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Model of strategic managing the competitiveness
of the integrated company

The author’s interpretation of strategic managing the competitiveness of the mining company is
offered, the theory-methodological bases of the model are developed, and application of the resource
theory of strategic management, value-based management, and also the theory of real options are
proved. The model of strategic evaluating and managing the competitiveness should be based on
interest multiplicity of stakeholders which are carriers of financial, intellectual, social and natural

capital.
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Strategic management plays a key role in
the integrated companies that are dominant in
the mineral-raw complex (MRC) and are the
backbone for the national economy, and these
companies provide the effective and rational
use of mineral resources.
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In our view, strategic managing the com-
petitiveness of the mining company is a system
of tools and actions aimed at improving the
resource and dynamic competitiveness of
the company during the growing competitive
status and fundamental value of the company,
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taking into account the dynamics of internal
and external environment and the use of option
management.

The model of strategic managing the com-
petitiveness of the mining company is based on
the following theoretical and methodological
basis:

> the resource theory is the fundamental
theoretical basis — it is the most modern con-
cept of strategic management;

> the management theory focused on the
value-based management is the methodological
basis;

> the real option theory providing flex-
ibility of management decisions and accounting
the dynamics of internal and external condi-
tions and factors, including the institutional
environment is the instrumental basis.

Strategic management includes analysis
toolkits and mechanisms of managing the
object.

Choosing the modell [1] and key indicators
of strategic analyzing the competitiveness of the
integrated company, the variety of key meth-
odological approaches should be considered.
In general, these models can be divided into
three groups.

The first group includes models using indi-
cators of company’s financial situation and
focusing more on the interests of debt holders
and creditors [2].

The second group includes models of
corporate governance based on the VBM-
management, aimed at maximizing owners’
welfare and increasing the investment attrac-
tiveness of the company and actively intro-
duced in the progressive corporations of the
world [3].

The third group includes integrated models
aimed at combining the interests of many inter-
ested parties in an integrated company.

' The model in this case is the relationship of specific,
but as a rule, not formalized in mathematical form elements:
rules, forms, principles, institutions, etc.

In our view, a strategic analysis of the com-
petitiveness and efficiency of the integrated
company should take into account the interests
of all interested groups (stakeholders) and be
based on them. This modern approach is based
on a common definition given by R. Freeman
that defines stakeholders as “interested groups
of people or individuals that can help the com-
pany to achieve its objectives or themselves
are affected by this process” [2]. It should be
noted that the stakeholders have various forms
of interests in the company not only now but
also in the future, and it determines the need
of their integration into strategic management.

There are different terms to identify various
types of stakeholders and their influence on the
company [2, p. 126-127]. Classification of the
General Electric Company divides the stake-
holders into shareholders, employees, cus-
tomers and the public. Resource classification
identify the stakeholders according to the type
of strategic resources they provide, they include
investment (objects of investment), reputa-
tional (resources of relations) and intellectual
(transformational resources). Classification
according to the criteria of risk-sharing reflects
the relationship between risks of the company
and risks of company stakeholders as results
of the company activity determines risks of
stakeholders. Classification according to the
criteria of influencing strength is based on
the stakeholders’ impact on the results of the
company activity in a favorable or unfavorable
direction. In addition to these, there are clas-
sifications of stakeholders according to their
interdependence, shared responsibility and
other characteristics.

Communication and dependence of own
interests and goals of stakeholders with the
results of the company activity determine their
motivation and their potential to act as resourc-
es for the company. Specificity of interrelation
between stakeholders and the company has a
complex, many-sided and mainly non-finan-
cial nature.
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Therefore there are primary categories of
stakeholders, which include some persons
among the investors, personnel, clients, sup-
pliers which are the most interested in the com-
pany activity and without whom the company
cannot function in the future. The secondary
category cannot support the company policy
and share its program; therefore their influence
is not so essential.

The uniqueness of strategic resources pro-
vided by the stakeholders and the company
risk-sharing allows to consider them as special
investors, offering a unique investments.

In the mineral-raw complex the sites of
subsurface resources owned by the state are
actively developed, and they are also controlled
by the mining companies in the mineral assets.
Therefore, the dominant stakeholder and par-
ticipant of interrelationship in the integrated
company is the state and this fact must be
taken into account in the process of negotiat-
ing interests in a model of strategic manage-
ment. Interests of different stakeholders can
be opposed, not conforming to the common
goal of maximizing the value of the company.
Possible conflicts between western authors are
ambiguous and their interpretations can be
divided into the following types [2, p. 128-135].

1. Radical positive position, its followers
believe that the maximization of the capital
cost corresponds to the maximizing the claims
of all other stakeholders’ categories. This inter-
pretation is the result of the contract theory
of the firm; in addition it is assumed that all
of the obligations are guaranteed satisfied.
Therefore, the only party having the right for
residual claims to the assets of the company is
the company’s owner bearing the risk from their
making decision.

