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Chapter I

INTRODUCT IO

B- Statement of the Problem

Emerican Life Insurancos Company (ALICO) Lebanon has besn

cperating successfully in the Lebanese market sinoes 19573,

It has shown constant growth in its opevations, coupled with

BLICO had besn 3 leadey and .
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an important shs
a piocneer in the true sense of the word, in that it had alwaysz
proacted rather than rezchted. It has always oubtperformsed the
market and has shaken competition. It has alwavs besen aggressive

in the design of its products and its distribution outlets., ALIOD

Tun companies would enwvy. Bven during the outbaosalk of the oiwvil
way that has torn Lebanon aparit, BLICS had retained its

leadership position and kept oeocp

,,:,
i

Since 1282, howeve

4

, the image started fTo change. The

company which onoe had the higgest piccs of the vis was hein

m

bhothered and threastensed by small oomoanies which in the past
were practically nonexistant to BLICO. The masrket share
started to drop at a2 fast yate and is condemned to go Jdown

further if ALICO allows other companiss to maks their way

while it remainsgs silent. Heedless to mention, the problem is



share, becauyss decrsasing share is only
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not in the decrs

the result. The causes behind this detericration ars

l ]
o

numerouns, and will be covered in detail in a later ssobion.
Besides, they a3ll exist hecaouse of another maior problem:

wealk strategic planning .

w,n

spalled out and 3 rezlistic

Eu
]

If a good long term plan was
action plan was made to achieve what ALICD people aspired to,
then there would have been no problem. Az will he ssen and

ribe ater, the strategic plan prepared by ALICO iz ons
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which does not truly interact with its envirvonmsent, and mors

importantly, is not totally based on scientific means and
measures. It is dons because it has to be donel

B- Statement of the Purpose

]

The project will try to uncover the weaalknsssss in ALICO's

strategic planning., and try o find remsdies to them. B study ¢

hizs sort could seldom be the healing remedy if it remains on

ot

paper. It szshould stimulate action. This study might bhe akls
to give the management of ALICO some insights into the
weaknesses of the companyv. An analvsis of these wealmesses,
what corrective measurss to take, and how to improve plannins
for a brighter future should be the leading foous during ths

entire vesearch.



- Methodology

SO

The rvesearch will attempt o give a brisf review o
literaturs on ths importances of stratesgic planning.

Following will be a brisf review on the background of ALICO

=
£
ot

and an identification of ALICO's three vear strate >1an
¥ 2

0%

give the reader a trus picture of what the story is all

cal work

fod e

about. Then, the reseavch will movse into thes statist

and the identificaticon of a zcgientific approach to proper
planning and forecasti coupled with an analvysis of

findings. Then the actual planning process at BALICD will be

dezcribed with emphasis on present weaknsszssss at ALICS and

strengths will be identified and analyvsed, and coursss of

action will be given in an attempt to remedvy the

and reinforee strengths. B conclusion on what has besn said

and what is to he sxpected would be the logical aending part

of the research.

In whole, the reseaych will contain a mixturs of
literature, statistical analysis and obljective wisws and
thoughts, and will try to give some insights into ways of

improving the process of strategic planning.

0



Chapter IT

EEVIEW OF LITERATURE

A2- Intryoduction

The purposes of this chaptery iz fto present an overview to

strategic planning ~ Its origins, the diffevrent defipitions

UY‘

~—
p.=

proposed, the baszic elements invoelved, and the process of

41

strategic planning; that is ths steps involved in strategic
planning.

The first part of the chapter iz a bwief history of ths
origin of strategic planning; whal the term impliead
initially, and how and when it devesloped to include a bhroader
rangs of activities, until it bescame a major and crucial
aspect of any orvganization. In the second part of the
chapter, the different definitions proposed concerning
strategic planning are presentsad land evaluated subliectivelvd

and the most meaningful and complets definition is

identified. The third part of the chapter describes the

U}

characteristics or dimensions of strategic issues. The fourth

f]

be:

fede

Ut

part descr : the steps involved in the strategic planning
process. In the £ifth and final section of this chapter, an

evaluation of strategic planning iz presented stating the

strengths and wealknesszes of the process.



E- Historical Background on Stystegic Planning

Originally, strategy was a military term; it was defined

the art of planning and dirvecting military movsments and
1
operations of war. Later on, the term strategy referred o

as

o

management’s actions in counteracting & compeiitor’s success.

Today's meaning iz much broader; Ystrategy refers to the

formulation of basic organizationzl missions, purposss and
objiectives; policies and program strategies to achisve themg
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and the methods ns

implemented to achieve ovgan ticnal ends®
Strategic business mansg t flourished in the fifties
and sixties when maykets were expanding and the sirzs and

number of competing firms was increasing; when oonpanies
expanded from naryow product lines to hecome lavge,

ince the 1960z, the us

i
Ly

diversified multiproduct companies. 8

of company planning staffs has grown considershly and

strategic planning has become a mador and crucial activity in
3

any organization.

Arthur Young, The Manaser's Handbool., The Practical Guids
to Successful Management, {New Yorls: Marshzall Editions, Ltd..,
1986, p. 44,

2

Edgar F. Huses, Management, Znd. =d., {3%t. Paul, Minn.:
West Publishing Co., 1982}, p. 1654,

Derek F. BRbell and John 8. Hammond, Stratesic Market
Planning: Froblems and Brnalviicsl Bepprosches, {(Englewood
Cliffs, N.J.: Prentice-Hall, Ino., 1279}, .

fez]
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O- Definitions of Strategic Flanonins

Bocording to John A, Pesyee I and Richard B, REohdinson,

Jy., "Strategic management iz defined as the set of decisicns

and actions resulting in the formulation and implementation
of strategies designed to achisve the ohiectives of the
organization”

It involves attention to nines oritical arsas, namely:

1. Determination of the miszssion of the company, including broad

it

statements aboub its purposes, philoszophy and goals.

. Development of a company profile which reflects its intsrnal

[N

condition and capability.

3, Assessment of ths company’s sxternal envivonment:
competitive, sccial, political and techolozical.,
&, Opportunity analvsis of possible options.

Identification <of these desired options.

&
.

, Choice of a particular set of lonz-term obisciives and grand

LA

sired opticons.

T
,.J.J

strategies nesded to achiagve ths

I

-l

and short-term strategies

L41]
,,u

. Development of annual objsctive

U
bt
ok
Ch

which are compatible with the long-term obiiectives

u‘fl

grand strategies.

John A, Pesrce II and Richard B. Robdinson, Jr. Stxratesic
Management, {(Homewood, Tllincis: Bichayd D, Irwin, Inc.,
1982, p. k.
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Implementati

budgeted resouroe
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chosen strstszic cigion

allocations and emphasizing the matching

of tasks, people, struchturss, chnologlies and reward

svstems.

G, Review and evaluaticn of ths success of the strategic
process to serve as a basic of contrel and as an input
for future decision making.

So, as implied in the above definition, a modsrn
exscutive’'s responsibilities go bevond manasging the various
internal activities of a company; the firm's inmediate
external envirvomment poses a set of challenging factors which
have to be dealt with in order to ensure the survival and
success of a business firm. Thisz sxternal environment
includes competitors which have to bhe guarded closslyv,
suppliers which must be bargained with, government agsncoies

that watch for adhs

ever-changing tastes
There is also an

economic conditions,

and technological de

responsibility of an exe

ance to regulations, and customsrs whose
nd needs smst be anticipatsd,
external envivomment which consists of
social changs, political priorities
velopments. An even more important
cutive inciud consideration of ths

of the stockholders of the businss:

multiple objectives 3 5 =
owners, top managers, emplovess, conmunities, cusztomsrs and

countrv.



To deal effectively with all of theses considerstions which

he ability of a company to grow profitably, sxecubive
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£ 152 strategic management processes which facilitate
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+he optimal positioning of the firm within its competitive

1]

d
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environment. Thess proossses help in more acourately actin

i

in anticipation of envivonmerntal changes and in improving
preparedness for veaching to unsxpected internsl or
competitive demands.

There are three levels in ths decision making hisrarchy of

5

a business firm. At the top is ths corporats levsl which is
composed of members of the board of directors and the chisef
executive and administrative officers. They ars responsibls
for the financial performance and the achievement of the
ron-financial goals of the firm, like corporate image and
social responsibility. Their orientation reflects the concern
of stockholders and society at large. They determine in what
business the company should be invoelved. They set objschtives

and formulate strategies. These tyvpes of decisions ars

value-oriented and conceptually bassd,



The second level of decision-makers in the hievarchy is
the hbusiness and corporate managers. These ars oconcsrnsd with
translating the general statements of divection which were

gsenerated at the corporate level into mors concrete and
cperational obiechives and strategies for their individual
business divisions o strategic business units {SBUs ).

The third level of decision maekers in the hisraschy is the

functional level which is composed principally of activity
managers of product, geographic and functional aryeas. Thess
are responsible for Jdeveloping anmaial obhiectives and
shorvt-term strategises for such arsas as producticn,

operations mansgemsnt, research and development, financial

and accounting, marketing, and human rvelaticns. Their

i

greatest responsibility is the

the companvy's strategic plans.
therefore, are acticon-oriented and cperational.

vocording to Pesrose and Bobinscon, the ideal strategic
management process is developed and governsed by 2 stratsgio

6)

management team. The team consists principally of strategic
decision makers at all thres lewsls in the corporation, 8.5,
the chief exscutive officer (CEQY, the product managsrs, and
the heads of functional areas The team vreliss on inputs
from two types of support persconnsl:



company planning statf, when

managers and supervisors who provide datas for strategio
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aking and who have responsibilities for
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The strategic managensnt proaes
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nnidirectional flow of chisctiwves, strategies, and decision

parameters from corporate to business to functiocnal level
7
managers. In contrast, thes procsss is highly interactive,

that is, a company’'s process is designed to stimulate inputs
from creative, skilled, and knowledgeable people throughout
the firm. Even though the strategic process is overssen by

top managers, becausse of their broad perspective on tl

company and its environment, managers at all levels in the

1]

Y‘l

ﬂ

ocrganization can participate in various phases of the total

Process.

Ibid, p. 13.



Edgar F. Huse also defines s hisvavchy of planning, and
8

gives each planning level a nams,

1. Strategic planning is the process of determining the maioy
obiectives of an organization and the pelicies and
strategies that will govern ths acguisition, uss and
dispositicn of resources to achlieve these objectivaes.
Strategic planning takes place primarily at ths top lewvel
of management and is directed toward attaining a dessirved
position for the organization in the envivomnment. It
determines what should be ths overall oblectives of the
organization. In strategic planning, a greater degres of
uncertainty exists than in planning at lower lewvels, sincs
the probable outcomes of alternatse plans ars harder to
predict.

