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strategic management, Crafting and Executing Strategy has been able to main-

tain its position as the leading textbook in strategic management for over 30
years. With this latest edition, we build on this strong foundation, maintaining the
attributes of the book that have long made it the most teachable text on the market,
while updating the content, sharpening its presentation, and providing enlightening
new illustrations and examples.

The distinguishing mark of the 21st edition is its enriched and enlivened presenta-
tion of the material in each of the 12 chapters, providing an as up-to-date and engross-
ing discussion of the core concepts and analytical tools as you will find anywhere.

While this 21st edition retains the 12-chapter structure of the prior edition, every
chapter—indeed every paragraph and every line—has been reexamined, refined, and
refreshed. New content has been added to keep the material in line with the latest
developments in the theory and practice of strategic management. In other areas, cov-
erage has been trimmed to keep the book at a more manageable size. Scores of new
examples have been added, along with 17 new Illustration Capsules, to enrich under-
standing of the content and to provide students with a ringside view of strategy in
action. The result is a text that cuts straight to the chase in terms of what students
really need to know and gives instructors a leg up on teaching that material effectively.
It remains, as always, solidly mainstream and balanced, mirroring both the penetrating
insight of academic thought and the pragmatism of real-world strategic management.

For some years now, growing numbers of strategy instructors at business schools
worldwide have been transitioning from a purely text-case course structure to a more
robust and energizing text-case-simulation course structure. Incorporating a competi-
tion-based strategy simulation has the strong appeal of providing class members with
an immediate and engaging opportunity to apply the concepts and analytical tools
covered in the chapters and to become personally involved in crafting and executing
a strategy for a virtual company that they have been assigned to manage and that
competes head-to-head with companies run by other class members. Two widely used
and pedagogically effective online strategy simulations, The Business Strategy Game
and GLO-BUS, are optional companions for this text. Both simulations were created
by Arthur Thompson, one of the text authors, are closely linked to the content of each
chapter in the text. The Exercises for Simulation Participants, found at the end of each
chapter, provide clear guidance to class members in applying the concepts and analyti-
cal tools covered in the chapters to the issues and decisions that they have to wrestle
with in managing their simulation company.

To assist instructors in assessing student achievement of program learning objec-
tives, in line with AACSB requirements, the 21st edition includes a set of Assurance of
Learning Exercises at the end of each chapter that link to the specific learning objec-
tives appearing at the beginning of each chapter and highlighted throughout the text.
An important instructional feature of the 21st edition is its more closely integrated
linkage of selected chapter-end Assurance of Learning Exercises to the publisher’s
web-based assignment and assessment platform called Connect™. Your students will
be able to use the online Connect™ supplement to complete two of the Assurance

B y offering the most engaging, clearly articulated, and conceptually sound text on



of Learning Exercises appearing at the end of each of the 12 chapters, and complete
chapter-end quizzes. Many of the Connect™ exercises are automatically graded,
thereby enabling you to easily assess the learning that has occurred.

In addition, both of the companion strategy simulations have a built-in Learning
Assurance Report that quantifies how well each member of your class performed on
nine skills/learning measures versus tens of thousands of other students worldwide
who completed the simulation in the past 12 months. We believe the chapter-end
Assurance of Learning Exercises, the all-new online and automatically graded Con-
nect™ exercises, and the Learning Assurance Report generated at the conclusion of
The Business Strategy Game and GLO-BUS simulations provide you with easy-to-use,
empirical measures of student learning in your course. All can be used in conjunction
with other instructor-developed or school-developed scoring rubrics and assessment
tools to comprehensively evaluate course or program learning outcomes and measure
compliance with AACSB accreditation standards.

Taken together, the various components of the 20th-edition package and the sup-
porting set of instructor resources provide you with enormous course design flexibility
and a powerful kit of teaching/learning tools. We’ve done our very best to ensure that
the elements constituting the 20th edition will work well for you in the classroom, help
you economize on the time needed to be well prepared for each class, and cause stu-
dents to conclude that your course is one of the very best they have ever taken—from
the standpoint of both enjoyment and learning.

DIFFERENTIATING FEATURES OF THE 21ST EDITION

Seven standout features strongly differentiate this text and the accompanying instruc-
tional package from others in the field:

1. Our integrated coverage of the two most popular perspectives on strategic
management—positioning theory and resource-based theory—is unsurpassed by any
other leading strategy text. Principles and concepts from both the positioning per-
spective and the resource-based perspective are prominently and comprehensively
integrated into our coverage of crafting both single-business and multibusiness strate-
gies. By highlighting the relationship between a firm’s resources and capabilities to
the activities it conducts along its value chain, we show explicitly how these two per-
spectives relate to one another. Moreover, in Chapters 3 through 8 it is emphasized
repeatedly that a company’s strategy must be matched not only to its external market
circumstances but also to its internal resources and competitive capabilities.

2. Our coverage of cooperative strategies and the role that interorganizational activ-
ity can play in the pursuit of competitive advantage, is similarly distinguished.
The topics of the value net, ecosystems, strategic alliances, licensing, joint ven-
tures, and other types of collaborative relationships are featured prominently in a

ix



PREFACE

number of chapters and are integrated into other material throughout the text. We
show how strategies of this nature can contribute to the success of single-business
companies as well as multibusiness enterprises, whether with respect to firms
operating in domestic markets or those operating in the international realm.

The attention we give to international strategies, in all their dimensions, make this
textbook an indispensable aid to understanding strategy formulation and execu-
tion in an increasingly connected, global world. Our treatment of this topic as one
of the most critical elements of the scope of a company’s activities brings home
to students the connection between the topic of international strategy with other
topics concerning firm scope, such as multibusiness (or corporate) strategy, out-
sourcing, insourcing, and vertical integration.