2. Radical negative position, its followers
believe that the conflict of interests between the
owners of capital and other stakeholders is
inevitable. This interpretation is based on a new
version of the contract theory of the firm based
on the assumption of incomplete contracts.
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The company is not considered as the sum
of resources, assets and sources involved under
any conditions from different markets, it is
considered as the object with new features
due to the combination of specialized and
complementary assets. Unsolved problems in
this case are the ownership rights and control
over specific resources (non-financial, natural,
social), with not always regulated status, so
each owner of resources (stakeholders) has his
own interest, sometimes non-formalized, non-
protected, non-coincident with the interests of
company’s owners.

3. Compromise position is characterized
by a variety of interpretations. Thus, the
resource theory assumes that stakeholders can
form as well as limit the resources so the
mechanisms of motivation are need, and they
provide greater efficiency and competitiveness
of the company. The concept of corporate
social responsibility shows that the quality of
corporate social responsibility of the company
is related to financial performance, profitability
and capital value of the company. Therefore
the introduction of stakeholder interests as an
active element into the concept of value man-
agement can be considered as a condition to
achieve maximization of shareholder’s capital
value in the long-run period.

Thus, the model of strategic analyzing the
competitiveness of the integrated company
must be based on the interest multiplicity of
stakeholders who carry the financial, intel-
lectual, social and natural capital; this model
must consider the optimal balance between
them, now and in the long run. This “model
provides a solution of the problem ... to create
a harmonious company in which management
cycle is submitted to the structuring the space
of multiple interests and achieving the balance
in it. Balancing the interests forms a special
quality of relationships with stakeholders of the
company (network), which transform into a
new factor of company’s value in the transition
to innovation economy” [2, p. 152].
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The efficiency of the activity and the degree
of market power of the company, features and
efficiency of achieved integration and diversi-
fication influence on a strategic analyzing the
competitiveness and the competitive status of
the integrated company.

Therefore, the strategic analyzing the
competitiveness of the integrated company
should differ from this analysis within the
focused company and be realized in the fol-
lowing way:

e analyzing the influence of integration
and diversification and their results on the
competitiveness of the company;

e rationalizing the approach to analyze
the competitiveness of the integrated company;

e adapting the estimating model of the
fundamental value of the company, taking into
account the concept of value-based manage-
ment (VBM);

e developing an integrated (stakeholder)
model.

Building the model of strategic analyzing
the competitiveness of the mining company
and its main tools are presented in the fable.

Three types of competitive advantages pro-
vide the competitiveness of the integrated
company: resource advantages — the possession
of the resources of special quality or quantity
(natural or acquired); operational advantages —
the efficiency of using the available resources,
strategic advantages — the availability and
quality of a particular development strategy of
the subject as the carrier of competitive advan-
tages. Therefore it is necessary to realize the
qualification and identification of strategic and
competitive advantages as a basis for strategic
competitiveness: the identification of specific
and strategic assets, the connection between
them and their assessment. Analysis of the
existing valuation models of certain asset types
qualified as a fix specific and strategic showed
the absence of a generalized approach to their
evaluation as a separate economic category.

Indicators of lagging indicator system used
for diagnosis and monitoring of resource
opportunities (potential) and value of the com-
pany at the moment should reflect the major
interests of the stakeholders based on the sys-
tematic approach reflecting the interaction of
systems and their environment.

The model of strategic managing the competitiveness of the mining company

Neo Stage of model building Tools
1 Qualification and identification of strategic 1.1. Identification and analysis of specific assets
competitive advantages 1.2. |dentification and analysis of strategic assets
1.3. Analysis of conditions for conversion assets from specific into strategic
2 Development of lagging indicator system, 2.1. Analysis of resource potential of the company
diagnostics and monitoring of resource 2.2. Valuation of raw-mineral assets
capabilities and value of the company in the 2.3. Valuation of the company according to the resource theory
present on the base of resource theory
3 Development of the system of leading 3.1. Determination of resource capabilities of the company for the future
indicators and establishment of target strategic | 3.2. Monitoring of changes in the competitive environment (competitive
indicators strategic analysis)
3.3. Establishment of target strategic indicators
4 Analysis of institutional constraints in the 4.1. Analysis of the current institutional environment
forming and using the strategic assets 4.2. Monitoring and analysis of institutional changes
5 Valuation of the company based on the theory 5.1. Choice of model of the company valuation
of value-based management 5.2. Valuation of the company on the chosen model according to the
strategic assets, resource capabilities, changes in the competitive and
institutional environment
6 Strategic decisions on managing the 6.1. Development of alternative strategic projects
competitiveness and value of the company 6.2. Choice of the strategic project in relation to the use of optional
methodology
6.3. Development of tactical direction of strategic managing the
competitiveness and value of the company
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The system of leading indicators provides
the setting of target meaning of strategic indi-
cators.