Decision making at this stage iz mainly subjsciive becauss
it invelves many considerations which are highly turbulent
and externsl to the firm like the political, social, legsl
variables of the enviromment, and the availability of
resources. In strategic planning, top managemsnt relies
heavily on gqualitative standards for determining the
effectiveness of plans.



tantical wlanning takss placse a3t the

P}

“oordinative

middle, cocrdinating level of managemsnt where planning

enting strategic plans by

directed toward

different organizaticnal units.

conrdinat the work of

1t inpvolwves ermining how

certain areas of a business

each ohiectives by following the

eploy resoulces

internal than at the town, and the

the middle

top-level decisions aboul

continuing

arvl the implementation of stratesgy
cohnicues may e used at this

and policy.

market research and forecasting.

cal plans ars uwsually made for such malor

m of planning at this sts

ng, manufacturing, personnel,
inance and oapital

g2 41D

L,

etailed coordination of the various
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Operation Planning takes place at the lowest, or

l_.w

operating lewvel of management, where managers follow ths
tactical plans established by the middlie level of
management o achieve the strategic plans formulated fox
the entire organization.

Operational planning is short-term, detailled, and

concentrated primarilyv on the functional aspects of the

H

production of goods and ssrvices; they ars specific and

I

tangible plans.
Environmental constraints ars primarily internal,

ting of pelicies, budgsts, procedures, and rulses.

CONSi:

1571

Because of the availability of enough information,

outcomasz of decisions can be closely predicted. In short,

f1

plans at this level are more automatic than plans at
higher levels and decisions can be gquantitative,

Thiz hierarchical separation of the planning process is

lnd

only theoretical. Activities the three managsrial
levels often ovarlap in the svervday functioning of an

organization, and information is continually flowing both

up and down.



Managers do not develop stratsgies and plans in isclati

9

from sach other. There iz a constant interaciion among

managers at all levels in the hiervarchy, and a combinatbion

top-down and bottom-up planning cocurs. Thess interacti

can be divided inte three basic cvoles.

g division

a1}

In the first cveole, top managsmant

together to set tentative agreemsents on overall strategi

nd obisctives, Each division charter is defined broadl

some general ohiectives and strateglies are estabhlished.

agreements with the deparitment managers concerning sach

"f

this step, each department manager sstablishes tentativ

alternative plans for carrving out that role.
In the third cvele, the rescurces of the organization a
tentatively allccated to division programs. Each divisi
functional department managexr then develops specific bu
showing how the department or division intends to carry

its planned programs. After these buadgeits ars dizscussed

the final budget is approved, funds are mads availlable,

Ibid, pp. 1785 - 177

In the second cvele, each division manager sshs tentativ

ONs

department's rcole in meeting divisional oblisctives. After



Most budgets are for & one-vear pericd. B shorvier Lime span
might cause erratic behavicr, and a longer one might not
zllow for a timely review of progress.

Budgets are plansg, buht they alsc serve as a

Many factors influence the development and

a planning svstem like the type of organizastion {whether the

yganization is centralized or decentralized}, the fvepes and
variety of products and servioess, and the past history and

practice., Bs a2 result, the planning svshem is tailored to the
organization and no two systems have identical planning
procedures .,

According to Edgar Huse, strategy refers to the formulation
of basic organiszational missions, purposs and obiectives,
policies and program strategies to achieve them, and the

methods needed to asszure that strategies are implemented to

[y

achieve organizaticnal ends. Egsentially, tTwo lissues are
involved: What the organization is to be and how it is to

becoms what it is fto he. In effect, straiegy snoompass
the goals and major policies of the organization., 1T covers

)

the following areas

E

Ibid, pp. 15856 - 168



ad

Services to be provided: What products or servicss will

the organizstion sell or provide, and to which customers
or olients?
Basic ways the services will be produced: What will the
organization make, and by what processes will it malke
them? What will it buvy? From which sources?
Sequencing and timing of major steps: Which actions should
he taken earlv? Which should be deferred?

Targets to be met: What are the criteria for succsssY What

levels of achievement are desired?

There are a number of ways for formulating strategy. Two of
them are:
- gutside-Inside Approach to Strategy. In this cass

managers loolk first at the envivenment and then to the
crganizaticn and try to detect changes in the trends
relevant to the organization, and accordingly plan
internal changes to meet the anticipated opportunities

and problems.

- Inside-0Outside Approach to Strategy. Here, managers look

first at the organizaticn, noting particular skills o
resources that szive it advantages over its competitors,

and then at the external senvironment to detsrmine the

best uss of these skills.
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Both of these approaches reguire coordination among the ba

11‘
o
‘wl .
1l

factors involved: the envivooment , the market and the
organizational skills and rescuross. The firm which can
efficiently coordinate bebwssn these factors and propsxly

take advantage of the enviromnmental problems given its
limited rescurces and its specific skills, will ke able to
survive and grow, and increass its profits. Huse states that

aetimes a strategy develops gradually over time without

w

being planned as a result of the decisions taken by
management. As businesses conduct theiy day-to-day
activities, and management takes day-ito-day decisicnzs, a

strategy emerges. However, seven though many ocrganizations

have formed their strategy this way, today's managers fesl
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that it is a pooy approach to planning he

)

complexities involved, whether financizal, enviroomental,
organizational or cotherwise.

Furthermore, in the past, shtrategic planning was basgsed on
one, hypothetical, most probable, futvre envircoment. This is

ot a very accurate or =fficient apprcach because 1t doss not

take into account other unforsesn or unpredicta

LH"‘

hle events of

various kinds like a change in ths market, a changs in a



competitort's strategy or otherwise. Due to this, today, many

organizations develop contingency vlans for a mumber of
different future environments called scenarios. Each scensyio
consists of a different set of enviromnmental fachtors that ars
likely to ocouy, and a plan is formulated for sach scoenario.
There is no one particular plamnming system that is suitabls
for every type of organizaticn; howewey, scome of the ocomnon
features among organizations falling under ons of the three
groups (large, medium-sizse and small crganizations), maks
certain planning systems mors suitable for crganizations
falling under one group.

La Rue T. Hosmer states that sztrategic managemsnt is
concerned with the definition of the major goals and
objectives for an orvganization, and the desizn of the
functional policies and plans and the orvganizational
structure and svstems to achieve those goals and objectives,

all in response to changing envirvomnmental conditions,

[l
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g
4]
ot
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A

nstitutional rescurces, and individuoal motives and

ILa Fue T. Hos mer Stratesgic Manasenent: Text and Sases on
Business Policy, 4 nglewocé Cliffs, N.J.: Prent 2
Inc., 1982, p. 1.




There are Jdifferent definitions for the term strategy, hut

the most meaningful one is the method of competiticon to be
fallowed by the business. There ave different methods of
competition (alternative stratsgiss! that are possible within

ach industry, and the function of strategic management 15 fo

first select the method (strategy formalaticn! with the
greatest probability of success, given the enviroomental

cpportunities and risks and the strengths and weaknssses

within the corporation, and then to ocordinste the sefforis

necessary to carry out this method of competition {strategy
implementation) through sxplicit statements of the ocorporats
obiectives, policies, programs, and plans, and through
consistent design of the crganizational structure ans syshem.
The selected strategy is then aexpressed through =xplicit
statements about the goals, policies, programs znd actlons

for each of the functional arezs of marketing mansgsmnent,

market research, production managesment, financizal management,
rroduct development, information seryvices, and personnel

TViCces.,

0
m



Strategic management consists of the simultanscus and

continual formulation and implemsntation of strategy and this

is essential for the succosss of the company dus to the
organization which must be reflected in the method of
conpetition for the fiyrm. Strategic managemsent, in short,
plans the long-term competitive posture of the fiym, and

degigns the general character of the crganization.

Strategic planning is long-range planning that foouses on

the organization as a whole, as defined by Samusl O, Cexrito.
Strategy is defined as a broad and gensral plan developed

to reach long-range organizational chiectives. Rcotually

strategy is the end result of strategic planning. Bvery

crganization should have a strategy of some sort. In orvder

consistent with crganizaticnal ohisctives, which, in Turn,

appropriate organizational strategv. As used within this
definition, an appropriate strategy iz a strategy hest suited

to the needs of an organization at a particular Lime.

Samuel €. Certo, Management of Organisations and Human
FEespurses, [(Dubugue, Iowa: W. €. Brown Publishers, 19867,

. o
p. B2



The process of strategic manzgement is generslly thought

to consist of four sequential and continuing steps:
{a) enviromment scanning, (k) strategy formulation, (o}
strategy implementation, and (4} evaluastion and control.

The actual making of a strategy is only one of four important
steps in strategy management. In order for an crganizastion to
get maximum benefit from a strategy, it must be inmglemented

or put into action, constantly watched to ses what sffect Lhe

strategy is having on the organizstion, and svalusised oy

is, with strategv results measuvrsment and strategy evaluation
continuing to determine if difference will be necessary in

the future.

o

"he effect of a3 sty

-

£ ategy is undesirakls,
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however, managemnsnt would probably start th

management process over again by formulating a diffevent

A1l these definitions emphasize that strategic planning is
long-range planning and that it inwvolves dealing with
uncertainty, the changing environment and the availability of

organizational rescources. However, the most complets and
accurate definition is that presented by La Bus. T. Hosmer,

., Wheeslen and J. David Hunger, Strategic Managementh,
ding, Massachusetts: Rddison-Wesley Tublishing
0? ﬁ. 10

s %

Thoma
3rd ed.
Company, i
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Characteri

Boocording

identifiable

1. Strategic
Strategic

operations,

allocations ne=sded for implemsntati

14
dimensions:
regulre top management deo
Fyal

inwolve Sevy

and since only top managensnt

broad implications and ramificstions
power to auvthorize nedsssayy Tesourle

il

2. Strategic isgsues involve the allocation of largs
of company rescurces. These resouxrces, whethey
assets, manpower or financial assets, must he ob
from either internasl sourcss or from outside the
sither rase this is a3 costly process becsuse int
resources may be used somewhers else in the firm
they have an opporitunity cost, and external sour
to be financed.