With a stand-alone chapter devoted to this topic, our coverage of business eth-
ics, corporate social responsibility, and environmental sustainability goes well
beyond that offered by any other leading strategy text. Chapter 9, “Ethics, Cor-
porate Social Responsibility, Environmental Sustainability, and Strategy,” fulfills
the important functions of (1) alerting students to the role and importance of ethi-
cal and socially responsible decision making and (2) addressing the accreditation
requirement of the AACSB International that business ethics be visibly and thor-
oughly embedded in the core curriculum. Moreover, discussions of the roles of
values and ethics are integrated into portions of other chapters to further reinforce
why and how considerations relating to ethics, values, social responsibility, and
sustainability should figure prominently into the managerial task of crafting and
executing company strategies.

The text is now more tightly linked to the publisher’s trailblazing web-based
assignment and assessment platform called Connect™. This will enable professors
to gauge class members’ prowess in accurately completing selected chapter-end
exercises, and chapter-end quizzes.

Two cutting-edge and widely used strategy simulations—The Business Strategy
Game and GLO-BUS—are optional companions to the 21st edition. These give
you an unmatched capability to employ a text-case-simulation model of course
delivery.

ORGANIZATION, CONTENT, AND FEATURES
OF THE 21ST-EDITION TEXT CHAPTERS

Chapter 1 serves as a brief, general introduction to the topic of strategy, focusing
on the central questions of “What is strategy?” and “Why is it important?” As
such, it serves as the perfect accompaniment for your opening-day lecture on what
the course is all about and why it matters. Using the newly added example of Star-
bucks to drive home the concepts in this chapter, we introduce students to what we
mean by “competitive advantage” and the key features of business-level strategy.
Describing strategy making as a process, we explain why a company’s strategy
is partly planned and partly reactive and why a strategy tends to co-evolve with
its environment over time. We show that a viable business model must provide
both an attractive value proposition for the company’s customers and a formula
for making profits for the company. A key feature of this chapter is a depiction
of how the Value-Price-Cost Framework can be used to frame this discussion.We
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show how the mark of a winning strategy is its ability to pass three tests: (1) the
fit test (for internal and external fit), (2) the competitive advantage test, and (3) the
performance test. And we explain why good company performance depends not
only upon a sound strategy but upon solid strategy execution as well.

Chapter 2 presents a more complete overview of the strategic management pro-
cess, covering topics ranging from the role of vision, mission, and values to what
constitutes good corporate governance. It makes a great assignment for the sec-
ond day of class and provides a smooth transition into the heart of the course. It
introduces students to such core concepts as strategic versus financial objectives,
the balanced scorecard, strategic intent, and business-level versus corporate-level
strategies. It explains why all managers are on a company’s strategy-making,
strategy-executing team and why a company’s strategic plan is a collection of strat-
egies devised by different managers at different levels in the organizational hier-
archy. The chapter concludes with a section on the role of the board of directors
in the strategy-making, strategy-executing process and examines the conditions
that led to recent high-profile corporate governance failures. A new illustration
capsule on Volkswagen’s emissions scandal brings this section to life.

The next two chapters introduce students to the two most fundamental perspectives
on strategy making: the positioning view, exemplified by Michael Porter’s “five
forces model of competition™; and the resource-based view. Chapter 3 provides
what has long been the clearest, most straightforward discussion of the five forces
Jramework to be found in any text on strategic management. It also offers a set of
complementary analytical tools for conducting competitive analysis and demon-
strates the importance of tailoring strategy to fit the circumstances of a company’s
industry and competitive environment. The chapter includes a discussion of the
value net framework, which is useful for conducting analysis of how cooperative as
well as competitive moves by various parties contribute to the creation and capture
of value in an industry.

Chapter 4 presents the resource-based view of the firm, showing why resource and
capability analysis is such a powerful tool for sizing up a company’s competitive
assets. It offers a simple framework for identifying a company’s resources and capa-
bilities and explains how the VRIN framework can be used to determine whether
they can provide the company with a sustainable competitive advantage over its com-
petitors. Other topics covered in this chapter include dynamic capabilities, SWOT
analysis, value chain analysis, benchmarking, and competitive strength assessments,
thus enabling a solid appraisal of a company’s cost position and customer value
proposition vis-a-vis its rivals. An important feature of this chapter is a table show-
ing how key financial and operating ratios are calculated and how to interpret them.
Students will find this table handy in doing the number crunching needed to evalu-
ate whether a company’s strategy is delivering good financial performance.

Chapter 5 sets forth the basic approaches available for competing and winning
in the marketplace in terms of the five generic competitive strategies—Ilow-cost
provider, broad differentiation, best-cost provider, focused differentiation, and
focused low cost. It describes when each of these approaches works best and
what pitfalls to avoid. It explains the role of cost drivers and uniqueness drivers in
reducing a company’s costs and enhancing its differentiation, respectively.

Chapter 6 focuses on other strategic actions a company can take to complement
its competitive approach and maximize the power of its overall strategy. These
include a variety of offensive or defensive competitive moves, and their timing,
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such as blue-ocean strategies and first-mover advantages and disadvantages. It
also includes choices concerning the breadth of a company’s activities (or its
scope of operations along an industry’s entire value chain), ranging from hori-
zontal mergers and acquisitions, to vertical integration, outsourcing, and strategic
alliances. This material serves to segue into the scope issues covered in the next
two chapters on international and diversification strategies.

Chapter 7 takes up the topic of how to compete in international markets. It begins
with a discussion of why differing market conditions across countries must neces-
sarily influence a company’s strategic choices about how to enter and compete in
foreign markets. It presents five major strategic options for expanding a company’s
geographic scope and competing in foreign markets: export strategies, licensing,
franchising, establishing a wholly owned subsidiary via acquisition or “greenfield”
venture, and alliance strategies. It includes coverage of topics such as Porter’s Dia-
mond of National Competitive Advantage, profit sanctuaries, and the choice between
multidomestic, global, and transnational strategies. This chapter explains the impe-
tus for sharing, transferring, or accessing valuable resources and capabilities across
national borders in the quest for competitive advantage, connecting the material to
that on the resource-based view from Chapter 4. The chapter concludes with a dis-
cussion of the unique characteristics of competing in developing-country markets.