Changes in external factors (circumstances)
can affect the interests of economic agents, and
correction of regulating conditions stimulate
the company to achieve the efficiency of the
system based on the harmonization of private
economic interests and the collective social and
institutional interests [4].

Institutional restrictions creating the artifi-
cial competitive advantages affect greatly on the
strategic managing the competitiveness of the
company. The influence degree of institutional
restrictions is determined, first of all, by eco-
nomic activities, its strategic importance for
the national economy in the present and in the
future, by the backbone character of industry
and other strategic factors. From the all ele-
ments of the institutional environment in the
MRC as the most significant ones there are:
subsoil use, taxation and organizational struc-
ture. These elements of the institutional envi-
ronment are closely interrelated and mutually
determined by each other; the condition and
dynamics of their change depend greatly on the
state policy according to the MRC.

The valuating of the integrated company
based on the theory of value-oriented manage-
ment is carried out on common theoretical
basis. Elements of the model (core modules)
remain the same (analysis, strategy, finance,
corporate governance) [5], and the content
become more complex and adaptable to the
conditions of the integrated structure.

Evaluation module in which the choice of
model and methods for determining the value
of the company for the owners, monitoring the
value change, the analyzing the mechanisms
to create new value are realized, should be
supplemented by new models, factors and driv-
ers of value, taking in account the nature and
degree of interaction between participants of
the integrated company.
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Strategic module, establishing the communi-
cation between the value of the company for
owners and corporate and business strategy of the
company is supplemented taking in account the
interests of many stakeholders, variety of strate-
gies, possibility of their combinations, and the
impact of greater uncertainty of the environment.

Finance module, reflecting fiscal policy, is
supplemented by new tools, which using is
associated with domestic markets of financial
resources and the access to Russian and inter-
national capital markets, etc.

Corporate managing module is complicated
by harmonizing the interests of a greater num-
ber of agency conflicts.

In the evaluation module can be used the
traditional model of the company valuation.
In addition, in connection with the publicity
of the most integrated companies, for their
evaluation are more suitable models, based on
market capitalization, unlike evaluation models
of focused companies based on the estimated
value. The stock market has a special, insti-
tutionalized connection of the securities with
their assets of the real economic sector [7]. As
a rule, the capitalization of the companies is
estimated according to expected revenue in the
long-term (strategic) perspective.

It should be noted that the evaluation of
integrated companies according to the external
market indicators (capitalization) is character-
ized by several features.

Firstly, the strategic perspectives are less
predictable because of the greater uncertainty
of several areas of development and the need
to consider both systematic and nonsystematic
factors. As a result, the market attention can
be focused on short-term profits without ade-
quately considering the prospects of company
development that leads to their undervaluation.

Secondly, often the integrated companies
formed by means of mergers and acquisitions
reduce the capital cost and efficiency that is
caused by overpriced supply, non-receipt of
synergy effects, and the complexity of combin-
ing different corporate cultures [8, p. 15].
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Thirdly, public companies with a clear
operational and financial activity in the market
are valued higher than private companies.

Fourthly, companies not having sufficient
liquidity as the companies that did not pass
through the procedure of the initial public
offering (IPO), as well as newly established
companies with an expected external growth
through mergers and acquisitions, operating in
the MRC, have maximum attraction for inves-
tors (Russian and foreign ones).

Fifthly, the most liquid securities are the
securities of the parent or center company, but
not the rights to specific assets, which are usu-
ally owned by mining companies, and are
low-liquid [7].

Sixthly, in any market which is not efficient,
as in the domestic market, a deviation in stock
prices from their fundamental value is possible.

These features suggest that it is not enough
to rely only on market capitalization and evalu-
ation of the stock market in the process of
analyzing the value and competitiveness of the
integrated companies.

Strategic module differs greatly for the inte-
grated and non-integrated company [9]. The
strategy of the integrated company is managing
the business portfolio; these businesses compete
with each other for resources of the center. The
strategy of the focused company is the set of
strategic initiatives aimed at achieving stable
competitive advantage in this segment in rela-
tion to specific consumers and foreign competi-
tors. The choice of corporate strategy is based
on the analyzing their potential contribution to
value creation at the corporate level.

Finance module reflects the specifics of the
forming the integrated company in domestic
markets, empowering the borrowed sources,
increasing the share capital, realizing some
projects, forming the portfolio of earning assets,
etc. The system approach is needed for budget-
ing and capital rationing, according to such
financial effects, such as cross-financing, cross-
sponsoring, cross-holding, cross-hedging.