3. Strategic issues are likely to have a significan

()8}

~
S

decisio

Pearce and Fobki

the long-

term prosperity of the firm.

commit the firm for

NSO,

=

amcunts

PR ]
Dol L

ohvsi

tained
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ernal
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Howewveyr, their impact extends owey the fimed pericd. OUnos

Strategic issuss are future oriented
zre based on expscted or anticipa

turbulent and compebtibtive enviy

Strategic issues usually result in maior multifunctiona

multibusiness consegquences. Decisions involving customer

mix, competitive emphasis, or ocrganizaticnal struachurs
involves a nmunbey of 2 firm's i o business units,

functions, divisions, or program units. Eac

areas will ke affected by the zllocation or reallocation

of responsibilities and rescurces related to the decision.

Strategic issuss necessitate consideraticn of factors in

actors beyond their control. These external
factors which include competitors, ocustomers, suppliers

creditors, government and labor, must bhe accounted fox

making strategic dec IS .



- Steps Involved in the Strategic Planning Process

The majior elements of the strategic planning process are

t

The plan for the plan: Managemsnt must define
specifically what the plan is sxpected to achieve and

how it will he put to uses. It should include the method

%13

il

of organization, the pecple involved guiding the

planning effort and a timetable for developing the
plans.
- Developing Planning Premises: Assumptions and premises

should be developed which include the sconomic, social,
political, and technological consideration and studies
of the industry, the market and competitors. It should
invelve a study of the outside envivenment not only to
anticipate threats and opportunities facing the
organization, but alse to allow management to examine

the strengths and weaknesses of the organization.

- Determining the master strategv: This concerns the basi

e

mission or purpose of the organization and related
specific objectives. The purposs gives a broad general
direction to the organization and the specific,



gstablished Lo harmonize with

ectives are

(™R
u

long-range ob

the basic purpose. Ancother component of fthe master

strategy is the overall policies which Jdetermine what
regsources will ke deploved to achieve the long-rangs

chiectives.

Medium and short-range plans: This step inrclvss the
development and implementation of medium and short-rangs
plans.

Coordinating and controllinsg planning: Thiz step
involves integrating individual operating and staff
plans, reviewing and revising them in light of theix
effect on other plans and on company profits, and
summarizing highlights of thesese plans and their budgsts
in a single overall organizational plan.

Feview of Plans: Thiz reviewing process gives an
organization the flexibilitwv to adiust to changing
conditionsz, particularly if alternativse zcoenarios ars
used in revising plans and creating new ongs for ths

next vear. Each reviewing process should lead to

improved planning.



The significance of the styategic plamning prooess
E

},.n

s that it clarifies top managsnent's yesponsikiliivy fox
developing organizational strategy. It shows Lthat
rmanagenent ‘s primary iob is to continuously monitor the
outside environment and evaluate how well the organizabtion

s mesting its core responsibilities. The strategic planning

},..l\

process provides a unified framewverk that allows managers o

deal with major issues. It helps them recognize threats and

opportunities from the external senviromment while keegping
their attention focused on the bhasic purpose of the

organization.

[

oy

he steps invoelved in the
16

follows:

L.a Rue T. Hosmer presents

Al

strategy formulation process
1. Organization mission or chartey. The first step in
strategy formulation is to examine the mission o
charter which provides a very general statement of the
philosophy of the firm and the direction of its

efforts. 1
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erwves to =stablish the hasic purpose of
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product-market-proces
the overall purpose of the organization and the

direction the company is to follow.

Hosmey, . 3 - 12
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step in the
the valuss
versonnel. This is &

.‘_

gv because the succsss of an corganization is

Ua

based on the efforts of its personnel.

“orporate performance and position. This stiep involves
a view of the past performance and the present
position of the firym, and the comparison of this
performance and position with the wission or charhbsy of
the organization and the ambiticns and goals of the
management. Discrepancies would indicate the need for

change. This analvsis indicates how well the oompan
doing relative to the missicon and goals established
it, and it should consider all the maior functional
areas of marketing, cperaticons, development and

finance.

Envireonmental charactevistics and trends. This step

involves a careful sxaminastion of the envivonmsnt

vois

hecause an organization dess not operate in a vaouauang

e |

it has to adapt to the envirvonment in which it



i~
Thoe

~1

cperstes, be it the econcmin, technological, social,

political, or competitive.

0
H )
)

Detailed and accurats envirvommental anslvsis
important since the strategy of =2ac k oorapany wast it

the industry in which it cpevates. This steg Jdoss nol

but future trends and changes must be anticipated also

so that management can change its straisgies

accordingly.

sacific opportunities and risks. The general

92
fud

characterisztics and trends of thes industry, obtained
from the environmental analysis, should be convertsd to
specific opportunities and risks for thes firm to help

manazgement formulate the appropriate strategy.

Organizaticnal reszources. An examination of the

organizational resources, or assets and skills, is
important since every step an organization fakes nesds
resources, whether financial, physical or managsrial,
and zince the strategyv or method of compstition of sach

company nust fit the capabilities of the organization.

Specific strengths and wealknassess. The general asssts

and skills of the organization obtainsd from the



organizational resources analvsis, should he convert

environment, & Capa ; ez of the competition and

the requirements o =% v of : ) 2 CUOTAERETLY .

Selection from the =tra

range of strategic alternatives available, the most
appropriate course of action should be selected. Thse
proper stratesgy should be internally consistent with

skills and externally

]
1
Ui
1]
t
i
]
ot
o
Tl
h i

the managerial

trends. It should provide a competitive advantazgs, and

creganizaticonal mission or purposs and satisfyving the

managerial values and attitudes.

Efter the appropriate strategy is szelected, it must be

]

translated into a series of statements on oblectives,

policies, programs and actions for sach functionsl arsa and



technical department within the organization. These will help
yeoh

Facilitates the svaluation of performance afterwvards.

the zactivities of the units of the crganization and

i.-h

Functional obiectives. After the selection of a strategy,

each of the units within the orgacization. Thess obiechives

so they give the staff 3 sense of dirvection. Howsver, the

obiectives have to hbe realistic, attainable and concise S0
that no frustration or miswederstanding will vesult. Latex
on, these cbiectives serve as standards for control where

the targets are compared to the actual achisvensnt.

Tunctional policies and procedures. These are designed To

[

erve as guides to be followsed to achieve the stated

[oH]

chiectives: the obiectives specify the targets or resulis
that are expected, and the policies specify the mannsy by
which these results are to be accomplished.

Functional programs and budgetary plans. Functionsl
programs involve the descripticn of the specific achtivities

proposed by each organizational unit to achieve the stataed

tudgetaryy plans concern the estimated expenditures Tox
these activities, swpressed on a monthly or guarterly

proforma acocunting statementh.

=]



- Functicnal acticons. The final step is the decision o Laks

appropriate actions to start the new strategy. Functional

actions are the seguences of activiities on a plan oy program
to achieve goals and cbhiectives within given policies and

procedures; they ave what has to be done next to ilmplement

the strategy.

F- Bvaluation of Stryatesgic Planning

Just what impact doss stratezic planning have on an
organization? These have been grouped into three

characteristics:

1. Financisl Benefits

A meries of studies have been undertaken involwving a
variety of business organizations in order to actually

measure ths impact which strategic managemant procssses

have had on the bottom line. One of the first major pisces

of rezearch was conducted by Anscoff, Aunsr, EBrandenburg,
17
Porter and Fadosevich in 1970, in a study of 23 T.5.

marmmifacturing firms, they found that formasl planners who
took a strategic managemsnt approach cutperfcrmed
non-planners on almost all of 21 different financial

criteria, including sales, assets, sales prices, =arnings



DeT
found to bhe mors a3cours i predisting the oulboomnses
major
A second pionesrins research effort was that of Thuns
18

and House in 1970, who =studied 36 firms in =six different

industriez. They found that formal planners in the

teel, chemical and machkinexry

Ll

petroleum, food, drusm,
industriesz significantly cutperformed non-planners in
zame fields. Additionally, they found that the planners
improved their own performances significantly after their
formal planning process had been adopted as comparsed Lo
their financial performance during their earlier
non-planning years.

A study in 1974 of the strategic management practices

10

of 286 companies over a three vear period conducted by

¥

Fulmer and Fue disclosed that durable goods manufacturin

i

firms which practiced strategic management wars more
19
suceeseful than those which Jdid neot., Their findings Jdid

evirice companies, probably,

in

ot hold for nondurable and

ccouse styategic planning among these [irms

Ikid, pp. 16 - 17

Ibid. ,p. 17



Schoeffler, Buzsell, and Heany

reported

study designed to measurs the profit impact of marikst

20
studiesz (PIM3}. Thiz PIMS proiect attemped to measurs
the effects of strategic planning on a firm's return on
investment., The researchers conciudsd that return on
investment (FQI) was mogt zignificantly affescted by markst
share, investment intensity, and corporate diversity. Ths

overall PIMZE model, which incorporates

37 perviformancs

variables, disclosed that up to B0% of the inprovement
that is possible in a firm's profitability is achieved
through changes in the company’s strategic dirvection.

An additional

by Karsge and Malik in 1975,

In their research involving 50 U.5. i

study of widespread impact was

companise

raportad

Ak

industries, it wasz found that strategic long-rangs
planners significantly outperformed nonformal planners on

21
generally accepted fi oial measures.



Finally, while most studies have sxamined strategic

L
ot
o~

o

fois
¥
[l
[

managemnent in large firms, a project reporied
found a favorable impact on performence when stratesgic
planning was practiced in small businesses. Studying 101
small retail, service, and manufacturing firms over a

s period, Robinson found z significant

three ve
improvement in sales, profitability, and productivity

among those businesses engaging in strategic planning when

The overall cattern of results reported by these seven
S & Y

studies is one that olearly indicates the wslue of

organizations which undertake 3 strategic management
approach 4o 8o with the strong and reasonable sxpectation

that the new system will lead to improved finasncial

riormancs.

X3

2. Behavicocral Penetits

The strateszic management approach emphasizes a high

degree of interaction by managers at all levels of the

organizational hierarchy in the planning

process. Az a result, certain behavioral consegquences

v,"‘I‘

cipative

I«A;

which characteristically accompany part W3

-
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is trained to

behavicral
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expected which should improve

1. Styrategic formul
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First, the generaticn of alternative strategies is

facilitated by group intseraction.

Second, the screening of options is improved by
contributing members of the strategizing group who
can offer forecasts from their specializsd
rerspectives.

Emploves motivaticon should increase as a result of a
wider and more in-depth appreciation of the
produotivity-rewards relationships inhersant in svery
strategic plan. Through their own participation in
the strategizing process, or that of their
represantatives, emplovess come to a betiter
understanding of the pricorities and opsyrations of
the organization’'s reward svstem, thus adding
incentives for their zgcal-directed bhehavior.