Chapter 8 concerns strategy making in the multibusiness company, introducing
the topic of corporate-level strategy with its special focus on diversification. The
first portion of this chapter describes when and why diversification makes good
strategic sense, the different means of diversifying a company’s business lineup,
and the pros and cons of related versus unrelated diversification strategies. The
second part of the chapter looks at how to evaluate the attractiveness of a diversi-
fied company’s business lineup, how to decide whether it has a good diversifica-
tion strategy, and what strategic options are available for improving a diversified
company’s future performance. The evaluative technique integrates material con-
cerning both industry analysis and the resource-based view, in that it considers the
relative attractiveness of the various industries the company has diversified into,
the company’s competitive strength in each of its lines of business, and the extent
to which its different businesses exhibit both strategic fit and resource fit.

Although the topic of ethics and values comes up at various points in this text-
book, Chapter 9 brings more direct attention to such issues and may be used as a
stand-alone assignment in either the early, middle, or late part of a course. It con-
cerns the themes of ethical standards in business, approaches to ensuring consis-
tent ethical standards for companies with international operations, corporate social
responsibility, and environmental sustainability. The contents of this chapter are
sure to give students some things to ponder, rouse lively discussion, and help to
make students more ethically aware and conscious of why all companies should
conduct their business in a socially responsible and sustainable manner.

The next three chapters (Chapters 10, 11, and 12) comprise a module on strategy
execution that is presented in terms of a 10-step framework. Chapter 10 provides an
overview of this framework and then explores the first three of these tasks: (1) staff-
ing the organization with people capable of executing the strategy well, (2) building
the organizational capabilities needed for successful strategy execution, and (3) cre-
ating an organizational structure supportive of the strategy execution process.
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o Chapter 11 discusses five additional managerial actions that advance the cause of
good strategy execution: (1) allocating resources to enable the strategy execution
process, (2) ensuring that policies and procedures facilitate rather than impede
strategy execution, (3) using process management tools and best practices to drive
continuous improvement in the performance of value chain activities, (4) install-
ing information and operating systems that help company personnel carry out their
strategic roles, and (5) using rewards and incentives to encourage good strategy
execution and the achievement of performance targets.

o Chapter 12 completes the framework with a consideration of the roles of cor-
porate culture and leadership in promoting good strategy execution. The recur-
ring theme throughout the final three chapters is that executing strategy involves
deciding on the specific actions, behaviors, and conditions needed for a smooth
strategy-supportive operation and then following through to get things done
and deliver results. The goal here is to ensure that students understand that the
strategy-executing phase is a make-things-happen and make-them-happen-right
kind of managerial exercise—one that is critical for achieving operating excel-
lence and reaching the goal of strong company performance.

In this latest edition, we have put our utmost effort into ensuring that the 12 chap-
ters are consistent with the latest and best thinking of academics and practitioners in
the field of strategic management and provide the topical coverage required for both
undergraduate and MBA-level strategy courses. The ultimate test of the text, of course,
is the positive pedagogical impact it has in the classroom. If this edition sets a more
effective stage for your lectures and does a better job of helping you persuade students
that the discipline of strategy merits their rapt attention, then it will have fulfilled its
purpose.

THE TWO STRATEGY SIMULATION SUPPLEMENTS:
THE BUSINESS STRATEGY GAME AND GLO-BUS

The Business Strategy Game and GLO-BUS: Developing Winning Competitive
Strategies—two competition-based strategy simulations that are delivered online and
that feature automated processing and grading of performance—are being marketed
by the publisher as companion supplements for use with the 21st edition (and other
texts in the field).

o The Business Strategy Game is the world’s most popular strategy simulation, hav-
ing been used by nearly 3,000 different instructors for courses involving some
800,000 students at 1,185+ university campuses in 72 countries. It features global
competition in the athletic footwear industry, a product/market setting familiar to
students everywhere and one whose managerial challenges are easily grasped.

e GLO-BUS, a newer and somewhat simpler strategy simulation first introduced
in 2004 and freshly revamped in 2016 to center on competition in two exciting
product categories--wearable miniature action cameras and unmanned camera-
equipped drones suitable for multiple commercial purposes, has been used by
1,685+ different instructors for courses involving over 240,000 students at 730+
university campuses in 53 countries.
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How the Strategy Simulations Work

In both The Business Strategy Game (BSG) and GLO-BUS, class members are divided
into teams of one to five persons and assigned to run a company that competes head-
to-head against companies run by other class members. In both simulations, companies
compete in a global market arena, selling their products in four geographic regions—
Europe-Africa, North America, Asia-Pacific, and Latin America. Each management
team is called upon to craft a strategy for their company and make decisions relating to
plant operations, workforce compensation, pricing and marketing, social responsibility/
citizenship, and finance.

Company co-managers are held accountable for their decision making. Each com-
pany’s performance is scored on the basis of earnings per share, return-on-equity
investment, stock price, credit rating, and image rating. Rankings of company perfor-
mance, along with a wealth of industry and company statistics, are available to com-
pany co-managers after each decision round to use in making strategy adjustments and
operating decisions for the next competitive round. You can be certain that the market
environment, strategic issues, and operating challenges that company co-managers
must contend with are very tightly linked to what your class members will be read-
ing about in the text chapters. The circumstances that co-managers face in running
their simulation company embrace the very concepts, analytical tools, and strategy
options they encounter in the text chapters (this is something you can quickly confirm
by skimming through some of the Exercises for Simulation Participants that appear at
the end of each chapter).

