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Welcome to the Tenth Edition of Strategic Management:
Cr eating Competitive Advantages! We always appreciate the con-

structive and helpful feedback that we have received on our work. And, later in

the Preface, we are happy to acknowledge the reviewers for all of the 10 editions
p refa Ce of Strategic Management by name. The following are some examples of the
encouraging feedback we have received:

Dess and colleagues have crafted a globally compelling, innovatively current, and poi-
gnantly challenging strategic tool for those of us passionate about teaching strategy. Edu-
cators will be inspired and impressed by the portfolio of relevant concepts linked to
practical applications through Learning From Mistakes (my favorite), Strategy Spotlights, Insights from
Executives, Reflecting on Career Implications, and Cases. Nicely done!

Marta Szabo White, Georgia State University

We like to change up our cases each term so this gives us a good variety to pick from and rotate
through. I feel like each case offers a different learning experience so it is good to incorporate variety.

Nicole Lowes, Liberty University

The Dess book comprehensively covers the fundamentals of strategy and supports concepts with
research and managerial insights.
Joshua J. Daspit, Mississippi State University

Very engaging. Students will want to read it and find it hard to put down.

Amy Gresock, University of Michigan, Flint

Strategic Management by Dess, McNamara, Eisner, and Lee is the most engaging and relevant strategy
text on the market. The information is convincingly presented and with enough timely examples that
students will be engaged. The text also provides thorough, accurate coverage of strategy concepts. These
factors combined are a recipe for student learning.

Drake Mullens, Tarleton State University

1 use Strategic Management in a capstone course required of all business majors, and students appreci-
ate the book because it synergizes all their business education into a meaningful and understandable
whole. My students enjoy the book’s readability and tight organization, as well as the contemporary
examples, case studies, discussion questions, and exercises.

William Sannwald, San Diego State University

The content is current and my students would find the real-world examples to be extremely interesting.
My colleagues would want to know about it and I would make extensive use of the following features:
Learning from Mistakes, Strategy Spotlights, Issues for Debate, and I especially like the Reflecting on
Career Implications feature. Bottom line: the authors do a great job of explaining complex material and
at the same time their use of up-to-date examples promotes learning.

Jeffrey Richard Nystrom, University of Colorado at Denver

The examples in each chapter are extremely useful to the students and the choice of cases are excellent
for case study analysis.
Michael L. Sloan, San Diego State University

We always endeavor to improve our work and we are most appreciative of the extensive and
thoughtful feedback that many strategy professionals have graciously given us. The author team
has worked hard to incorporate many of their ideas into the Tenth Edition.



We believe we have made valuable improvements throughout our many revised editions of
Strategic Management. At the same time, we strive to be consistent and “true” to our original
overriding objective: a book that satisfies three Rs—rigor, relevance, and readable. And we are
pleased that we have received feedback (such as the comments on the previous page) that is
consistent with what we are trying to accomplish.

What are some of the features in Strategic Management that reinforce the three Rs? First, we
build in rigor by drawing on the latest research by management scholars and insights from man-
agement consultants to offer a current and comprehensive view of strategic issues. We reinforce
this rigor with our Issues for Debate and Reflecting on Career Implications that require students
to develop insights on how to address complex issues and understand how strategy concepts can
enhance their career success. Second, to enhance relevance, we provide numerous examples
from management practice in the text and Strategy Spotlights (sidebars). We also increase rele-
vance by relating course topic and examples to current business and societal themes, including
environmental sustainability, ethics, globalization, entrepreneurship, and data analytics. Third,
we stress readability through an engaging writing style with minimal jargon to ensure an effective
learning experience. This is most clearly evident in the conversational presentations of chapter
opening Learning from Mistakes and chapter ending Issues for Debate.

Unlike other strategy texts, we provide three separate chapters that address timely topics
about which business students should have a solid understanding. These are the role of intellec-
tual assets in value creation (Chapter 4), entrepreneurial strategy and competitive dynamics
(Chapter 8), and fostering entrepreneurship in established organizations (Chapter 12). We also
provide an excellent and thorough chapter on how to analyze strategic management cases.

In developing Strategic Management: Creating Competitive Advantages, we certainly didn’t forget the
instructors. As we all know, you have a most challenging (but rewarding) job. We did our best to help
you. We provide a variety of supplementary materials that should help you in class preparation and
delivery. For example, our chapter notes do not simply summarize the material in the text. Rather (and
consistent with the concept of strategy), we ask ourselves: “How can we add value?” Thus, for each
chapter, we provide numerous questions to pose to help guide class discussion, at least 12 boxed
examples to supplement chapter material, and three detailed “teaching tips” to further engage students.
For example, we provide several useful insights on strategic leadership from one of Greg’s colleagues,
Charles Hazzard (formerly Executive Vice President, Occidental Chemical). Also, we completed the
chapter notes ourselves. That is, unlike many of our rivals, we didn’t simply farm the work out to oth-
ers. Instead, we felt that such efforts help to enhance quality and consistency—as well as demonstrate
our personal commitment to provide a top-quality total package to strategy instructors. With the Tenth
Edition, we also benefited from valued input by our strategy colleagues to further improve our work.