Gaps and coverlaps in activities among diverss
individuals and groups should be reduced az
participation in stratezy formulation leads to a
clarvification of role differentiaticons. The group
meeting format which is characteristic of several

s promotes an

'T.
it
i

stages of a2 strategy formulation proos

understanding <f the delinsationz of indivi



-anoe to change

of participstis in &
formulation prooes
inherent in the proc
uncertainty in change which
resistano: : 4doipants mavy be no more pleased
with their choices than they would be with
suthoritarian T =" =, their accsptance of new

plans is more likely when emplovess are

parameters that limited the available opticns

[

Behavioral Costs:

o8]
.

At the same time that involvement in a strategy
formulation process creates behavior-based benefits
for the participants and their firm, managsers must
be trained to protect against three types of

2L
unintended negative Cconseduences:
First, while it is readily recognized that the
strategic management process is costly in terms of
hours invested by parvticipants, the negative sifect

of managers' time away from their work is less often

ronsidered. Managers must be trained

r.J 0y
n
I

their dutises in a way which prov:

Ibid, . 16



time for stryategic achivitiss bt which minimizes

any negative impact on operstional responsilkilities.,

Second, if the formulators of strategy ars oot

intimately involved in itz implementaoticon, individual

responsibility for inpuis to the decision process

subseguent conclusions can be ssocaped. Thus it is

bv the decision makers and their suhordinates,

Third, strategizing managers must be trained to

anticipatse, minimize, oy constructively resoond to

the disappointments and frustrstions of particicalting

subordinates which can arise as a2 result of unathained

Frequently, subordinatss perceivs an implici

that their invelvement in even minor phases of the

total strategy formulation process will result bhoth

acceptance of their preferrved plan and in an increass

in clearly assoclated rewsrds. Alternatively, they
erronecusly conclude that a strategic manager

golicitation of their input on selected issuss wil



T

consequences will greatly enhance the overall potential

of anvy strategic plan.



Chapter IIZ

BACKGEOUND OF ALICD

It is useful at this stags to allow a brief review of ths
Company under study. A historical background will be followe

Eu

by a brief review of products offered. Finally

~

organization chart will be sexaminsd, with
the rols of‘the agent and the special relaticnship that links
him to the company.
&~ Historical Backsground

American International Group [AIGY is a global insuranos
organization emploving more than 33,000 people. AIG has

the largest =1,

o
ot

evyniational network of any Roerican insure

33

RIC companies insurs a staggering diversity of

(43

ovey 130 county eveyrything from the normal

oo
r:.‘a;

<4

to hydro-electric dams and professional liability fox

-z, RIS hap 3 gross annus i ivrn LnOOome

o
=

pavohoanalyst

-+

over $11 hillion and maintains a3 solid

=1 30 million.

with asszets

a3 total life insurancos in foros

Below is a tables that includss

)

gnificant income and balance

'.:a

L

bt
]

{3 AE=

June 30, 1997 and June BIZ unaudited

t

TS0

Imerican Intsrnationsl Sroup, Annual Feporit {New
{or 1989y, . 2

40
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the world, with over %54 bhillion of insurance in foroe. For

more than 68 vesyrs, RLICO has pyovided individual and group

otection for more than s million policovholdeys in 64
26
countries and territories

2

BRLICO markets 2 broad range of life insurancs produchks
around the world through a network of more than 10,000 agents

arvd brokers licensed by BLICO, its branches, affilis

r.‘”f‘
rr!
“

o
S

}..h

subsidiaries. Theses insurancs products includs acoident,
== 1 and hospitalization insuranos, group insurancos for
health 3 h alirzation insurancse, EYoup InSuTan for

laxr

n

arnd small organizations and businesses, pensions,

iy

annuities and ordinary 1life insurancs.

T

LICO's principal insurances cperabtions are in the Middls
EBaszst, the Far East, the Carvibhesn, Latin Bmerics, Africs
North Bmerice and Burope. ALICD lists 20 subsidiaries and

affiliates, 75 bhyasneh offices and seven regional offices. In

addition to its agents and brokers, BRLICO smolovs z staff of

nearly 4, 300 worldwide.
Below is a tabls that includes comparison of some

significant inocome and bhalanoe sheet figures helbwsen

u_l

June 30, 1987 and June 30, 1988 {faken from BRLICO s unsadited

SARP bhasis statementsl.

Yeary In Review

Imerican Life Insurance Company,
{Wilmington, Delauware: 1989, o, 13



RLICO Comparison of Selected Fipancial Statement

40 June 898 30 Juns 87

Totzal BRssels 3,557,459 2,524,385 EI1%
Total Cash and Investments 2,376,404 1,788,348 2L
Capital Funds BE0,817 o2, 890 3.5%
Life Het Hetained Premium Thl,76%5 33,3548 F1.3%
Life Het Investment Income £9, 155 53,284 32.3%
Life Operatiag Incone &9 B75 57 L35 2LL1%
Life Het Incoms 7,811 37, 20% 2EH.5%
Life Insurance In Foros 54,116,035 44,553,698 21.58%
®Source: Omar Duavds, Internal Memo dated Ootober 1984

")‘2
ety
entitled "RLICO and BIS Financial Statements", p. 4.

The Company was incorporated in Delawsre in 1981, as Bsia

Life Insurance Company, and operating in Shanghai, Chinas. In

the f£if

ﬁ

ies the ~ompany was reorganized in Bermuda as

American Life Insurance Company, and in 1%6%, headguayiers
were moved to Wilminghton.

September 1952 saw the birth of an administrative and
zales office in Lebanon for American Life. From 19%& to 1976,

Boirut office becams the regional office for ths Middles East

nd Arica. Due to the outbreak of the war in Lebanon, the



RLICG Lebanon has : 2 D es, one in Ras Beirut and

the other in Jal =1 Desh. £ eTay) Fipes are scabtiersd in a

mumber of cities, such as Beirwut, Tripoli, fahleh, Jheil

w

and Jounieh,

- Products Offered

ALICO Lebanon offers three main lineszs of products:

1- Ordinary Life Insurange:

These insurance policies are scold to individuals and

are of unrestricted maximum face amounts {coverags

wunts’. Premiums for such policies may bhe paid in ons
27

lump sum, annually, semianrually, or guarterly. They

encountered for almost 72% of the fotal business
28
=3 ated by BLICO in 19HE. This line provides the

brosdest insurance coversge {(i.e. ooverage for dest
by sickness, accident oy war).

2- Group Insuyance:

g

Provides life insurancs, medical insurancs or
pensions for a group of psopls under one contract.  The

group itself must exist for soms purpoess other than to

Gene A. Morton, Principles of Life and Health Insurancs
{Atlanta: Life Office Manasgemsnt Association, 19847, p.39.
il
&

American Lifs Iz uraﬁww Company. Stratesic and Business
Plan {Besirut: 198%), p. 20




45
29
ohtain insurance protechticrn.
In contrast to most individoal insurance contract
5 -1

the group insurance contyasct provides ooverage Lo

numbey of persons undsy =

_;_

someons othey than DR TSOTLS sured. The coniy
referred tTo as a mastsy contyach, providss

a group of individuals who have a 8r £
30
to the policyowner.

Personsl Accident Insuyanos:

Insurances contracts sold to individuals and are of

rted farce amounts. Premivms are usually paid in

1
;.,;.

one lump sum or annually, and the premiuvm rates are

smaller, hence the premives aye cheapey, sinoce these

n

policies provide coverags for death caused by aocidents
only.

In additicn to thess plans, ALICG offers optional
supplementary contracts which may be attached to the
basic policiss. The most important form of supplementary

contract or rider attachsed o an individual policy is

Morton, p. 39

30

Burton T. Beam, Jr., Group Benef ita: Bazsig Concep
Alternatives {Brvn Mawr, PE: Ths Amsr i i




which

oy parh

3

FPlan, p. 64.

by the insured person as a result of svrgical sxpenses,
in-hospital doctorts wvisits, emergency, A-rays and
prescribed druags, and room and board.
- Organization Chaxt
ALICO emplovs around &, 300 employees and 10,000 agents ana
brokers worldwide., In Lebanon, ALICO has approximatsly &E
31
emplovess arnd 230 agents. Below is & simplified
crganizaticn chart for the home office emplovess:
Fifju}:& 1
RLICO Oyganizastion Chayth®
Gensral Manager
|
Rgenoy Divechor-----~----|
i i
| i i i i | |
f } ! i | f |
Zonser- Bgency Personal Groupn Undsy /0 Claims
wation Services Rocident writing Servioes
¥Source: Bmerican Life Insurance Company, Shtrategic and
Fusiness Plan for Lebanon, p. 63
31
Emerican Life Insurance Company, Stratesgic and Business



The General Manager overssas the overall cpsrations of

Rocounting,

underwriting, policvownsy and conssryvation

are all service departments, thus providing insurance
services to mll policyowners. The Agency Director is

yesponsible for marketing all product lines {Crdinary
3 +o the public through

Life, Perscomal Recident and Group!

& chart relating the Agency Director to the agenoy
32

system is useful in this respect {Sea Figure Zi.
Figures 2
The Rge Swesten
Bgency Direotoy
!
f { i
Lgency Manager Agency Marn v  RAgencovy Manager
i | i
i ] i | i i i | |
Rgent Begent Rgent Rgent Rgent Bgent Bgent Rgent Bgent
32
Dean Carlscon, Life Company Operaticons, &th =d. {htlanta:
Life Office Management Assoccoiation, 198431, p. 249,



The Agency Director is thersfore responsibkbls fox

monitoring the activitiss of the fisld foreos

{agents ) and

other field personnel, implementing company policies and

procedures, and facilitating comounications

field offices and the home office.

An agency manager must genevyste sales

+hyough the efforts of the agents in t

5
fdo
ot
m
a
d
oy
W]
in
e
o
)
("

1
fwie
bl

|

En agent is noh a salar
[

Dl

al

4

commiszions on sales.  An agent's work

definite 9-to-5% or E-to-2 or any other

zchedule. The agent should rather schs

workday arournd the conveniencs of

Legally, an agent is defined as a perso

another perszon, a principal, in contrsctuzl

36
third parties. An asgent

[y
I

performs or terminates contracts for ancother

betwaen the

3 personnsi.