The peculiarity of the integrated company
functioning, which should be reflected in the
strategic evaluating the competitiveness is
developing the domestic capital market [10],
providing the reallocation of resources between
different projects and also the control over cost
of investments. The increased domestic capital
markets create opportunities to monitor and
regroup the assets compared to foreign markets,
to reduce agency costs, to increase the effi-
ciency and liquidity of the companies because
the capital moves into more efficient units. The
relative efficiency of domestic capital markets
is related to the asymmetry of information; in
addition, such markets perform a protective
function, reducing the risk of depletion of
capital in relation to the cyclical and transient
change in investment sentiment.

Active domestic capital market is character-
ized by the dependence of the subsidiary com-
pany investments on its own cash flows and cash
flows of other subsidiary companies. At real-
location of resources between units the activity
of domestic capital market grows. In this case,
the sensitivity of investments to group cash
flows exists only when subsidiary companies are
affiliated with the coordinating center.

The effectiveness of the domestic capital
market is reflected in the fact that investments
of the subsidiary company depend on the
amount of overall resources available to the
holding; respectively, the growth of investment
opportunities in a subsidiary company leads to
a decrease in investments in other companies
of the holding. If the company is financially
limited, it cannot finance all the projects, and it
isnecessary to allocate resource. The efficiency
of internal capital markets implies an increase
in company value.

One of the features of the integrated com-
pany is realizing the several projects or complex
of them. At the same time there are additional
investment opportunities, and also some chal-
lenges. Thus, one loss-making project can
provide strategic benefits for the corporation as
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awhole; projects can serve each other’s sources
of generating financial resources, strengthen-
ing or weakening the effect from the whole
investment industry. However, the choice of
the optimal project or direction for a specific
company does not provide taking the optimal
decision for the entire system (the corporation)
as a whole.

Optimization of the investment project
complex in the corporation provides the opti-
mal combination of projects within budget in
the given time interval, the connection between
external financing with the capabilities to
mobilize financial resources (cross-financing),
the management of the project efficiency
through the redistribution of income and
expenditure between them (cross-sponsoring),
the possible increase in debt financing through
cross-shareholding (cross-holding), as well as
risk reduction and stability increase of the entire
project as a whole (cross-hedging) [11].

The integrated company expands signifi-
cantly opportunities to attract new sources of
investment, and this provides the growth of
financial stability in an unstable environment.
For integrated mining companies are charac-
terized by high capital intensity and the high
proportion of specific assets. Capital structure
becomes the tool by which the company man-
agement aims to reduce the costs of investing
into specific assets.

Corporate managing module is complicated
by harmonizing the interests in a great number
of agency conflicts, including the coordination
of the owners’, managers’ minority and major-
ity shareholders’, managers’, competing
departments and business units, shareholders’
and debt holders’ interests [2]. Each participant
has his own interests and expectations from the
corporation. According to that how controver-
sial and realistic expectations the participants
have, what is the system of their rights and
responsibilities, the order to harmonize their
interests determines.
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Strategic evaluating the competitiveness in
relation to definition of fundamental value
(setting a fair price) for the integrated (com-
posite) companies is extremely difficult in
principle [8, p. 13], because it requires account-
ing and forecasting the structure of incomes
and losses; the asset structure of integrated
companies, the cyclicality of industry develop-
ment; evaluating the potential of the internal
and external growth, different levels of risk and
profitability of business areas, systematic and
non-systematic factors, optional capacities of
firms, agency conflicts, the possible synergistic
effects; price of capital.

This evaluation is needed to justify and
make strategic decisions on managing the
competitiveness and the value of an integrated
mining company: alternative strategic projects
are being developed; choosing the strategic
project is based on the using the optional
methodology; tactical directions of realizing
the management strategy of competitiveness
and value of the company.

The resource theory lays the foundation for
the qualitative analyzing the strengths and
weaknesses of the organization, allowing to
allocate resources that are important for form-
ing the competitive advantage of the company.
The resource theory allows identifying specific
and strategic resources and assets which are
necessary to forming and maintaining the com-
petitive advantages in the long-term period and
more effectively managing them.

The value-based management theory has
tools reflecting the value and competitiveness
of the companies. Value analysis can identify
the key factors of value and competitiveness;
it can take into account potential reserves,
opportunities and competitive advantages of the
company. This theory provides a link between
the systems of financial and strategic manage-
ment and identifies investment decisions.

Optional methodology provides the pos-
sibility of accounting the influence of the
environment dynamics and the reaction of
mining company management.
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The problem of irreversibility of investments
has a great importance for mining projects; this
determines the importance of correct realizing
the optional approach and valuating the
management flexibility. Using the method of
real options improves the tools of strategic
management in the mining companies due

to adequately accounting the risks, providing
flexibility and consistency of strategic deci-
sions, fast switching and continuously changing
[12]. The analysis of real options encourages
management to explore the uncertainty factors,
ensuring the creation and growth of the value
and competitiveness in the mining company.
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