Let’s now address some of the key substantive changes in the Tenth Edition. Then we will
cover some of the major features that we have had in previous editions.

WHAT’S NEW? HIGHLIGHTS OF THE TENTH EDITION

We have endeavored to add new material to the chapters that reflects the feedback we have
received from our reviewers as well as the challenges today’s managers face. Thus, we all invested
an extensive amount of time carefully reviewing a wide variety of books, academic and practitio-
ner journals, and the business press.

We also worked hard to develop more concise and tightly written chapters. Based on feedback
from some of the reviewers, we have tightened our writing style, tried to eliminate redundant
examples, and focused more directly on what we feel is the most important content in each chap-
ter for our audience. The overall result is that we were able to update our material, add valuable
new content, and—at the same time—shorten the length of the chapters.



PREFACE

Here are some of the major changes and improvements in the Tenth Edition:

Digital Economy. We discuss and illustrate how the rise in digital technologies is
changing the competitive environment and how firms are enhancing their strategic
position by leveraging elements of the digital economy. A few examples include:

* How Alibaba has created a sprawling e-commerce giant in Chapter 1

*  How Zara is restructuring its operations to serve online customers in Chapter 3
*  How Unilever uses artificial intelligence to hire the best talent in Chapter 4

*  How firms use data analytics to enhance organizational control in Chapter 9

Sustainability. With sustainability being an increasing concern of our students,
customers, and investors, sustainability has become a key driver of organizational
success. We illustrate how firms have incorporated sustainability as a core element of
their strategy. A few examples include:

*  How firms proactively incorporate environmental concerns in their business
practices by eliminating plastic waste in Chapter 2

*  How firms are focusing on sustainability across a range of elements of the value
chain and how these efforts support the attainment of long-term financial
performance in Chapter 3

*  How sustainable business strategies can attract and retain talent in Chapter 4

*  How entrepreneurial firms are working to produce more environmentally
sustainable batteries in Chapter 12

The importance of human and social capital for career and firm success. We enhance our
discussion of how building and leveraging human and social capital is a core strategic
activity. A few examples include:

*  How to network more effectively in Chapter 4
*  How firms can build and leverage independent work teams in Chapter 9
*  How firms can inspire passion in their employees in Chapter 9

*  How superbosses can help employees working for them accomplish more than
they ever thought possible in Chapter 11

Executive Insights: The Strategic Management Process. Here, we introduce an in-depth
interview with Mr. Usman Ghani, an internationally recognized consultant who is
Chairman of ConfluCore LLP. Usman provides several practical insights into the strategic
management process based on his extensive consulting experience and academic back-
ground at the Massachusetts Institute of Technology, where he earned three graduate degrees.

Over half of the 12 opening Learning from Mistakes vignettes that lead off each chapter
are totally new. Unique to this text, they are all examples of what can go wrong, and
they serve as an excellent vehicle for clarifying and reinforcing strategy concepts. After
all, what can be learned if one simply admires perfection?

Over half of our Strategy Spotlights (sidebar examples) are brand new, and many of the
others have been thoroughly updated. Although we have reduced the number of Spot-
lights from the previous edition to conserve space, we still have a total of 60—among
the most in the strategy market. We focus on bringing the most important strategy con-
cepts to life in a concise and highly readable manner. And we work hard to eliminate
unnecessary detail that detracts from the main point we are trying to make. Also, con-
sistent with our previous edition, many of the Spotlights focus on two “hot” issues that
are critical in leading today’s organizations—ethics and environmental sustainability—as
well as the digital economy in this edition.



Key content changes for the chapters include:

Chapter 1 addresses why executives must communicate their long-term thinking to help
ensure the support of investors and other stakeholders. Such an initiative has many
benefits. Among these are to provide investors with two critical elements: a long-term
value creation story (the past) and a long term-value creation plan (the future). Further,
when a company espouses an authentic, sustainable purpose, it is more likely to attract,
motivate, and retain talent—a core objective in the knowledge economy. We also
address how research by Andrew Winston, founder of Winston Eco-Strategies, has
demonstrated the dramatic increase in the percentage of S&P companies that have
produced detailed and rigorous reports on how they manage environmental and social
issues as well as how they have incorporated them into their financial reports.

Chapter 2 discusses the importance of the digital economy as a fundamental shift in the
business environment. The term digital economy refers to economic transactions and
business operations that are based on digital computing technologies. We highlight how
the rise of the digital economy has disrupted existing industries by, for instance,
reducing the asset intensity of business operations. Embracing the opportunities
created by the digital economy has allowed entrepreneurs to create new business
models such as ride sharing services and social networks.

Chapter 3 discusses how firms are leveraging artificial intelligence to increase the sustainability
of their competitive advantages. Firms are beginning to use artificial intelligence (Al) to better
assess the preferences of their customers, how customers use their products, and how to best
structure the firm’s operations to build and maintain competitive advantages. Using Al, these
firms are able to build sustainable advantages because their resource sets are built on path
dependent and socially complex processes, making imitation difficult.