A person who

LT!

aots Loy

jRl~RCTN) S I

Dennis w. Soodwin, Life and Health Ins . Marketing
{Atlants: Life Office Managemsnit Associati 9%, pp. Z265-65
34

Ibid, p. ZARY
35

Carlson p. 265
36

Janice E. ider, Murriel L. Crawford and William T. Beadlas,

1

Law_and the E f Insurance Contract, 5th ad
:‘z

¥
Tllincis: Richaryd 0. Irywin, Inc., 19847,

{ Homewood,



Chapter IV
RLICG's THREE YEAR STREATEGIC PLAH

Felow is a description of the three main componsnts o
ALICO's three yvear strategic plan.
- Mizszion

In agreement with what Edg Huss descoribes as the first
step in the strategy formulation process, ALICG sets its
mission as the first of the thrsse components of the company ' 3

strategic plan. The mission statement for 1959 tvpically

"Ersure continucus profitable growth and maintain ALICO s

market share leadership thru aggressive marketing strategy

rm

supported by cost effsctive automated quality servicss?.

It iz worthwhile to maks a few commsnts on the mission

statement. Details are included in chapter VI =n titled
"Actual Stra vy Formulation at ALICOT.

The marketing strategy of ALICO is very conssy wative and

sazsive. Servicss are not automated and slow. Srowth 1s nok

41
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maintained.

B~ Strategic Plan

RLICO hases its strate

t‘h
u‘ i

-~ plan o three assumptions:

1- Instability of exchange rate of Lebansss pouand .
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- Growing competition backsd-up by deval oped automation

and liberalized underwriting praciices

49
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Therefore the company plans Lo

-

1- Promote S § sales to

atable returns.

7- Ensure profitable results of marketing
3- Develop deeper market penstration by idsntifving maviket

opportunities and alloecating appropriate resources.

4~ Where possible and feasible, to follow a relatively
flexilble underwriting poliov.

- Continuously upsrade servics gquality te polioyownsrs and
field forcs to retain competitive sdge.

5- Human rescources upsrading through courses, seminars and
training.

811 these plans are mentioned very briefly, with little or no

pther explanaticons. It is ussful to note that these plans ars

carried out From each vearlyv plan to the next ons.

A
18]

tratesic Obhjectives

How to achieve plans that are compatible with the
company's missicon is a matter of setting strate TSt

ohiectives.

i

e first stated obiective is to strengthen BLICO'z

¢

W)

position in the markst by crsating second lins managsys and

j*

building a marketing division.



o the next cohisctiwe, it is usesinl to
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+hat improving a gosition doss not, a3t present necssaitate
=t 2 1 1

building second line mansgers oy orsating a marketing 4i~

The solution, as will he explainsd later, is probakbly Lo

develor a more conpetitive mediczl packsge plan, o irmnnTTde
I ¥ g ’ i

services basically through auvtomaticn, and to motivate

emploves

The second obischtive is to improve persistency rates,

which indicate the percentage of policies still beling paid

for cut of a block of previcusly sold policies.

The third chisctive is to increasse profitability by:

- Continuens promotion of dollar sales and maintal ning

high persistency.
- Improvement of benefits ratio.

- Keeping operating eXpenses ander control,
t =]

- Securing best poessible interest rates on fiwed depocsit

and policy loans.

These measures are stated very briefly. Ho Further

The last obisctive is to ensure support to marketing

strategy through iImproved administrative servicss.

properly through adeguale pompensation schemes.

]



What can he seen from the thyes component

formulation process is that they are brief
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Chapter V

FOR ALICO
FOACH

PLANMINMG
AFF

STHATEGIC
A STATIETICA

AB- Introducition

Any analvsis would be incompletes withoubh recurrencs to
some sort of statistical 3
scientific approach towards forpmilating strategic and

o
=
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4
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s
ot
[¢1]
4]
m
ko]
o
1]
e
]
4]
”

analvsis regquires the extensive uss of such figurss. ns

maior limitation to any statistical analysis

the lack of figures in maior arvsas of

which will be magnified when the ressarcher iz bound to
consider the external snvironment, which is shalvy and

short intervals

unknown, even during very

Thevefora, ths writer will identifv areas in which not
only figures esxist, but alsco when predictions For Futurs
evants are less shaky and prasdictabls.

E- Factors influencins 1ife insurapos

All over the world, there ars factors which univ

Factors havs soms role

rersally

1l

affect 1ife

determining

DSUXrzse .

ey

performance,

Thess

53
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to their growing imporbanos,
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v oemerge as Lhe m

the future decades. These
broad FTegoriss; external
soops of any

luences which are characie

Fxternal Ianfluences:

The life insurancs concent might bs remocts o Some
countriss bhecausse of several reasons. Ons 1s whars the
prevailing political system doss not favor fres
enterprise. Another is where the standard of living is so
low that people can hardly provide for their basic neads
For survival, or wherse the country’s currency is rapidly
devaluating, thus creating gallopant inflation {lile the
situation in Lebanon nowadaysd. 3till anothsy iz the lack
af interest in insurance protection, and th ig whsrs ths
government provides the nseded security for every family.
In addition to these, countriss face ssven additional
threats/ copportunities, which will be sexamined cliossly.

a. Population ftrends
Thres characteristics of population have an affsct
on 1ife insurancs. One is ths sisze of ths population.

The total numbsr of pervsons in a socisty deberminss ths

marlket in that same socisety. Ths largsr it is, ths

better. The second chavactsristic is age distribuation.

Carlson, ppe. 507 - 23
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The importancs hers is o know hew much of the fTotal

population liss in the hrackst of zges wheres fomlly
formation and development ars likelvy Lo hapoen. It is
kniown that these people are thoss who hesvily by Life
protection. The third charactsristic iz the retirement
ags, beocause retived persons ars interested in pension
proftection {(which is offered by life insurancs
companies !, and becausese these people are disinterssied

in purchasing life orotection on the sssumption that

A
ti
i
M
i
td
o
i
mfw
o
ol

their children have bsooms

Women in Broolovment:

Statistics in Lebanon indicats that women ars

increasingly participating in the labor forcs, {Sss
Table 3}, Ins can easily notice the inorsasing trend

o, OX WISIUINE

,,U

universitises and colleges in Leks
banks, trade companies, hospitals or law courts.

This increased trend affects l1ife insurance sale

i
47}

3

4

in three wavs. One iz that since two people [instsad of

onel in thes family are earninzg money, life insurancs

can be more affordabls. Sscond, women themselves ars

more apt to buy 1life insurance. Third, and this is a

negative factory affecting sales, with incrsassd incoms,
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M
insuranos ., This

wheys, in our
coupls

thevefors 11

11"

may not be
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sent sooresmic
can hardly provids oy all their

INSUTrancs remains

oompletely
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important

Labor Foroe in Lebanon

qc«

1950 88,
1955 B7.7%
1860 B86L.6%
1965 Bh, 6%
18748 Sd.b%
1975 H51.6%

Flonuxos: M,

Cham

Lebanese
H. A=z
in the Arab World,

=143

11.1%
12.53%
13.4%
5.4%
L%
iu‘Q%

ie,
Women™
eds. ,

"L abuan
., in
Womsn Emplovment

Total & OF

100%
100%
100%
100%
100%
100%

Foros Farticipastion of
Bz Has . ¥Fhoury and

N MEEIT,
and Developnent

13851},

o, Moytality

. &

Experience:

Studies
hAave Shown

World War I. Th

* T

longesr, In 1925,

thousand per vear.

iz maEans

the ave

has

It £ell tao

on mortality rates

that more people

rags mortality rats

{Berlin: Mouton Publishers,

indicated a decreass since

ares living

as 13 per
3 PO S SR N iy e
.1 per thousand by 1973,
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In gensral, the downward trend in moritaliity ratss
has bhesn dus to advancosments in nmedical technclogy and
and new medical discooveries. On the other hand, znd with
the increass in population, atomic waste and radicactive
gares, motality rates could he affected {i.s. inores L
However, the long-yun trend is for slowly decreasing vasiz=s.,

ocurse lowey

premiuvms and incressed ocovevages. This would
undonbtedly improwve the competitive and markesting =dge
of life insurancs companiss,
Foonomic Condibions:

Some countries in the world, such as thes Unitsd

States and Canada, have =

conditions. Thus, inflati
rising within acceptable
howevear, such as Lebanon,
Lebaness currency was insv

lus
+
0
E

hvperinflation and 3

power. DPolicies

Soverages ars no 1\-4_’\12:_',81‘ me

all over the world ares img

speriasnced stakle sconomic
on in these ocountrissz has besn
limits. In other countriss
the devaluation in ths
Fitably coupled with
endous reduction in purchasing

i
]
e
P
4]
]
L



in

Mark Greens, Life and He
nancial Instituticons (AL

expected to replacse teym or level
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—
premivm 1ifs insvrancos in the Fuibure.

Income Distyibution:

Gensrally, people throughout the world purchsass 1ifs
insurancs only after sscuring their basic nesds such as

food, shelter and olothing.
¥ =

enntial, for 1ife insurancs

4

a3

h’l

Therefore, it 1
companies, to have the largsst percentage of persons
possibkle et & fair share of the total incoms

Aistributicn, =o that many have adequats funds to

provide for their basic nesds in addition to, among

other neads, life insurance. If a smaller shars of the
total population receives the larser part of ths

ales will be directsd

e

economy’s incoms, life insuranc

only towards this share. In Lebanon, the situation is
not very favorable as far as incoms iz Jdistributsd. Ths

neaed for life insuranos has decreassd btremendousliyv,

while the nesd for medical insurance has inoreassd

rapidly, az people ars mors inclined to worryy about the

e

prohibitive costs of hozpital bhills.

£

xiation, 1984, p.B



Legislative bodies in the Tnited States reguested,

in an atitemet Lo convinos consumers that lifs

ir:

policies are adeguate, all agents to show buvers

ocost comparisons of policiss, that is the toha

ST AEIvTe

the

reminms paid and total dividends receiwved diszcounted

surrendsy
42

positive public attituds through the crsation

of fiducliary responsibility among agss

‘..JJ

degre

gr
f[‘x

bt

means a high degres of trust in the agent and thes

belief that the agent represzsants the best intars

the consumsr, To create this fiduciary respon

Carlson, . 515

Ibid, p. 516
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e

ingurancs companiss have an sxcoellent record in Leyms
of security d ability in mesting promises. Blso,
investments have to be safely placed in order Lo
protect the money deposited by variovs polioyownsrs. In
addition, fiducisry responsibility involves the agent
scting as a financial adviser to his colients and

e1ling him thes plans which most likely suit him. In an

ttempt to increasss the knowledge and sharpsn the
skills of its agent, insurancs COMLEnises SN0LGYS its

alized insurancse COUTSES
offered by several well-known instituticnos.