We suggest that you schedule 1 or 2 practice rounds and anywhere from 4 to 10
regular (scored) decision rounds (more rounds are better than fewer rounds). Each
decision round represents a year of company operations and will entail roughly two
hours of time for company co-managers to complete. In traditional 13-week, semester-
long courses, there is merit in scheduling one decision round per week. In courses that
run 5 to 10 weeks, it is wise to schedule two decision rounds per week for the last sev-
eral weeks of the term (sample course schedules are provided for courses of varying
length and varying numbers of class meetings).

When the instructor-specified deadline for a decision round arrives, the simulation
server automatically accesses the saved decision entries of each company, determines
the competitiveness and buyer appeal of each company’s product offering relative to
the other companies being run by students in your class, and then awards sales and
market shares to the competing companies, geographic region by geographic region.
The unit sales volumes awarded to each company are fotally governed by:

« How its prices compare against the prices of rival brands.

o How its product quality compares against the quality of rival brands.
e How its product line breadth and selection compare.

o How its advertising effort compares.

e And so on, for a total of 11 competitive factors that determine unit sales and market
shares.

The competitiveness and overall buyer appeal of each company’s product offer-
ing in comparison to the product offerings of rival companies is all-decisive—this
algorithmic feature is what makes BSG and GLO-BUS ‘“‘competition-based” strategy
simulations. Once each company’s sales and market shares are awarded based on the
competitiveness and buyer appeal of its respective overall product offering vis-a-vis
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those of rival companies, the various company and industry reports detailing the out-
comes of the decision round are then generated. Company co-managers can access the
results of the decision round 15 to 20 minutes after the decision deadline.

The Compelling Case for Incorporating
Use of a Strategy Simulation

There are three exceptionally important benefits associated with using a competition-
based simulation in strategy courses taken by seniors and MBA students:

o A three-pronged text-case-simulation course model delivers significantly more
teaching-learning power than the traditional text-case model. Using both cases
and a strategy simulation to drill students in thinking strategically and applying
what they read in the text chapters is a stronger, more effective means of helping
them connect theory with practice and develop better business judgment. What
cases do that a simulation cannot is give class members broad exposure to a vari-
ety of companies and industry situations and insight into the kinds of strategy-
related problems managers face. But what a competition-based strategy simulation
does far better than case analysis is thrust class members squarely into an active,
hands-on managerial role where they are totally responsible for assessing market
conditions, determining how to respond to the actions of competitors, forging a
long-term direction and strategy for their company, and making all kinds of operat-
ing decisions. Because they are held fully accountable for their decisions and their
company’s performance, co-managers are strongly motivated to dig deeply into
company operations, probe for ways to be more cost-efficient and competitive, and
ferret out strategic moves and decisions calculated to boost company performance.
Consequently, incorporating both case assignments and a strategy simulation to
develop the skills of class members in thinking strategically and applying the con-
cepts and tools of strategic analysis turns out to be more pedagogically powerful
than relying solely on case assignments—there’s stronger retention of the lessons
learned and better achievement of course learning objectives.

To provide you with quantitative evidence of the learning that occurs with
using The Business Strategy Game or GLO-BUS, there is a built-in Learning
Assurance Report showing how well each class member performs on nine skills/
learning measures versus tens of thousands of students worldwide who have com-
pleted the simulation in the past 12 months.

o The competitive nature of a strategy simulation arouses positive energy and steps up
the whole tempo of the course by a notch or two. Nothing sparks class excitement
quicker or better than the concerted efforts on the part of class members at each deci-
sion round to achieve a high industry ranking and avoid the perilous consequences of
being outcompeted by other class members. Students really enjoy taking on the role of
a manager, running their own company, crafting strategies, making all kinds of operat-
ing decisions, trying to outcompete rival companies, and getting immediate feedback
on the resulting company performance. Lots of back-and-forth chatter occurs when
the results of the latest simulation round become available and co-managers renew
their quest for strategic moves and actions that will strengthen company performance.
Co-managers become emotionally invested in running their company and figuring out
what strategic moves to make to boost their company’s performance. Interest levels
climb. All this stimulates learning and causes students to see the practical relevance of
the subject matter and the benefits of taking your course.
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As soon as your students start to say “Wow! Not only is this fun but I am learn-
ing a lot,” which they will, you have won the battle of engaging students in the
subject matter and moved the value of taking your course to a much higher plateau
in the business school curriculum. This translates into a livelier, richer learning
experience from a student perspective and better instructor-course evaluations.

e Use of a fully automated online simulation reduces the time instructors spend
on course preparation, course administration, and grading. Since the simulation
exercise involves a 20- to 30-hour workload for student teams (roughly 2 hours
per decision round times 10 to 12 rounds, plus optional assignments), simulation
adopters often compensate by trimming the number of assigned cases from, say,
10 to 12 to perhaps 4 to 6. This significantly reduces the time instructors spend
reading cases, studying teaching notes, and otherwise getting ready to lead class
discussion of a case or grade oral team presentations. Course preparation time is
further cut because you can use several class days to have students meet in the
computer lab to work on upcoming decision rounds or a three-year strategic plan
(in lieu of lecturing on a chapter or covering an additional assigned case). Not
only does use of a simulation permit assigning fewer cases, but it also permits you
to eliminate at least one assignment that entails considerable grading on your part.
Grading one less written case or essay exam or other written assignment saves
enormous time. With BSG and GLO-BUS, grading is effortless and takes only
minutes; once you enter percentage weights for each assignment in your online
grade book, a suggested overall grade is calculated for you. You’ll be pleasantly
surprised—and quite pleased—at how little time it takes to gear up for and admin-
ister The Business Strategy Game or GLO-BUS.

In sum, incorporating use of a strategy simulation turns out to be a win—-win propo-
sition for both students and instructors. Moreover, a very convincing argument can be
made that a competition-based strategy simulation is the single most effective teaching/
learning tool that instructors can employ to teach the discipline of business and com-
petitive strategy, to make learning more enjoyable, and to promote better achievement
of course learning objectives.