Chapter 4 discusses some of the challenges that women face when it comes to networking,
an activity that is vital for career advancement. Given that there are relatively fewer
women in positions of leadership, it often becomes more difficult for them to find
sponsors in order to make introductions and referrals. Professor Herminia Ibarra, of
the London Business School, has proposed some suggestions on how women can more
successfully engage in networking activities. These include making connections across
diverse circles, investing time in extracurricular activities, and joining a professional
women'’s network. We also provide examples of how companies have overcome the
geographic preferences of talented professionals by building dispersed facilities and
creating and maintaining formal relationships with research institutions.

Chapter 5 introduces the concept of unscaling and how firms are using it to create a
combination strategy. While firms have traditionally built large-scaled operations to run
as efficiently as possible in order to dominate markets, firms that pursue unscaling turn
things on their head. Unscaled firms look to build small scale operations that meet the
needs of particular customers as efficiently as possible, at times even more efficiently
than scaled competitors. Unscaling involves both the leveraging of technology, such as
artificial intelligence, and the reliance on suppliers or customers to provide critical
inputs to the process. We illustrate the concept by showing how Waze, P&G, and
Indochino all use unscaling to efficiently offer differentiated products and services.
Chapter 6 discusses how CEO underpayment can be a trigger for acquisitions. Research
shows that when CEOs are underpaid relative to their peer CEOs, they undertake
acquisitions to grow the size of the firm and increase their compensation. Further, it
appears to work for the acquiring CEOs. They do benefit by seeing their pay rise. Thus,
this research provides evidence that CEOs sometimes undertake acquisitions to benefit

themselves, not the stockholders of the firm.
Xi
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Chapter 7 illustrates the potential of reverse innovation for the health care sector in high-
income countries such as the United States. Reverse innovation refers to innovations
that flow from low-income to high-income countries rather than the other way around.
We illustrate how Indian hospital groups reconfigured their healthcare delivery to
achieve high quality care at prices that are much lower than in the United States. These
heathcare innovations subsequently found great success in parts of the United States
that resemble the problems found in low-income countries.

Chapter 8 challenges the conventional view that entrepreneurial firms are typically
started by tech savvy college students or young adults. Research shows that the
average age at which entrepreneurs start businesses is in their early forties. Further,
the fastest growing firms were started by entrepreneurs who were even older, with
founders of fast growing firms almost three times more likely to be over fifty than
under thirty.

Chapter 9 outlines disadvantages associated with outsider dominated boards of directors.
The dominant view of boards of directors is that having boards that are primarily
populated with outsiders, those not employed by or tied to the firm, is beneficial since
the board will then be able to better monitor the firm’s CEO. However, we outline a
number of disadvantages that arise with outsider dominated boards. First, the board
receives less information about the firm’s operations since all information is filtered
through the CEO. Second, the board has greater difficulty identifying who should be
the next CEO of the firm since they don’t regularly interact with any executives other
than the current CEO. Third, non-CEO executives miss out on opportunities to develop
their strategic decision making skills by being part of the board.

Chapter 10 discusses the power of small, independent teams in keeping the firm
innovative and agile. We draw on consultants’ insights on how to structure and
manage teams to make them more effective. Recommendations include keeping the
size of the team small, staffing the team with top performers, empowering the team
to spend their budget, holding the team accountable for their goals, and having an
engaged manager.

Chapter 11 delves into the attributes of superbosses. Superbosses not only build
strong firms but also help those around them accomplish more than they ever
thought possible. How do they do it? First, they strive to hire the best employees
and surround themselves with unusually gifted people. They have no desire to be
the smartest person in the room. Instead, Lorne Michaels, the producer of Saturday
Night Live, reflected the mindset of a superboss when he said, “If you look around
the room and think, ‘God, these people are amazing,” then you’re probably in

the right room.” Once they have these highly skilled individuals on their team,
superbosses also figure out how to develop employees. We discuss several actions
managers can take to identify the best candidates for their firm and ways they can
act to best develop their employees.

Chapter 12 discusses the mindset needed to leverage the value of technologies in
different markets. Firms often struggle in their efforts to leverage their existing
technologies in new markets. We discuss a four-step process firms can employ to
increase their effectiveness in leveraging their technologies in new markets. The steps
redefine the technology or competency in general terms, identify new applications of
the technology, select the most promising applications, and choose the best entry
mode. We discuss these steps in more detail and provide an example of each in the
chapter.



Chapter 13 updates our Appendix: Sources of Company and Industry Information. As
always, the authors owe a huge debt of gratitude to Ms. Ruthie Brock, of the University
of Texas at Arlington. She has provided us with comprehensive and updated informa-
tion for the Tenth Edition that is organized on a wide range of issues. These include
competitive intelligence, annual report collections, company rankings, business web-
sites, as well as strategic and competitive analysis. She has always been very gracious
when we impose on her every two years!

WHAT REMAINS THE SAME: KEY FEATURES
OF EARLIER EDITIONS

Let’s now briefly address some of the exciting features that remain from the earlier editions.

Traditional organizing framework with three other chapters on timely topics. Crisply
written chapters cover all of the strategy bases and address contemporary topics. First,
the chapters are divided logically into the traditional sequence: strategy analysis, strategy
formulation, and strategy implementation. Second, we include three chapters on such
timely topics as intellectual capital/knowledge management, entrepreneurial strategy and
competitive dynamics, and fostering corporate entrepreneurship and new ventures.