Internal Influsnces

Insurancs companies,

continuously facs an svery

the externzl influs order to proisch

Polic

In thse past, the sales agent was ths ons who
provided all the after-sales services to his clienis.
However, with ths increassd turnover among agsnis and
mobility of the policvowmsrs especially in Lebanon,
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these poliovownesrs did oot always get the services LThey

a2 special department geared towards that purpose, with
staff plaving the role of councellors for olients.

RLICO Lehanon was one of the leaders in this arsa, with
a Policyowners Service department which is suoocsssfully

filling the gap of after-sales services.

Zales practices by agsnts have not been alwavs
desirable, and usage of misleading approachas has bsen
often the casze in many insurancs companiss,. As 3
remady, laws and regulations in the United States have

heen enacted to prohibit the use of certain words and

n Labanon, howeaver, the picture sssms fto be

e

practices.
rather pessimisti In the midst of war, ssldom wers

racticed.

1
ot
[}

any laws enacted, and sven ravely wers thes

This situstion is lilelv fo continue, should the

i Ko

conditions remain shaloy. ALIOD Leb
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lilke any other company operating in Lebanon, is

suffering from abuses and fraud, and this in turn
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Products:

Since sarly 1960°=, 1lifs Iinsurangs oompaniss have

)
|M4 f
joh)
iy
by
)
o]

tried to design packasgss which would pros
flexiblis benefits instead of rigid oness. This changs
was caussad by rapid inflation, alternative atifractively
designed investment vehicles and a sharp decreass in
the purchasing powsr of the dollar. Inpurancs companiss
are now providing thess plans on a largs scals, with
minimum guarantees in addition to variable bensfits.
These types of variable 1ifs insurance policies ars
described as equitv-bassd, bacauss the amount of the
benefit, except for the guaranteed minimum, is baszed on
the performance of esquity investments. In Lebanon, such
policies were non-existant until ths Bmsrican Lifs
Insurance Company issued itz Income Growih Plan {(IGE:
in Spring 19846, This tvpe of plan has had a very

al=s are increasing at a fast

th
It

Favorakle yesponss, and
rate. The percsntazgs numbsr of IGP po

be sold by vesyr-end 1991 iz 80% of total momber.,

Emerican Life Insurances Jompany, Budget {Beirub: 19
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Operati

Increasing operating costs have besn a basic
characteristic of 1ifse insurances companiss. Thsa

3
H

inouryed

use of computers and the additional sxpenses

el
l‘“ﬁ

on training and motivating fisld fores and staff have

u"‘

surged these costs up, which consequentiy affeate:
amcunts of cash values, surrender values and premiums
ralating to life insurance companiss. This has forced
the premiums to move upwards.

Public Relations:

Companies are extensively using public relations in

=

an effort to provids a healthy and sane pioture of lifs
insurancs. In Lebanon, much of the advertising is

placed to promote insurancs institutions and products.

st istical Measurement of Demand for Life Insurancs

=0

So far, the most important qualiitative factors which

=t o

universally affect life insurancs have been examined, and

comment has been incorporatad, where appropriate, on the

affect of thess influsnoes on the Lebhansse markei. Howsver

U

r analysiz would be somewhat meaningless without drawing

L%

upon the gquantitative measurements, thus trying fo relats

the theory to practice.



R word of csution should be mentionsd hers. The
quantitative analvsis is not 338 complebe as showuld be, dus
+to the unsvailakility of data on ons hand, and the
impossibility of acourately predicting futurs ocutoomes,

especially in

temect will be mad

unknown and risky.

which 3 available and

relisd upon for predichting future cutcome.
factors, a regression equation will bhe

commented VDT,

srud

To make uss of one of the mest trustworthy shtatistical
tools for forecasting and planning, managers at highsr
levels of an inoreasing numbsr of organizations ays usin

resgressicon analvsis, Regression analvsis uses 2 Formal
modal to measurs the averass amcunt of changes in ons
variable that is asscoiated with unit ingrsasss in ths
amounts of ons or more other variables., When only fwo
ariabies are studied, ths analyvsis iz called simple
regression. When more than twe variables ars studied, it

is ncalled multiple regression, There is

the ons to be

m

dependent varishbls, and it is
analveed.

3=

uymlly

listed

Charles T. Horngren, Cost ﬁ"ﬁﬁhsluw' A Managorial
Emphasis, 5th ed. {Englewood C1iffsz, N.J.: Prentics-Hall
International, Ing., 1982%, p. 211,




in the sense that

dependent wvariable. Cften the mansgey has a cholcos of

several possible regressicns that use different
independent wariables or combinstions therscoi. In TSy aal=5

criteria should be meth:

i

1~ The regression aguation should be

maks sconomic saenss.
2~ The goodness of £it sh The x

sheowuld be
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Siorn

each independent variable divided by

(oLl

BLICO can therefors predict what will

and hence

policies ita
market shars.

of policies

ILid, p. B81%

plausikis,. It

coefficient

should

can anticipate how many

salas in nuombeer



TABLE &
TOTRL MARKET SRLEDS 127%-8&

Yeor Total Market Ssi
3 of

in masher o

1979 3,290
1980 3,700
1981 2,753
1982 L, 438
1963 6,001
1984 b BLT
1985 6,942
1996 11,573

¥ Source: L'Rssociation des Comoagniess d L‘:_'.Hs& du Liban
{ACRLY, Sada’ Bl Ta'meern, | : ricdical,
1979 - 1984}

The independent wariables chossn ars ths money supplyv,

variables

i

consumer price index (CPI), and interest ratss. Th

have been choszen becausze thevy have a direct bearing on

insurance sales. First, the total monev supply determines

how much money there iz in cirvculation among the public,

and hence a highesr money supply is faveorable to insurancs

ssactly thes opposits

Ay

sales and a lower money supplv has
gffect, Monev supply has besn defined as the total currenow

n circulation plus demand deposits,. It defines and detsymines

}..a;

he rate of supplyv and demand for money in the market, and

t

consaequently ths valus of monsy.



67
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Tahle 5 shows the monsy suoply in Lebancon fox the pericd

1979 to 1988, Figures ave in millicns of L.

TRBLE 5
MONEY SUPPLY 137%-84

Yeay Monsy Supply &

"
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# Source: L'Associaticn des Compagnie
{ R RL Szds! Rl Ta'mesn, |
1879 - L?S%}.

The second independent variable, CPI, oy consumsy price

index, measures and compares the orice of aseveral hundred ox

thousand goods and sexvices in a glven year or ¥eIrs to &

specific vear, or bases yvear. CFI is alsc useful fto determins

rhe walue of moneyv, and thers liess its true strength. When

TUsually people are reluctant to buy insurancs which prowides

stable coverage in pericds of inflaticn and price iInoresses.

i,

[l

{See Table
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Imagine 3 person buying an insurance policy fov
of LLL.100,000 in 1970, Is its walus hoday what it
19707 Of course nct! Even in 1980, when the U.5. do
exchangs vate was stable to the Lebanese pound, The
L 100,000 were worth much less than in 1970.

The CPI indicates Lo

total spendable incoms will

life insurancos oompanies how mo

B OOOVETSES
WES 1N
1isy

oh

hie for buving 1ifs

il the walus

insurance. It alseo gives an indication as to how much
coverage is needed in light of the orice levels 3

TAEBLE &
COWNSUMEER PRICE INDEX 31979-46

Yaar

1975 348
1980 5073
1981 501
1982 574
1983 H1E
1984 R
198% 1,318
1984 2,950

¥Iource: YLe Commercs du Levant?,

18

B



The third independs

competitive posturs of other financisz sevrvinss institubicns.

When interest rates are high policyowners are tempisd Lo

0

surrender their insurance policiss or sven rvefrasin from

mommercial banks or other financial intermediaries which will
offer them highery rewards in the form of higher reiturns
+hrough higher interest rates. The process of leskags of

fundz from insurance comeanies to other institultions is

Qu

called disintermediation, and oould bhe very harmiul to
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aotors: the mor
evpenses and the rate of interest.

int st at which the rcompany will

funds, the higher its profits, and o
can afford to reduce its premiuvm rates to make its products

cheaper. {Ses table 71.

Greens, p. 8



TABLE 7

INTEEEST BPATES 197%-34¢
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7.50%

9.50%
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13.00%
13.40%
18,4
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¥Souros: Central Bureswu of Statistios, Bangus du Liban,
Cuarterlv Bulletin, {ist Ouarter, 1987,

HMeither the price of ALICD products, nor the price of
other ocompetitors products are helpful becauss, in insuranoe
every product has a different price, and not only that, but
in each prodact, the price is different accorxding Lo avery

age, work classification, health condition and other factors

i)

that affect the underwriting and rate classification of svery

t

policy. In addition, onese cannch oompare products of different
companies, becauss there are no similay products offered
among two compsnies. EBach company designs a product which
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varied according to each conduact
Using multiple regression, we get Lhe 1lowing =
Market Salesg = 19&&6.68 + 0,32 + O.8Z -

i 47
Money CPL Iint. Hate
Supply

0.37

e
[
i

1.4149 gt 90% Level of Confidencse.

Tabulated t

97 percent of the changes in the depsndent variabl

explained by changes in ths indspendent variables, wh

leaves only 3 percent dus to chance, This is statist

very significant and reliable. Blsc, the t values of
independent variables are higher than the tabulated
al=ze indicates that figures used truly explain the

relationship betwssn the dependent variakle and the

independent variables.

1f ALICO manazemsnt could use thisz equation and in

e

probable future figures for the independent s rariable

aould easzily and accurately predict

insurance sales. Given new figurses, ALICO could seb

the number oFf Fuibur

itionally, the size of the Lebansse populaticn was nol

angd ars
aguation:
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Chaptsr V

LAT

ACTUARL STRATEGY FORMIL

T

nRY T

-
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Io B LEBARIY

and Peoples Involvead

va

ALICO has implemented a pro

strategic plan, and thiz proc

veary. However,

Lebanon,
The Home Offics in Wilmington

President for Planning, various £

operational vear ahead. These fig

sales quotas, first-vyeat premium

¥

investment incoms,

and other figures. These

various regions depending on las

future expectations. The Middle

of the total figurss, and

share

distribut

1=

Middle East an

constitute the region, depending

ati

performance and sxped ions.

distribut

a few vearz bhack no plan

Lt

Each

=
e

=Y for Formulating a

SeWar

followed

t

o

)

bean

-
=g

preparss, through ths

2
31

igures realat

uras inod

4 g 1A R
incoms, Irengwal

[ o]

=

distributed

year's performanc

which

i

t

fi
1

each territory’s

i

ot

¥

foie

{_

HY]

SIVaS

arriftory reg

acoording to

allocated figures and S s each
agency's past performance and sxpectations. Finally eavery

agency manager distributes his allocated figures to his

agents according to sach cons’s past performancs and

expectations.
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Bz menticned sarlier, onlyv recent
strategic planning. The only plang aver prepored were

ore veay ahead.
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{sales, incoms, sxpensss...) and ftry to follow this set plan
for the vear-end.