A Bird’s-Eye View of The Business Strategy Game

The setting for The Business Strategy Game (BSG) is the global athletic footwear
industry (there can be little doubt in today’s world that a globally competitive strategy
simulation is vastly superior to a simulation with a domestic-only setting). Global
market demand for footwear grows at the rate of 7 to 9 percent annually for the first
five years and 5 to 7 percent annually for the second five years. However, market
growth rates vary by geographic region—North America, Latin America, Europe-
Africa, and Asia-Pacific.

Companies begin the simulation producing branded and private-label footwear in
two plants, one in North America and one in Asia. They have the option to establish
production facilities in Latin America and Europe-Africa, either by constructing new
plants or by buying previously constructed plants that have been sold by competing
companies. Company co-managers exercise control over production costs on the basis
of the styling and quality they opt to manufacture, plant location (wages and incentive
compensation vary from region to region), the use of best practices and Six Sigma pro-
grams to reduce the production of defective footwear and to boost worker productivity,
and compensation practices.
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All newly produced footwear is shipped in bulk containers to one of four geographic
distribution centers. All sales in a geographic region are made from footwear inven-
tories in that region’s distribution center. Costs at the four regional distribution cen-
ters are a function of inventory storage costs, packing and shipping fees, import tariffs
paid on incoming pairs shipped from foreign plants, and exchange rate impacts. At the
start of the simulation, import tariffs average $4 per pair in Europe-Africa, $6 per pair
in Latin America, and $8 in the Asia-Pacific region. However, the Free Trade Treaty
of the Americas allows tariff-free movement of footwear between North America and
Latin America. Instructors have the option to alter tariffs as the game progresses.

Companies market their brand of athletic footwear to footwear retailers worldwide
and to individuals buying online at the company’s website. Each company’s sales and
market share in the branded footwear segments hinge on its competitiveness on 11 fac-
tors: attractive pricing, footwear styling and quality, product line breadth, advertising,
use of mail-in rebates, appeal of celebrities endorsing a company’s brand, success in
convincing footwear retailers to carry its brand, number of weeks it takes to fill retailer
orders, effectiveness of a company’s online sales effort at its website, and customer
loyalty. Sales of private-label footwear hinge solely on being the low-price bidder.

All told, company co-managers make as many as 53 types of decisions each period
that cut across production operations (up to 10 decisions per plant, with a maximum of
four plants), plant capacity additions/sales/upgrades (up to 6 decisions per plant), worker
compensation and training (3 decisions per plant), shipping (up to 8 decisions per plant),
pricing and marketing (up to 10 decisions in four geographic regions), bids to sign celeb-
rities (2 decision entries per bid), financing of company operations (up to 8 decisions),
and corporate social responsibility and environmental sustainability (up to 6 decisions).

Each time company co-managers make a decision entry, an assortment of on-
screen calculations instantly shows the projected effects on unit sales, revenues, mar-
ket shares, unit costs, profit, earnings per share, ROE, and other operating statistics.
The on-screen calculations help team members evaluate the relative merits of one
decision entry versus another and put together a promising strategy.

Companies can employ any of the five generic competitive strategy options in
selling branded footwear—low-cost leadership, differentiation, best-cost provider,
focused low cost, and focused differentiation. They can pursue essentially the same
strategy worldwide or craft slightly or very different strategies for the Europe-Africa,
Asia-Pacific, Latin America, and North America markets. They can strive for compet-
itive advantage based on more advertising, a wider selection of models, more appeal-
ing styling/quality, bigger rebates, and so on.

Any well-conceived, well-executed competitive approach is capable of succeed-
ing, provided it is not overpowered by the strategies of competitors or defeated by the
presence of too many copycat strategies that dilute its effectiveness. The challenge for
each company’s management team is to craft and execute a competitive strategy that
produces good performance on five measures: earnings per share, return on equity
investment, stock price appreciation, credit rating, and brand image.

All activity for The Business Strategy Game takes place at www.bsg-online.com.

A Bird’s-Eye View of GLO-BUS

In GLO-BUS, class members run companies that are in a neck-and-neck race for global
market leadership in two product categories: (1) wearable video cameras smaller than
a teacup that deliver stunning video quality and have powerful photo capture capa-
bilities (comparable to those designed and marketed by global industry leader GoPro
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and numerous others) and (2) sophisticated camera-equipped copter drones that incor-
porate a company designed and assembled action-capture camera and that are sold
to commercial enterprises for prices in the $850 to $2,000+ range. Global market
demand for action cameras grows at the rate of 6-8% annually for the first five years
and 4-6% annually for the second five years. Global market demand for commercial
drones grows briskly at rates averaging 20% for the first two years, then gradually
slows over 8 years to a rate of 4-6%.

Companies assemble action cameras and drones of varying designs and performance
capabilities at a Taiwan facility and ship finished goods directly to buyers in North
America, Asia-Pacific, Europe-Africa, and Latin America. Both products are assembled
usually within two weeks of being received and are then shipped to buyers no later than
2-3 days after assembly. Companies maintain no finished goods inventories and all parts
and components are delivered by suppliers on a just-in-time basis (which eliminates the
need to track inventories and simplifies the accounting for plant operations and costs).

Company co-managers determine the quality and performance features of the cam-
eras and drones being assembled. They impact production costs by raising/lowering
specifications for parts/components and expenditures for product R&D, adjusting work
force compensation, spending more/less on worker training and productivity improve-
ment, lengthening/shortening warranties offered (which affects warranty costs), and
how cost-efficiently they manage assembly operations. They have options to manage/
control selling and certain other costs as well.