Learning from Mistakes chapter-opening cases. To enhance student interest, we begin each
chapter with a case that depicts an organization that has suffered a dramatic performance
drop, or outright failure, by failing to adhere to sound strategic management concepts and
principles. We believe that this feature serves to underpin the value of the concepts in the
course and that it is a preferred teaching approach to merely providing examples of out-
standing companies that always seem to get it right. After all, isn’t it better (and more
challenging) to diagnose problems than admire perfection? As Dartmouth’s Sydney
Finkelstein, author of Why Smart Executives Fail, notes: “We live in a world where success
is revered, and failure is quickly pushed to the side. However, some of the greatest oppor-
tunities to learn—for both individuals and organizations—come from studying what goes
wrong.”" We’ll see how, for example, Mattress Firm grew to more than 3,200 stores and
$3 billion in annual revenue—but then crashed into bankruptcy. Clearly, the advent of
nimble internet rivals, such as Casper Sleep, Inc., led to their downfall. However, their
demise was hastened by their aggressive expansion and the accumulation of excessive
debt to fund it. We'll also explore the bankruptcy of storied law firm Dewey & LeBoeuf
LLP. Their failure can be attributed to three major issues: a reliance on borrowed money,
making large promises about compensation to incoming partners (which didn’t sit well
with their existing partners!), and a lack of transparency about the firm’s financials.

Issue for Debate at the end of each chapter. We find that students become very engaged
(and often animated!) in discussing an issue that has viable alternate points of view. It
is an exciting way to drive home key strategy concepts. For example, in Chapter 4, we
ask whether or not providing financial incentives to employees to lose weight actually
works. And, in Chapter 10 we address a trend that is taking place in many large corpo-
rations: the flattening of hierarchical organizational structures. In fact, one survey
found that 93 percent of polled firms indicate that they intend to flatten their organi-
zation in the near future. On the one hand, such restructuring has its advantages—it can
offer cost savings, flexibility, and quicker response times. However, some of these

*Personal Communication, June 20, 2005.

Xiii



xiv

PREFACE

benefits may be offset by some negative consequences that can occur. These include
the overstretching of management attention, additional friction among managers at
various levels since there are fewer middle managers to resolve conflicts, and demoti-
vating effects caused by reduced opportunities for managers to advance through the
management ranks. Clearly, one size does not fit all. Firms must consider the rela-
tive benefits and costs of flattening their structures as well as take into account such
factors as a firm’s size, technology, and culture as well as the industry in which it
competes.

Insights from Research. We include six of these features in the Tenth Edition—and half of
them are entirely new. Here, we summarize key research findings on a variety of issues
and, more importantly, address their relevance for making organizations (and managers!)
more effective. For example, in Chapter 2 we discuss findings from a meta-analysis
(research combining many individual studies) to debunk several myths about older
workers—a topic of increasing importance, given the changing demographics in many
developed countries. In Chapter 4, we address a study that explored the viability of
re-hiring employees who had previously left the organizations. Such employees, called
“boomerangs” may leave an organization for several reasons and such reasons may
strongly influence their willingness to return to the organization. And in Chapter 6, we
explore a study that investigates how closely CEOs attend to media assessments of actions
that they take. Using a large database of 745 large acquisitions undertaken by S&P 500
firms, researchers find that CEOs do pay attention to media evaluations of acquisitions.
However, the extent to which they are future- or past-focused influences whether and how
they learn from the media.

Reflecting on Career Implications . . . We provide insights that are closely aligned with
and directed to three distinct issues faced by our readers: prepare them for a job interview
(e.g., industry analysis), help them with current employers or their career in general, or
help them find potential employers and decide where to work. We believe this will be
very valuable to students’ professional development.

Consistent chapter format and features to reinforce learning. We have included several
features in each chapter to add value and create an enhanced learning experience. First,
each chapter begins with an overview and a list of key learning objectives. Second, as
previously noted, the opening case describes a situation in which a company’s perfor-
mance eroded because of a lack of proper application of strategy concepts. Third, at the
end of each chapter there are four different types of questions/exercises that should
help students assess their understanding and application of material:

1.  Summary review questions.

2. Experiential exercises.

3. Application questions and exercises.
4. Ethics questions.

Given the centrality of online systems to business today, each chapter contains at least
one exercise that allows students to explore the use of the Internet in implementing a
firm’s strategy.

Key Terms. Approximately a dozen key terms for each chapter are identified in the
margins of the pages. This addition was made in response to reviewer feedback and
improves students’ understanding of core strategy concepts.



Clear articulation and illustration of key concepts. Key strategy concepts are introduced in a
clear and concise manner and are followed by timely and interesting examples from business
practice. Such concepts include value-chain analysis, the resource-based view of the firm,
Porter’s five forces model, competitive advantage boundaryless organizational designs,
digital strategies, corporate governance, ethics, data analytics, and entrepreneurship.

Extensive use of sidebars. We include 60 sidebars (or about five per chapter) called
Strategy Spotlights. The Strategy Spotlights not only illustrate key points but also
increase the readability and excitement of new strategy concepts.