However, with the emergences of lonzg-term strategic
thinking, ALICO instituted its Flanning Department in ths
18707's. Ths planning procosss ussed o rest on a top-down
approach. Then, large variances caussd the company to changs
its approach to that of a bottom-up ons. This now iz being in
practice.

Toward the month of July, mestings by ths General Manassexr
with Profit Center managers are held to analveEs and assess
current performancs vis-a-vis the yvear’s targeits. When

st, such asz drop in sales, or surge in

(=

deficiencies ex
axpenses, management sets some additional measures to offset

gaps and resst the company on the right track. Additionally,

forecasts ars bhuilt and tentative targsts avre set for the
following vear. It iz worth sxamining the process by which

targets for the coming vear arse set.



First, the second main person in charge of the styaiegic

plan in BLICO is the Legal BRdwisor. In spite of Lthe compeltency
of that person in legal matiers, hes

person to be in charge of planning for the Company. Naturally

e
-

£

the legal adviscr has a sav in the plan , because helshe hasz Lo

make sure that all topics and plans are in compliancs with
existing rules and regulations of the countrvy, but he/she
should rathey not ke in total charyes for preparing the strategic
plan. Instead, the General managery, profit center managers,
marketing managers, cohief accountant and othery functional
managers are those who set out plans and execute them, This

iz the first possible gap in BLICS Lebanon's olanning proosss.

I

Second, no mathematical approach iz used to forscasit any of

ct
(

the targeted figures, should they be in number of policies sold,

premiums gzenesrated, interest income, overheszd expenses, operabing
expenses, renswal premiums, persistency, number of new recruliltsed
agents or any other figure. When cne staff suggesied using soms
of vegression sgquation to predict future sales, his comments

were ignored on the hasis that building & regression sguation

and interpreting it were too complicated, that suhliective

guessing was simpler and reguired less time and efforts.



Third, o analysis of the market really sxists. Managemsnt

=]

hases its judgemsents on the anrual repoxrt of the RO

Bssociaticon des Companies Jd'Assurances au Libant. This

o

report lists the names of life insurance companies in Lebanon

arnd the premiums generatsd by these companies during the

preceeding yvear. There is noe real analysis of potential customnsr

groups, market needs oy othey opportunities availshble in the
market. Foy instance, with the surges in hospital and med
sxpenses in Lebanon, several companies have, in responmse,

3

designed competitive packages at low oost and high ooversge.

They have risked incurring short-iferm losses agasinst long-termw

profits. These companies have oconguered 2 high poxticon of the

tI‘

market by appealing to the neseds of the customers. It is true

that one medical claim might have wiped up the oremiuvms of

en new policies, and this has actually ocoured freguently

oy}

but by adding thousands of new customers, the final ocubooms

was positive. Intersst income from these counld uvltimately

I».J\

take care of potentizl pavments of claims. These companiss
have built solid veseryves in such a short pericd of tTimse (one

to two vearst. During that time, ALICO was a3 spectiator. In
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response to the proiests

managemnent responds calmly:"We are Arerican Lifes Insurancoe
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Company, and not Bmervican Medical Insursnce Company”

ot
}wl D

it is, this answer remainsg rermohe from competi

WETISEE

Trie &

%3]

Al

far from providing for the present needs of the customers.

The consequence of this is that s large number of oox

force are selling medicsl insurance wit

agents are placing part of their business in othey oompanis

e
M

out clearly that thev should sell insurance sxclusivel

ALICO,

Fourth, the plan that ARLICG develops and calls busin

fi=ld

hoour competitors. Thess

spite the fact that their asgresments with the Company spell

v with

and stratesic plan cannct actually be categorized as such.

It iz actually an operational plan for the following vear. Ho

attention is paid to examins ALICO's position, competi

environmental and other factors above the pericd of one vsar.

Only some vagus words are expressed as to the opsratia
RLICS after the ons-vear period.

E- Evaluation of Weaknesses and Strensths

When companies assess theiry varions strengths and

wealknesses, they build upon these characteristicos action

—

plans. Executives capitaliss on their strenzgths. They
preserve them and even enhance them. They alsc trvy o
their weaknesses by building remedy plans and work on

them, in an effort to turn wealnesses into strengths.

ey o
PR 1 -,
rasolve



78

Bt ALICG, the vearly strategic plan entails a chapter on

various strengths and weaknesses. This chapter is stated

hriefly in terms of points {or keyvnohes!, and snothsy mors

brief explanaticon 3z to why theses ooints repy

oy weaknesses to the company. However, being
real problem. The actual problem lises in whether any maior

effort will he mads to 2liminsts

ih

strengths.
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EBelow are the topics which have besen

strategic plan for 1989,

g

t iz worth mentioning thsa
weaknesses and strengths are transferred from yearly @
the following vearly plan, without changes in the ftopios:

strensths have been kept as they ware without any additions,

and it iz wondersd as to how long thess strengths will haold.
Weaknesses have, on the other hand, increassd.
Before we slaborats on our wealnesssss and strensgths, it is

worth mentioning that the actual authority does not lie in

the hands of ths local General Manager. BAuthority is embodied

in the Senicor Vice President of the Middle East, who is basad
in Limassol, Cvprus. No important decision is talsn locally,
no matter how vital and urgent it iz, Steps such as purchases

of computers, upgrading of smploves benefits, amending



insurance plans and shifting a marketing strategy all have o

he approved by the Senior Vice President, together with the

relevant regional manager. This, of course, limits the
capability of leooal managemsnt Lo mansuwver, especiszlly in the

of fierce, aggressive and dvnamic competition wvhoses

Baelow are listed the updatsed 1959 wealknessss as stated by
management, together with explanations as to why they are so.

F

[

several vears now, the first topic on thse list is qua

of service. It is stated exachtly in the following mennsy:

i

faality of services to policvowners snd fisld foroe iz nod
keeping pace with wwith of businsss dus to:
- Necessity of maintaining two separate administrative

to minimasl oy ac

functional depth in =sach of twoe locations, henos 1o

flexibility. Insbility
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modernization of processing and services.,

Lack of second line managsrsg.

Bmerican Life Insurancs Companhy, Stratesgic and Business




1ii- Mo Local Datas Processing facilities:

This is a weakness because the operation is highly
dependent on manual processing, which rends the

operation manoowsy intensive and conbelsons.

creates ’ . cozssing and bordens cperasting

ex

These two weaknssses have besan groupsd togsther becaus

they will be commented upon together, as thevy both fall w

the categorvy of service.

0

With the devaluation of the Lebaness currency vis-a-vi

the 7.5, Dollar and other currencies, salarvies of staff h
bheoome insufficient to provide for the basic necessities

.

l1ife. As psyvohologist Abraham Maszlow developed his

hierarchy model” which was later adapted for managsement uss

by psychologist Douglas Mce Gregor, it seemed obwvicus that

l:

first level of needs in the hisrarchy is ths "physiclogic
need”, which is the need for food, clothing and shelter.
neaed has to be satisfied first before somsone might move
higher levels of nesds. Thesse needs
for by money. Fsychologists have debtermined that monsy is
most important motivatoxr,
rhyvsiclogioal nesds. They

tlv influsnce othey
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affiliation, powsy ov zelf-
ginoe 1985, pay rates have noh

the

SOonomy has

ot ocourse,

Therefors, what was writhten in

tell the whole storv. The need Lo improve salaries and fring
henefits vemains the most imporitant factor for improvin
emplovee morale and hence improve the level of sexvioe.
Bdditicnally, management has heen very slow in installing
a suitable Data Processing Svstem. Rotually, the company has
bought so far two personal cowmputers in the "West side" Head

Office and one personal computer
Office.

all th

D

.. usage was Jdons bto employ

computers were installed.

{policy anderwriting and changes,

production reports, cash flow and benk reconocilistion

Gary Dessler, Personnsl Man
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urndoubhtedly

e different.,

to aoocomodate

Therefore,
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of seyvios went Jdown.
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are partly or totally mamially orocessed. This undoubiedly

reqiives mach mors tims, and allows for greatery human error.

Buclk Rodg formey Vice-Pregident of Marketing at IBM,

rn

states in his book “"The IBM Way™:
"let's faces it, we didn't build ons of the world's
gyestest sales orvganizations by dust caring for our

people. Being concernsd helps, 311 right, but it dossn't

Uu

build heomes, =ducates children, oy pay for cars, boats ox

vacations. It doesn't assurs anvons of 2 financizally

financial health but with the Companvy's too., They will be
L7

Having this analogy in mind, BLICO has, since 1985, dons
z rvather poor Job. Unfortunately, it has not adeguately provided

for building homes, educating children, paving for wacations,
cays and food. Boocordingly, BLICO could not expecht ils

emplovess Lo be extremsly concerned with the finsncisl heslth

Buck Rodgers, The IBM Wavy (New York: Harper & Fow
Publishers, 19867%, p. 1B3




1ii~ Highlv Conservative
benefits, raites and
business. This is a

ability to bhe compeshtitis
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weskhness

W .

In fact, this weakness is related to what has Lbeen
efevrred to as reliance on regionasl decisions, rather
than local ones. Being oonservative oomes fycem the fact
that seldom is rTegional management interssied in beling
vesponsive to the market. They wview Lebanon as belng
extremely risky, and where svents are compleblaly
unpredictakle. Competitors, whoss decision wmakers are in

Lebanon, and whose overall operations are in Lebanon,

carmot afford to he

ALICD., Most of

A3

few ar

(_D

companies roopond

using the marketing
to achieving organiz

the needs and wants
the desired satisfac

Philip Kntl

competitors

i

Marketins

conserwstive

ST

are local firms, and very

of foreign companiss. These
ickly to the needs of the warket by
concept, which holds that the key
zticonal goals consists in determining
of tareget markets znd delivering
tions mors effectively and

Eszentis {Englewood C1iffs

!
e-Hall, Inc.

M.J.: Prentic

19843, p. 15.