Each decision round, company co-managers make some 50 types of decisions
relating to the design and performance of the company’s two products (21 decisions,
10 for cameras and 11 for drones), assembly operations and workforce compensa-
tion (up to 8 decision entries for each product), pricing and marketing (7 decisions
for cameras and 5 for drones), corporate social responsibility and citizenship (up to 6
decisions), and the financing of company operations (up to 8 decisions). In addition,
there are 10 entries for cameras and 7 entries for drones involving assumptions about
the competitive actions of rivals; these entries help company co-managers to make
more accurate forecasts of their company’s unit sales (so they have a good idea of how
many cameras and drones will need to be assembled each year to fill customer orders).
Each time co-managers make a decision entry, an assortment of on-screen calculations
instantly shows the projected effects on unit sales, revenues, market shares, total profit,
earnings per share, ROE, costs, and other operating outcomes. All of these on-screen
calculations help co-managers evaluate the relative merits of one decision entry versus
another. Company managers can try out as many different decision combinations as
they wish in stitching the separate decision entries into a cohesive whole that is pro-
jected to produce good company performance.

Competition in action cameras revolves around 11 factors that determine each
company’s unit sales/market share:

1. How each company’s average wholesale price to retailers compares against the
all-company average wholesale prices being charged in each geographic region.

2. How each company’s camera performance and quality compares against industry-
wide camera performance/quality.

3. How the number of week-long sales promotion campaigns a company has in each
region compares against the regional average number of weekly promotions.

4. How the size of each company’s discounts off the regular wholesale prices during
sales promotion campaigns compares against the regional average promotional
discount.
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. How each company’s annual advertising expenditures compare against regional

average advertising expenditures.

. How the number of models in each company’s camera line compares against the

industry-wide average number of models.

. The number of retailers stocking and merchandising a company’s brand in each

region.

. Annual expenditures to support the merchandising efforts of retailers stocking a

company’s brand in each region.

The amount by which a company’s expenditures for ongoing improvement and
updating of its company’s website in a region is above/below the all-company
regional average expenditure.

How the length of each company’s camera warranties compare against the war-
ranty periods of rival companies.

How well a company’s brand image/reputation compares against the brand images/
reputations of rival companies.

Competition among rival makers of commercial copter drones is more narrowly

focused on just 9 sales-determining factors:

1.

How a company’s average retail price for drones at the company’s website in each
region compares against the all-company regional average website price.

. How each company’s drone performance and quality compares against the all-

company average drone performance/quality.

. How the number of models in each company’s drone line compares against the

industry-wide average number of models.

How each company’s annual expenditures to recruit/support 3™-party online elec-
tronics retailers in merchandising its brand of drones in each region compares
against the regional average.

. The amount by which a company’s price discount to third-party online retailers is

above/below the regional average discounted price.

. How well a company’s expenditures for search engine advertising in a region

compares against the regional average.

. How well a company’s expenditures for ongoing improvement and updating of its

website in a region compares against the regional average.

. How the length of each company’s drone warranties in a region compares against

the regional average warranty period.

. How well a company’s brand image/reputation compares against the brand images/

reputations of rival companies.

Each company typically seeks to enhance its performance and build competitive

advantage via its own custom-tailored competitive strategy based on more attractive
pricing, greater advertising, a wider selection of models, more appealing performance/
quality, longer warranties, a better image/reputation, and so on. The greater the differ-
ences in the overall competitiveness of the product offerings of rival companies, the
bigger the differences in their resulting sales volumes and market shares. Conversely,
the smaller the overall competitive differences in the product offerings of rival com-
panies, the smaller the differences in sales volumes and market shares. This algorith-
mic approach is what makes GLO-BUS a “competition-based” strategy simulation and
accounts for why the sales and market share outcomes for each decision round are
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always unique to the particular strategies and decision combinations employed by the
competing companies.

As with BSG, all the various generic competitive strategy options—Ilow-cost leader-
ship, differentiation, best-cost provider, focused low-cost, and focused differentiation—
are viable choices for pursuing competitive advantage and good company performance.
A company can have a strategy aimed at being the clear market leader in either action
cameras or drones or both. It can focus its competitive efforts on one or two or three geo-
graphic regions or strive to build strong market positions in all four geographic regions. It
can pursue essentially the same strategy worldwide or craft customized strategies for the
Europe-Africa, Asia-Pacific, Latin America, and North America markets. Just as with The
Business Strategy Game, most any well-conceived, well-executed competitive approach is
capable of succeeding, provided it is not overpowered by the strategies of competitors or
defeated by the presence of too many copycat strategies that dilute its effectiveness.

The challenge for each company’s management team is to craft and execute a com-
petitive strategy that produces good performance on five measures: earnings per share,
return on equity investment, stock price appreciation, credit rating, and brand image.

All activity for GLO-BUS occurs at www.glo-bus.com.

Special Note: The time required of company co-managers to complete each decision
round in GLO-BUS is typically about 15- to 30-minutes less than for The Business
Strategy Game because

(a) there are only 8 market segments (versus 12 in BSG),

(b) co-managers have only one assembly site to operate (versus potentially as many as
4 plants in BSG, one in each geographic region), and

(c) newly-assembled cameras and drones are shipped directly to buyers, eliminating
the need to manage finished goods inventories and operate distribution centers.

Administration and Operating Features
of the Two Simulations

The Internet delivery and user-friendly designs of both BSG and GLO-BUS make
them incredibly easy to administer, even for first-time users. And the menus and con-
trols are so similar that you can readily switch between the two simulations or use one
in your undergraduate class and the other in a graduate class. If you have not yet used
either of the two simulations, you may find the following of particular interest:

o Setting up the simulation for your course is done online and takes about 10 to
15 minutes. Once setup is completed, no other administrative actions are required
beyond those of moving participants to a different team (should the need arise)
and monitoring the progress of the simulation (to whatever extent desired).