Integrative themes. The text provides a solid grounding in ethics, globalization, environ-
mental sustainability, and technology. These topics are central themes throughout the
book and form the basis for many of the Strategy Spotlights.

Implications of concepts for small businesses. Many of the key concepts are applied to
start-up firms and smaller businesses, which is particularly important since many
students have professional plans to work in such firms.

Not just a product, but an entire package. Strategic Management features the best chapter
teaching notes available today. Rather than merely summarizing the key points in each
chapter, we focus on value-added material to enhance the teaching (and learning)
experience. Each chapter includes dozens of questions to spur discussion, teaching tips,
in-class group exercises, and about a dozen detailed examples from business practice to
provide further illustrations of key concepts.

TEACHING RESOURCES

Instructor’s Manual (IM)

Prepared by the textbook authors, along with valued input from our strategy colleagues, the
accompanying IM contains summary/objectives, lecture/discussion outlines, discussion ques-
tions, extra examples not included in the text, teaching tips, reflecting on career implications,
experiential exercises, and more.

Test Bank

Revised by Christine Pence of the University of California-Riverside, the test bank contains more
than 1,000 true/false, multiple-choice, and essay questions. It is tagged with learning objectives
as well as Bloom’s Taxonomy and AACSB criteria.

Assurance of Learning Ready. Assurance of Learning is an important element of many
accreditation standards. The Tenth Edition is designed specifically to support your
Assurance of Learning initiatives. Each chapter in the book begins with a list of num-
bered learning objectives that appear throughout the chapter. Every test bank question
is also linked to one of these objectives, in addition to level of difficulty, topic area,
Bloom’s Taxonomy level, and AACSB skill area. 7Test Builder, an easy-to-use, cloud-
based test bank software, can search the test bank by these and other categories, provid-
ing an engine for targeted Assurance of Learning analysis and assessment.

AACSB Statement. McGraw-Hill is a proud corporate member of AACSB International.
Understanding the importance and value of AACSB accreditation, the Tenth Edition has
sought to recognize the curricula guidelines detailed in the AACSB standards for busi-
ness accreditation by connecting selected questions in Dess 10e and the test bank to the
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general knowledge and skill guidelines found in the AACSB standards. The statements
contained in this new edition are provided only as a guide for the users of this text. The
AACSB leaves content coverage and assessment within the purview of individual
schools, the mission of the school, and the faculty. While this new edition and the teach-
ing package make no claim of any specific AACSB qualification or evaluation, we have
labeled selected questions within the title according to the six general knowledge and
skills areas.

*  Test Builder. A comprehensive bank of test questions is provided within a computerized
test bank powered by Test Builder, a cloud-based tool that enables instructors to format
tests that can be printed or administered within a LMS. Available in Connect, Test
Builder offers a modern, streamlined interface for easy content configuration that
matches course needs, without requiring a download. 7est Builder allows you to:

» access all test bank content from a particular title.

» easily pinpoint the most relevant content through robust filtering options.
* manipulate the order of questions or scramble questions and/or answers.
e pin questions to a specific location within a test.

* determine your preferred treatment of algorithmic questions.

*  choose the layout and spacing.

* add instructions and configure default settings.

Test Builder provides a secure interface for better protection of content and allows for just-in-time
updates to flow directly into assessments.

PowerPoint Presentation

Prepared by Pauline Assenza of Western Connecticut State University, it consists of more than
400 slides incorporating an outline for the chapters tied to learning objectives. Also included are
instructor notes, multiple-choice questions that can be used as Classroom Performance System
(CPS) questions, and additional examples outside the text to promote class discussion.

The Business Strategy Game and GLO-BUS
Online Simulations

Both allow teams of students to manage companies in a head-to-head contest for global market
leadership. These simulations give students the immediate opportunity to experiment with vari-
ous strategy options and to gain proficiency in applying the concepts and tools they have been
reading about in the chapters. To find out more or to register, please visit www.bsg-online.
com or www.glo-bus.com.



COURSE DESIGN AND DELIVERY RESOURCES

Craft your teaching resources to match the way you teach! With McGraw-Hill Create, www.
mcgrawhillcreate.com, you can easily rearrange chapters, combine material from other content
sources, and quickly upload content you have written, like your course syllabus or teaching notes.
Find the content you need in Create by searching through thousands of leading McGraw-Hill
textbooks. Arrange your book to fit your teaching style. Create even allows you to personalize
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LEARNING OBJECTIVES

Learning Objectives numbered LO 1-1, LO 1-2, LO 1-3, etc., with corre-
sponding icons in the margins to indicate where learning objectives are

covered in the text.