¥



RLICO vses the selling conceph,

of the
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consumers will not buy snough

products unlsss the org
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ellin effort.

o

g and promotion

design products

oy the instiron

launch them in its own markst. These

might not succesd in Lebanon.

iv- Absence of some RAgency managers from

to dislocation and unavailability of

manageyrs

ot

This is

smooth running
The wealkne

orossing betwasen the warts
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sums of money

The yeason bohind this staticity is that fop management
does not wish to create 1li-feslings among thesse few agency
managers.

Must maintain a low profile approach dus fto securibty

is a weskness becauss it hindsrs

-
[l
)
fots
15t

]

consideration.

ability to utilize any publicity or advertising
activitiss, at time competition capitalizes on media

exposursa.
Ever since the outbreak of the civil war in Lebanon,
ALICO has been using this sentence in the Strategic and
Business plans and other diverss reporits touching
o

promoticn, Management said they 4did not want to

jeopardize the lives of emploveses and agents sspecially

in view of anti-American feslings., This could be trus in

the sense that management stresses on the importancs of

actually American or even ncn-Lebansese. Basides, a few

£

T

television advertisements for ALICO most probably will

not provols emerging threats fto the company



This has limited the compeny's ability to faoe the

sive advertising and promohicn of other companies.

BEYes

ALICO claims that it promotes from within, that it

offers a large number of bormizss and awards fox

deserving agents, as well as launching contests for
qualifications to tours and oonventions outside Lebanon.
Indeed, this is a very motivating tool for our agents,
but promction through the wedis could facilitate ocax
agents' jiche and improve sales fremendously.

1v mentionsd, but which

L'D

One final weakness, which is vax
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o
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and power in the hands of Lop nmanagement

management in Lebancon. Bs mentioned sarliesr, all
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important local decisions axx
Decision making in the Middle East is centralized and
practiced by the Senior Vice President vesiding in
Limassol, Cvpras. Sometimss, =ven ninoy steps have to he

approved by the Vice President or regional ma nagarment

operating mainly from Shariah, U.R.E.



abilitvy

limited

This
We have const

slow and lats

ALICO =till

Styengths:
asses,

oazy achtions
than

mther

l'\l

has some strangths
wwill haold

o
Despite its weaknes
which it yests upon. Till how long these str

depends upon whether ths company is able to understand thai
things change, and flexibility, aggressivensss and inoveased
automation, among others, ars the nams of the zame.
i~ One strength which is listed in thse 1989 Stratezic and
Business Plan is the ons that truly remains ths baclkbons
succsss of BLICO, It is BALICO’ s longevity
stakbility and

of the limited
coupled with

in the market

orporats

world-wide cover.
It iz a strength because it induces a =
policvownsrs,., Az has been desoribed earlier, ALICO is
indeed a strong and healthy financial institution
worldwide. This iz vital to an insurancs conpany becauss
policyownars would want to e assured of the safety of
the funds thev deposit in insuranos conpanisas,. Peopls
that promizes will e mebt many vears

want assurancs



- made v

montractual obligation, and henoe any

insurance companies should be placed safely. In this

vespect, no doubt that the good reputation of RLICG is

bevond any doubd,
ii- Other strengths mentionsed in the vearly strateglic plans

d as ths aboves mentioned reason.

}..4.

are not always as
Somes of these points are:

relatively larsese numbsxr of

-Seascned Agsnoy Foros
producers.
~Competitive agent’s compensaticn system.

Effective marketing mix with variety of products to meet

53 obwious. Dus

i

These zo-called Mtrwn +ths are becoming 1
to our inadequate medical products - providing limited

coverages for expensive premiums when comparsd to

Il
H
]

competitors’ products - a largs numbar of ALICO producers
placing their business elsewhsrs. In that sense, ALICD
recruits, trains and motivates agents and they wind up

generating income to other companies. As to the marketing

mix offered by ALICO, this is not truly a strength in the
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sense that the Lebanesese marksd ces not need a wvaristy of

Y
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products to choge from. What people mostly nessd nowadays is

<

medical, hospital and surgic

W
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nsurance . As to the large

business portfolic, this is

sarlier by RLICO.
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Chapter

LT

o LAY

CORNCLY

Despite its image of worldwids strength, ALICD is
weakening in Lebanon. Rs has besn descorihed, ons oan rvelats
itz decreasing market share to the failure of BRLICO to bwild
a realistic strategic plan, ons that is scientifically
aprroached.

top management should bs able

enviromnment more deeply, locats portential opporbtunitiss,
analyze itz mavkst needs, and anticipats compstitors achtions
and reactions.

To do that, ALICDO sheould firvst aszsisn the planning duties
o somecons in the company other than its Legal Advisor. Ths
Ceneral Manager should be badksd uap by the warious profit
center managers {(Ordinary Lifs, Personal Bcocident and Group
Insurance}, together with ths Chief BRccountant., The inclusion
of a few knowledgeable field force membsrs in some parts of
the plan can be instrumental and vital, becauss thsss ars ths
people who are actually in the market; they know what ths
market needs, and how much it is willing to pav. They oan
provids the company with the wvarious compeiing produchs,
their benefits, s=sxclusions, ratss. They can sugssst new

to study its
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products which are in Jdemand in the market. Their presence is
helpful in the sense that they bring the real world matiters

and draw them into structured lines and senltences, uoon which

L
QO
e
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n
e
-
[
3
o

action plans oould he built and
Howewver, without doing much sffort in regard Lo building a
well structured, realistic, scisntific strategic plan, ©
company can improve its merket shsre by eptertaining Lwo
urgent subiescts, One is designing a competitive medicsl
insurance plan, and second is improving servioes.
Firstly, the medical plans that RLICD offeys are ENDEnSIve
and do not provide for full expenses inourred. The
competitors are designing plans whose structure folloaes
50
comprehensive major medical plans.

policiss provide broad coverasge for both

H

hospital expenses and cutpatisnt sxpenses. hey prowide a

vigh maximum benefit amount such as US§ 10,000, The HITE RO i)

henefit amcunt available under a majicr medical policy usually
3 Yy -

applies to sach covered sickaess or indury, rather than to

cacrh covered sxpense. Cur medical ocoverage in contrast

.
-
ol



attaining the full actual exgenses incurred by the insured

the public, esvecially after the rise in foreign sxchangs
rates viz-a-vis the local currenocy, and the resulting
inflation, people have beooms interested in medical :

s hawve beooms prohibitivelwy high and
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pnaffordakle by the largest porticn of the
Additionally, some insurers provide payment of olalims

directlv to the hospitals, withcout the insured

any amount.
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relief from
and then claiming them from the insvrance company. This has

gained popularity during 1987, 1988 and 198% and continues To

ke the dominsnt faotor behind selling health insurance. BALICD
has, in summer 19%0C, introduced the Jdirect hilling systen in &

selected number of its group policiss. The company will

review its experience in this respect and will decide whether

+to use this claim settling systewn for its individual policies

or not. A decision of this sort will need much time to be

taken, probably more than one vear. By that fime, market share

minish furthery and competitors will

bt

would most probably 4

veapr the henefits of increased vetvrns before RLICHK wonld.
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The second sublisect is improved se
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cannot be over smphasized.
Management is very much aware that customey seyvios 18

vital to the survival and growth of

the ocompany. Yet, no
action has been taken in this respect o imorovse the level of
services., The matter, however, is gquite simple. RALICD needs
to compensats its emplovess properiy in ovder to moLivate
+them to perform their johs as conscienticusly and sfficiently
as possible. Little has been done in this respsct and the

far lower than what should be

(0]

level of salaries at ALICD is
For 5 firm of its size and strength. Motiwvaibion is oriented

toward the field force who are compensated heavily by means

Management so far is probably failing to understand that not
only is the sales agent important, but the clerical ewploves is
equally important. The situaticon is similar fto a monetary

coin: the coin needs o have both facets in ovder Lo have the

value it claims.
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Lrnicther means to improve seyvices is auntomation. Cuoy business =x
requires that a company of the gize of RLICO in Tehanon should st
least have one main-frame computery linked to a numbeyr of

terminals. At least one terminal should be availakle in esach and

every department. Continucus compubter fraining fox D LOVEES
should be done. Bb least one telefax machine should be
availahle.

At least one slectronic telephone line should be available
in each agency {(branch). Nothing of this sort sxists atb
ALICG. Only 3 not-state-cof-the-art personal compubtsrs ave
available. Thev hardly could accomodate one department at
wast. No telefarx iz available, and several agencies do not
have electronic telephones lines, and hence do not have any
telephone contact with the cutside world. The telex machins
is agonizing and neeads instant replacement. Several
typewriters have been in use Loy over ten years and only two
rhotocopying machines arve available. With all these
constraints. the bulk of the business has to be pesrformed
using the sgcod-old-way, manuallivl



oyeasad the

administrative services and hence oustomey servioss.

W takes more than 3 weeks to he settled. B change
palix size or addition of a rider takes moye than 2
to be affected. An application which would be under
and issued within a coupls of davs takes an averags o
weeks to 2 months to he handled.

One final note on ALICU's level of seyvices. Sever
positions are left empty if the respective emploves L
or 1 taking his annual leave. Usually o ocne is ther
temporarily in charge until the regulary emploves is b
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flow of work is hence freqgquently interrvyupted zand the work
load is enormous upon the regulary smploves’s relurr.

On the importance of gervios, Edscon FOWillisms, Yice
President, Ford Motor Company and Senerasl Manageyr, Ford Truck
Operations wrote:

*"7'd have to say that {(before thes svents of ths lasi

four tough vears) our culturs in the Ford Motor Company
said that there’s one central objective in our businsass
and that'’'s o earn a return on our investment. I think

we've now learned there’s somsthing elsze that's central-



and that profits will fall to wou if vou view this as

central: Servve the customer. ¥You have Lo have vour cosis

right, quality right, all those cther things that haw

+o be deone. Bub we must alwavs think the custonsr is

middle of the thrust of what we're trving to do. I think

that's what we've learned. I don't think 3
complicated than that, and I would suggest it to you
vour considervation®.

Here is ancther small note capitalizing on the importa

of customers:

"At Disneyland and Disneyworld, every person who comes
onto the property (the "set”) is called a guest. Moreo
should you ever write the swrd at Disney, heaven heip
yvou if vou don't capitalize the GV,

With

t
b

right products, the right services and a 0ore

scientific approach to strategic planning, and given the

immense human and non-hunsn resouroess that ALICD possesoe

no doubt that leadership, growth and improved market sharse

will inevitably marvk ths vears fo ocome.

n

Tom Peters and Nancy Austin, A Passion for Excellence
The Leadership Difference {(New Yorlk: Random House, 1985)
. 24,

52
Ibid, p. &7.

nes
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