» Participant’s Guides are delivered electronically to class members at the website—
students can read the guide on their monitors or print out a copy, as they prefer.

o There are 2- to 4-minute Video Tutorials scattered throughout the software (includ-
ing each decision screen and each page of each report) that provide on-demand
guidance to class members who may be uncertain about how to proceed.

o Complementing the Video Tutorials are detailed and clearly written Help sections
explaining “all there is to know” about (a) each decision entry and the relevant
cause-effect relationships, (b) the information on each page of the Industry Reports,
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and (c) the numbers presented in the Company Reports. The Video Tutorials and
the Help screens allow company co-managers to figure things out for themselves,
thereby curbing the need for students to ask the instructor “how things work.”

o Team members running the same company who are logged in simultaneously on
different computers at different locations can click a button to enter Collaboration
Mode, enabling them to work collaboratively from the same screen in viewing
reports and making decision entries, and click a second button to enter Audio
Mode, letting them talk to one another.

o When in “Collaboration Mode,” each team member sees the same screen at
the same time as all other team members who are logged in and have joined
Collaboration Mode. If one team member chooses to view a particular decision
screen, that same screen appears on the monitors for all team members in Col-
laboration Mode.

o Each team member controls their own color-coded mouse pointer (with their first-
name appearing in a color-coded box linked to their mouse pointer) and can make
a decision entry or move the mouse to point to particular on-screen items.

o A decision entry change made by one team member is seen by all, in real time,
and all team members can immediately view the on-screen calculations that
result from the new decision entry.

o If one team member wishes to view a report page and clicks on the menu link to
the desired report, that same report page will immediately appear for the other
team members engaged in collaboration.

o Use of Audio Mode capability requires that each team member work from a
computer with a built-in microphone (if they want to be heard by their team
members) and speakers (so they may hear their teammates) or else have a head-
set with a microphone that they can plug into their desktop or laptop. A headset
is recommended for best results, but most laptops now are equipped with a
built-in microphone and speakers that will support use of our new voice chat
feature.

o Real-time VoIP audio chat capability among team members who have entered
both the Audio Mode and the Collaboration Mode is a tremendous boost in
functionality that enables team members to go online simultaneously on com-
puters at different locations and conveniently and effectively collaborate in run-
ning their simulation company.

o In addition, instructors have the capability to join the online session of any
company and speak with team members, thus circumventing the need for team
members to arrange for and attend a meeting in the instructor’s office. Using
the standard menu for administering a particular industry, instructors can con-
nect with the company desirous of assistance. Instructors who wish not only to
talk but also to enter Collaboration (highly recommended because all attendees
are then viewing the same screen) have a red-colored mouse pointer linked to a
red box labeled Instructor.

Without a doubt, the Collaboration and Voice-Chat capabilities are hugely valu-
able for students enrolled in online and distance-learning courses where meeting
face-to-face is impractical or time-consuming. Likewise, the instructors of online and
distance-learning courses will appreciate having the capability to join the online meet-
ings of particular company teams when their advice or assistance is requested.

xxi
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o Both simulations are quite suitable for use in distance-learning or online courses
(and are currently being used in such courses on numerous campuses).

« Participants and instructors are notified via e-mail when the results are ready
(usually about 15 to 20 minutes after the decision round deadline specified by the
instructor/game administrator).

o Following each decision round, participants are provided with a complete set of
reports—a six-page Industry Report, a one-page Competitive Intelligence report
for each geographic region that includes strategic group maps and bulleted lists
of competitive strengths and weaknesses, and a set of Company Reports (income
statement, balance sheet, cash flow statement, and assorted production, market-
ing, and cost statistics).

o Two “open-book” multiple-choice tests of 20 questions are built into each simu-
lation. The quizzes, which you can require or not as you see fit, are taken online
and automatically graded, with scores reported instantaneously to participants
and automatically recorded in the instructor’s electronic grade book. Students are
automatically provided with three sample questions for each test.

» Both simulations contain a three-year strategic plan option that you can assign.
Scores on the plan are automatically recorded in the instructor’s online grade
book.

o At the end of the simulation, you can have students complete online peer evalua-
tions (again, the scores are automatically recorded in your online grade book).

o Both simulations have a Company Presentation feature that enables each team of
company co-managers to easily prepare PowerPoint slides for use in describing
their strategy and summarizing their company’s performance in a presentation to
either the class, the instructor, or an “outside” board of directors.

e A Learning Assurance Report provides you with hard data concerning how well
your students performed vis-a-vis students playing the simulation worldwide
over the past 12 months. The report is based on nine measures of student pro-
ficiency, business know-how, and decision-making skill and can also be used
in evaluating the extent to which your school’s academic curriculum produces
the desired degree of student learning insofar as accreditation standards are
concerned.

For more details on either simulation, please consult Section 2 of the Instructor’s
Manual accompanying this text or register as an instructor at the simulation websites
(www.bsg-online.com and www.glo-bus.com) to access even more comprehensive
information. You should also consider signing up for one of the webinars that the sim-
ulation authors conduct several times each month (sometimes several times weekly)
to demonstrate how the software works, walk you through the various features and
menu options, and answer any questions. You have an open invitation to call the senior
author of this text at (205) 722-9145 to arrange a personal demonstration or talk about
how one of the simulations might work in one of your courses. We think you’ll be
quite impressed with the cutting-edge capabilities that have been programmed into
The Business Strategy Game and GLO-BUS, the simplicity with which both simula-
tions can be administered, and their exceptionally tight connection to the text chapters,
core concepts, and standard analytical tools.
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RESOURCES AND SUPPORT MATERIALS
FOR THE 21ST EDITION

For Students

Key Points Summaries At the end of each chapter is a synopsis of the core
concepts, analytical tools, and other key points discussed in the chapter. These chap-
ter-end synopses, along with the core concept definitions and margin notes scattered
throughout each chapter, help students focus on basic strategy principles, digest the
messages of each chapter, and prepare for tests.