LEARNING FROM MISTAKE

What makes the study of strategic management so inter-
esting? Things can change so rapidly! Some start-ups can
disrupt industries and become globally recognized names
almost overnight and the rankings of the world’s most
valuable firms can dramatically change in a brief period of
time. On the other hand, many impressive, high-flying
firms can struggle to reclaim past glory—or fail altogether.
As colorfully (and ironically!) noted by Arthur Martinez,
Sears’s former Chairman: “Today's peacock is tomorrow’s
feather duster”!
Consider the following:2

The 33-year average tenure of companies on the
S&P 500 in 1962 narrowed to 24 years by 2016 and
is forecast to shrink to merely 12 years by 2027,
Atthe beginning of 2000, the four firms in the world
with the highest market values were General
Electric, Exxon Mobil, Pizer, and Citigroup. By late
2019, four tech firms headed the list: Apple,
Alphabet (parent of Google), Amazon, and Microsoft.
Record private equity actvty,a strong M&A market, and
the growth of start-ups with bilion dollar market caps
(caled “unicoms’) are often vewied a eacing factors

Strategic Management

Creating Competitive Advantages

Bath & Beyond, Urban Outfitters, Sears, Radio Shack, and
JC. Penney have either filed for bankruptcy, or have be-
come mere shadows of their former selves.

Let's take a closer look at another retailer, Mattress
Firm, which filed for bankruptcy on October 5, 2018.2

Houston-based Mattress Firm was founded in 1986
and eventually grew to more than 3,200 stores and
$3 billion in annual revenues. However, its pursuit of
growth and dominance—largely via acquisition~in the
industry led to its eventual demise.

Aturning point came in 2015 when it purchased one
of its chief rvals, Sleepy's, for $780 million. Steve Stagner,
Mattress Firm's CEO at the time asserted, “This transfor-
mational acquisition unites the nation’s two largest mat-
tress specialty retailers providing customers with
convenience, value, and choice.”

However, things certainly didn't turn out as he had
hoped. Acquiring Sleepy’s 1,000 stores left Mattress Firm
severely over-retailed. As store traffic slowed, costly
leases turned into an albatross around the firm’s neck. In
bankauptcy cout fings, the rapid expansion led o the

Aquarter century ago, few would have predicted
that a South Korean firm would be a global car
giant, an Indian firm would be one of the world's
largest technology firms, and a huge Chinese
Internet firm would lst on an American stock
exchange.

In 1995, only about 3 percent of the companies on
the Fortune 500 list were from emerging markets.
This number has increased to 26 percent in 2013,
and i predicted to grow to 45 percent by 2025,
With the emergence of the digital economy, new
entrants are shaking up long-standing industries.
Ater al, Alibaba has become the world's most
valuable retailer—but holds no inventory; Airbnb is
the world's largest provider of accommodations—
but owns o real estate; and Uber is the world's
largest car service—but owns no cars,

Retail has become one of the prime examples of an
industry that has been impacted by the digital disruption
and the emergence of online competitors. Many brick-

" of stores that were clustered too closely.
and put them in direct competition with each other. This
was poignantly stated by Hendre Ackermann, the firm's
CFO: “There are many examples of a Mattress Firm store
being located literally across the street from another
Mattress Firm store.”

Mattress Firm’s fortunes were also eroded by a set of
more nimble competitors: online upstarts, including
Casper, Lessa, Tuft & Needle, and Sapira. For example,
CasperSieep.Inc founded n 2014, rised 240 millon to
sell mattresses directly’ 1t
line ordering, hassle-free delivery, and returns of reason-
ably affordable mattresses. Within a year, Casper booked
sales of $100 million.

The online rivals also had another major advantage
over Mattress Firm: Shoppers had grown weary of the tra-
ditional mattress-buying experience. This involved going
into a store, testing out a slew of mattresses for a few
minutes, and rushing into a decision on an expensive item

STRATEGY SPOTLIGHT ——

These boxes weave themes of ethics, globaliza-
tion, and technology into every chapter of the text,
providing students with a thorough grounding nec-
essary for understanding strategic management.
Select boxes incorporate the digital economy, envi-
ronmental sustainability, and ethical themes.

LO1-1
LO1-2

Y

LO1-3

LO1-4

LO1-5
LO1-6

Learning Objectives

Define strategic management and its four key attributes.
Understand the strategic management process and its three interrelated and
principal activities.

Identify the vital role of takeholder

as well as how “symbiosis” can be achleved amonq an organization’s
stakeholders.

Understand the i social
sustainability, and how it can enhance a corporation’s innovation strategy.

Recognize the need for greater empowerment throughout the organization.

Explain how an awareness of a hierarchy of strategic goals can help an
achieve coherence in it

We encourage you to reflect on how the concepts presented in this chapter can
enhance your career success (see “Reflecting on Career Implications...” at the end of
the chapter).

<—— LEARNING FROM MISTAKES

Learning from Mistakes vignettes are examples of where
things went wrong. Failures are not only interesting but
also sometimes easier to learn from. And students realize
strategy is not just about “right or wrong” answers, but
requires critical thinking.

ALIGNMENT AND ADAPTABILITY

its development.

ENVIRONMENTAL SUSTAINABILITY IN THE
FASHION INDUSTRY

The $3 trillion fashion industry employs over 60 million people along
its global value chain. Although it makes 100 billion accessories and
garments each year, three-fifths of them are thrown away within a
year, according to McKinsey & Company. Further, a vast amount of
cotton, water, and power is used to make their products, but less
than 1 percent is recycled into new clothes, according to an environ-
mental research group in England. Amazingly, the United Nations
Economic Commission for Europe estimates that about 40 percent
of clothes in the wardrobes of developed countries are never worn!
To provide some perspective, Rob Opsomer, a sustainability re-
searcher asserts that “the equivalent of a dump truck filled with tex-
tiles gets landfilled or incinerated every single second.”

