conjunction with
the detailed national studies on cargo processing under sub-element 1.

Output : Recommendations on the GLCP in all member countries

Activity Discuss with the private sector on ways to improve the GLCP to promote intra-ASEAN trade.
2: Discuss with the private sector on ways to improve the GLCP to promote intra-ASEAN trade.

Output : Agreed measures for improvement of the GLCP

Activity Implement improvements to the GLCP
3:
Output ; Implementation plan by respective member countries

3.9.2 CANADA

The Canada Customs and Revenue Agency (CCRA) has a mandate to implement and
administer Canadian laws that govern international trade and travel. Canada’s
objective is to prevent inadmissible people and goods from entering Canada and to

streamline the cross-border movement of the legitimate, low-risk trade and trave! that
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is the lifeblood of Canada’s economy (CCRA, 2003). Canada’s goal is to maintain
high standards of compliance and focus its resources where it will have the most

impact on improving compliance (CCRA, 2003).

Canada, believes in the fundamental principle of voluntary compliance: most people
will obey laws if they understand them, if these laws are reasonable and have ntrinsic
value to society, and if there are meaningful consequences for failing to comply with
these laws. But there are also people who do not comply with the law, whether
intentionally or unintentionally. Either way, the actions of these people can have a
major impact on the overall health and safety of Canadians, as well as the economy

(CCRA, 2003).

Compliance 1s a shared responsibility and investment. Canada believes that its clients
will make this investment, since the benefits they will derive from Canada’s new way
of doing business will make compliance a sound business decision (CCRA, 2003).
There should be fewer examinations and audits for clients who comply, which will
ultimately improve service for traders and travellers and translate into increased speed

and certainty and reduced costs (CCRA, 2003).
>  The Canada Customs and Revenue Agency

Compliance is the key to their success in fulfilling their mandate. The first major step
towards its goal is to achieve a comprehensive, integrated, ongoing customs
compliance improvement plan, which will focus on compliance initiatives on areas

that provide the most benefit to Canadians (CCRA, 2003).

In a global economy, the speed and certainty of crossing the border and importing and
exporting goods are vital to maintain the competitiveness of Canadian business and
tourism (CCRA, 2003). Compliant traders and travellers will benefit from streamlined
processing, a strong incentive to establish and maintain a good performance record
with the CCRA. As well, importers who invest in compliance and meet the
requirements will be eligible to participate in the Customs Self-Assessment program
(CCRA, 2003). Those who qualify will benefit from streamlined clearance,

accounting and payment processes. Similarly, travellers who qualify will be able to
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participate in a variety of permit programs that will make crossing the border more
convenient. As volumes of trade and travel steadily rise, so will the need for expedited

processing (CCRA, 2003).

Investment in compliance today reduces the costs of enforcement to the Canadian
taxpayer tomorrow, in terms of resources, facilities, technology, and equipment
(CCRA, 2003). A high degree of voluntary compliance means that an even greater
number of resources are available to focus on critical areas that are important to
individual Canadians and paramount in sustaining confidence in Canadian industry

(CCRA, 2003).

» Trade data integrity

Compliance with respect to the admissibility of goods is extremely important.
However, what is not always fully appreciated is the importance of compliance in
reporting complete and accurate trade data. Compliance with trade data requirements
1s essential in protecting Canadian business and maintaining a level playing field, both
key elements for competitiveness (CCRA, 2003). This is especially true in an

environment of free trade agreements and electronic commerce (CCRA, 2003).

Accuracy 1s a major factor in maintaining the integrity of its machine-released
admissibility decisions, which are steadily increasing. It allows CCRA to identify
high-risk shipments that could jeopardize confidence in Canadian industry, such as a
shipment of tainted meat (CCRA, 2003). Accurate and complete trade data reporting
directly affects traders: the more confidence it has in the accuracy of data, the less

likely it is to intervene in low-risk import and export trade (CCRA, 2003).

Accurate trade data are also a key ingredient for the proper running of its economy
and informed decision-making by business and the Government. Accurate trade data
are the source of trade statistics, which have international implications. Trade
statistics influence Canada's balance of trade figures, which, in turn, affect the bank
rate and the value of the Canadian dollar in international currency markets. These
indicators are significant factors in influencing business investment decisions and

marketing strategies (CCRA, 2003). Trade statistics are also used by the Government
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when negoti