Two Sets of Chapter-End Exercises Each chapter concludes with two
sets of exercises. The Assurance of Learning Exercises are useful for helping students
prepare for class discussion and to gauge their understanding of the material. The
Exercises for Simulation Participants are designed expressly for use in class which
incorporate the use of a simulation. These exercises explicitly connect the chapter con-
tent to the simulation company the students are running. Even if they are not assigned
by the instructor, they can provide helpful practice for students as a study aid.

The Connect' Management Web-Based Assignment and Assess-
ment Platform Beginning with the 18th edition, we began taking advantage of
the publisher’s innovative Connect” assignment and assessment platform and created
several features that simplify the task of assigning and grading three types of exercises
for students:

o There are self-scoring chapter tests consisting of 20 to 25 multiple-choice ques-
tions that students can take to measure their grasp of the material presented in
each of the 12 chapters.

o There are two author-developed Interactive Application exercises for each of the
12 chapters that drill students in the use and application of the concepts and tools
of strategic analysis.

All of the Connect’ " exercises are automatically graded (with the exception of
those exercise components that entail student entry of short-answer and/or essay
answers), thereby simplifying the task of evaluating each class member’s performance
and monitoring the learning outcomes. The progress-tracking function built into the
Connect " Management system enables you to:

e View scored work immediately and track individual or group performance with
assignment and grade reports.

e Access an instant view of student or class performance relative to learning objectives.

o Collect data and generate reports required by many accreditation organizations,
such as AACSB International.

LearnSmart and SmartBook  LearnSmart is an adaptive study tool
proven to strengthen memory recall, increase class retention, and boost grades. Stu-
dents are able to study more efficiently because they are made aware of what they
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know and don’t know. Real-time reports quickly identify the concepts that require
more attention from individual students—or the entire class. SmartBook is the first
and only adaptive reading experience designed to change the way students read and
learn. It creates a personalized reading experience by highlighting the most impactful
concepts a student needs to learn at that moment in time. As a student engages with
SmartBook, the reading experience continuously adapts by highlighting content based
on what the student knows and doesn’t know. This ensures that the focus is on the
content he or she needs to learn, while simultaneously promoting long-term retention
of material. Use SmartBook’s real-time reports to quickly identify the concepts that
require more attention from individual students—or the entire class. The end result?
Students are more engaged with course content, can better prioritize their time, and
come to class ready to participate.

For Instructors

Assurance of Learning Aids Each chapter begins with a set of Learning
Objectives, which are tied directly to the material in the text meant to address these
objectives with helpful signposts. At the conclusion of each chapter, there is a set of
Assurance of Learning Exercises that can be used as the basis for class discussion, oral
presentation assignments, short written reports, and substitutes for case assignments.
Similarly, there is a set of Exercises for Simulation Participants that are designed
expressly for use by adopters who have incorporated use of a simulation and want to
go a step further in tightly and explicitly connecting the chapter content to the simula-
tion company their students are running. The questions in both sets of exercises (along
with those Illustration Capsules that qualify as “mini-cases”) can be used to round
out the rest of a 75-minute class period should your lecture on a chapter last for only
50 minutes.

Instructor Library The Connect Management Instructor Library is your
repository for additional resources to improve student engagement in and out of class.
You can select and use any asset that enhances your lecture.

Instructor’s Manual The accompanying IM contains:

e A section on suggestions for organizing and structuring your course.
« Sample syllabi and course outlines.

o A set of lecture notes on each chapter.

o Answers to the chapter-end Assurance of Learning Exercises.

» A test bank for all 12 chapters.

Test Bank The test bank contains over 900 multiple-choice questions and short-
answer/essay questions. It has been tagged with AACSB and Bloom’s Taxonomy crite-
ria. All of the test bank questions are also accessible via TestGen. TestGen is a complete,
state-of-the-art test generator and editing application software that allows instructors to
quickly and easily select test items from McGraw Hill’s TestGen testbank content and
to organize, edit, and customize the questions and answers to rapidly generate paper
tests. Questions can include stylized text, symbols, graphics, and equations that are
inserted directly into questions using built-in mathematical templates. TestGen’s random
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generator provides the option to display different text or calculated number values each
time questions are used. With both quick-and-simple test creation and flexible and robust
editing tools, TestGen is a test generator system for today’s educators.

PowerPoint Slides To facilitate delivery preparation of your lectures and to
serve as chapter outlines, you’ll have access to approximately 500 colorful and profes-
sional-looking slides displaying core concepts, analytical procedures, key points, and
all the figures in the text chapters.

CREATE"™  is McGraw-Hill’s custom-publishing program where you can access
full-length readings and cases that accompany Crafting and Executing Strategy: The
Quest for a Competitive Advantage (http:/[create.mheducation.com/thompson).
Through Create™, you will be able to select from 30 readings that go specifically
with this textbook. These include cases and readings from Harvard, MIT, and much
more! You can assemble your own course and select the chapters, cases, and read-
ings that work best for you. Also, you can choose from several ready-to-go, author-
recommended complete course solutions. Among the pre-loaded solutions, you’ll find
options for undergrad, MBA, accelerated, and other strategy courses.

The Business Strategy Game and GLO-BUS Online Simula-
tions Using one of the two companion simulations is a powerful and constructive
way of emotionally connecting students to the subject matter of the course. We know
of no more effective way to arouse the competitive energy of students and prepare
them for the challenges of real-world business decision making than to have them
match strategic wits with classmates in running a company in head-to-head competi-
tion for global market leadership.
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The Business Strategy Game or GLO-BUS Simulation Exercises
Either one of these text supplements involves teams of students
managing companies in a head-to-head contest for global market
leadership. Company co-managers have to make decisions relating
to product quality, production, workforce compensation and training,
pricing and marketing, and financing of company operations. The
challenge is to craft and execute a strategy that is powerful enough
to deliver good financial performance despite the competitive
efforts of rival companies. Each company competes in America,
Latin America, Europe-Africa, and Asia-Pacific.
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