Inditex SA, the company that owns Zara and several other
brands, made 1.6 billion garments in 2016—a scale that has
helped its stock price quintuple over a recent 10-year period.
However, recently industry growth has slowed, in part because
millennials have become sensitive to fast fashion’s impact on the
environment. (In fact, accurdlng to Boston Consulting Group, one-
third of this [ identifies asa

TRATEGY SPOTLIGHT

AMBIDEXTROUS BEHAVIORS: COMBINING

A study involving 41 business units in 10 multinational compa-
nies identified four ambidextrous behaviors in individuals. Such
behaviors are the essence of ambidexterity, and they ilustrate
how a dual capacity for alignment and adaptability can be woven
into the fabric of an organization at the individual level.

They take time and are alert to opportunities beyond the
confines of their own jobs. A large computer company's sales
manager became aware of a need for a new software module
that nobody currently offered. Instead of seling the customer
something else, he worked up a business case for the new mod-
ule. With management's approval, he began working full ime on

ey are cooperative and seek out opportunities to com-  +
bine thel efforte with shers A marketing manager for taly  +
was responsible for supporting a newly acquired subsidiary.
When frustrated about the limited amount of contact she had
with her peers in other countries, she began discussions with
them. This led to the creation of a European marketin

They are multitaskers who are comfortable wearing more
than one hat. Although an operations manager for a major coffee.
and tea distributor was charged with running his plant as effi-
ciently as possible, he took it upon himself to identify value-added
services for his clients. By developing a dual role, he was able to
manage operations and develop a promising electronic module
that automatically reported impending problems inside a coffee
vending machine. With corporate funding, he found a subcontrac-
torto develop the software, and he then piloted the module in his
own operations. It was so successful that it was eventually
adopted by operations managers in several other countries.

Arecent e
ful insights on how one can become a more ambidextrous
leader. Consider the following questions:

Do you meet your numbers?
Do you help others?
What do you do for your peers? Are you just their
in-house competitor?

foum * Whenyou manage up, do you bring problems—or

This situation creates an opportunity for companies to use
sustainability to differentiate their brands. With growing concerns
over the waste, retailers have begun placing recycling bins prom-
inently in many stores, using greener materials, etc., to help win
over customers. Let's look at some of Inditex’s initiatives:

+  Began disassembling old clothing to spin into yarns for
fashions it markets as “garments with a past.”

«  Grouped many of its sustainability efforts—clothes made
from organic cotton and repurposed fabrics into a sub-
brand called Join Life.

«  Toboost the share of greener textiles in its mix, the firm
has funded research programs at MIT and universities in
Spain. One initiative is to try using 3D printing to make
textiles using by-products from timber operations.

Inditex says that for now they’re absorbing the extra costs of
using recycled or reconstituted garments. The Join Life line is
priced competitively with other items in the Zara stores—T-shirts
cost less than $10 and jeans are priced under $40. The firm is
striving to keep a lid on prices of its greener materials and it ex-
pects the cost to fall as production increases. Anna Gedda, an
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INSIGHTS from Executives

THE STRATEGIC MANAGEMENT PROCESS

Usman Ghani, Chairman, ConfluCore
>

INSIGHTS

Chapter T's “Insights from Executive” contains an interview with a
worldwide organization about current issues salient to strategic
management. “Insights from Research” throughout the text
summarize key research findings relevant to maintaining the
effectiveness of an organization and its management.

Biosketch
Usman Ghani has held leadership roles in strategic planning,
marketing, operations, organization development, IT, and
executive education, as well as led cross-functional, multi-
cultural core business process teams to effecti

tions. He is a former Fortune 100 executive distingy

his record of developing powerful board policies and busi-
ness strategies for a variety of industry leaders, including
McKinsey & Company, Royal Dutch/Shell Group, Exxon
Mobil Corporation, and HP/Electronic Data Systems.
Characterized as a highenerg

visionary, Usman is passionat
helping complex organizations
big picture so that they are caj
transformation. He consistentl
fresh thinking, refined dynamj
al app|

THE BENEFITS OF BALANCE

egy models, organizati
ind futuristic iechnologies

Overview

Business leaders face strong pressures to produce financial
results, but they also know that ignoring other areas of the
firm can cause trouble down the line. This study speaks on
that topic and shows that having balance in performance
pays off for the firm financially.

What the Research Shows

Researchers from the Drucker Institute have compiled a
dataset on 693 large, publicly-traded companies from
2012 to 2017. They collected information on 37 indicators
of performance in five specific areas: customer satisfac-
tion, employee engagement, innovation, social responsibil-
ity, and financial performance. Companies were scored
on a range of 0 to 100 in each of these five areas. The

Question 2. Looking at it from the other side, what are
some of the key pitfalls you've seen firms fall prey 1o
that have resulted in strategic failures?

Beware! While not broadly published, strategic failures

INSIGHTS from Research

Borders, GE, Kodak, and Sears) result in large-scale
failures that we become aware and then only for a
while. Often, it is the dysfunctional strategic manage-
ment of these organizations that fail them.

Successes and failures occur every day, but only for
the attentive. These accumulate and, upon crossing

So, why is consistency beneficial? The researchers suggest
that when a firm has uneven performance across these mea-
sures, there may be particular areas of weakness that could
become major problems for the firm in coming years. The
researchers use the metaphor of an elite athlete. If the athlete
neglects endurance and focuses exclusively on strength and
speed, she will not be able to sustain performance over time.

Key Takeaways
+ Five key areas of performance for firms to focus on
are customer satisfaction, employee engagement and
development, innovation, social responsibility, and
financial strength.
« Firms tend to perform better over time if they per-
form consistently across these five areas.

scores were standardized so that the mean score on each
Th

* Weakness on any of the five areas indicates an issue

EXHIBIT 3.2

The Value Chain: Some
Factors to Consider in
Assessing a Firm’s
Primary Activities

Inbound Logistics

« Location of distribution facilities to minimize shipping times.

+ Warehouse layout and designs to increase efficiency of operations for incoming materials.
Operations

+  Efficient plant operations to minimize costs.
+ Efficient plant layout and workflow design.
+ Incorporation of appropriate process technology.

Outbound Logistics

« Effective shipping processes to provide quick delivery and minimize damages.

= Shipping of goods in large lot sizes to minimize transportation costs. ’d
rovi
Marketing and Sales p Y €

+ Innovative approaches to promotion and advertising.
« Proper identification of customer segments and needs.

Service
+ Quick response to customer needs and emergencies.

+  Quality of service personnel and ongoing training.

Source: Adapted from Porter, M. E. 1985. Competitive Advantage: Creating and Susiaining Superior Performance. New York: Free
Press.

EXHIBITS

Both new and improved exhibits in every chapter

visual presentations of the most complex

concepts covered to support student comprehension.

REFLECTING ON CAREER ——
IMPLICATIONS

This section before the summary of every
chapter consists of examples on how
understanding of key concepts helps
business students early in their careers.

on Career icati 000

This chapter addresses the importance of the internal environment

for strategic managers. As a strategic manager, you should fully

understand how you can leverage your competencies to both

bring value to your firm and enhance your career opportunities.

= The Value Chain: It is important that you develop an
understanding of your firm’s value chain. What activities are
most critical for attaining competitive advantage? Think of
ways in which you can add value in your firm’s value chain.
How might your firm’s support activities (e.g., information
technology, human resource practices) help you accomplish
your assigned tasks more effectively? How will you bring your
value-added contribution to the attention of your superiors?

_Tha Vialua Chain- Cansider the m

+imnartant linkages
nization with

en your firm

and its suppliers, customers, and alliance partners.
Understanding and strengthening these linkages can
contribute greatly to your career advancement within your
current organization.

=

Resource-Based View of the Firm: Are your skills and
talents rare, valuable, and difficult to imitate, and do they have
few substitutes? If so, you are in the better position to add
value for your firm—and earn rewards and incentives. How can
your skills and talents be enhanced to help satisfy these
criteria to a greater extent? Get more training? Change
positions within the firm? Consider career options at other
organizations?

o}

Balanced Scorecard: Can you design a balanced scorecard
for your life? What perspectives would you include in it? In
‘what ways would such a balanced scorecard help you attain
success in life?

LO3-1 The primary and support + Interrelationships improve overall firm value when

ies of a firm’s value chain. they involve the effective coordination of actions and
exchange of resources, such as information, technology,

and people.

key points

Primary activities include all
parts of the organization that
are involved in the direct physical
creation, distribution, sale, or servicing of the firms
products and services, including inbound logistics,
operations, outbound logistics, marketing and sales,
and service.

LO3-3 The resource-based view of the firm and the
different types of tangible and intangible resources,
as well as organizational capabilities.

*  The resource-based view of the firm considers
the firm as a bundle of resources: tangible
resources, intangible resources, and organizational
capabilities.

o @ that are over time
generally arise from the creation of bundles of
resources and capabilities.

«  Support activities either add value themselves or in
combination with both primary and other support
activities, including procurement, technology develop-
ment, human resource management, and general
administration.

LO3-2 How value-chain analysis can help managers

create value by investigating relationships among LO3-4 The four criteria that a firm’s resources must

XXiX






bl’lef PART 1 STRATEGIC ANALYSIS

(6{0) nte ntS 1 Strategic Management: Creating Competitive Advantages 2
Analyzing the External Environment of the Firm 36

2
3 Assessing the Internal Environment of the Firm 72
4

Recognizing a Firm’s Intellectual Assets: Moving beyond a
Firm’s Tangible Resources 102

PART 2 STRATEGIC FORMULATION

5 Business-Level Strategy: Creating and Sustaining Competitive
Advantages 138

6 Corporate-Level Strategy: Creating Value through
Diversification 172

7 International Strategy: Creating Value in Global Markets 202

8 Entrepreneurial Strategy and Competitive Dynamics 236

PART 3 STRATEGIC IMPLEMENTATION
9 Strategic Control and Corporate Governance 264
10 Creating Effective Organizational Designs 298

11 Strategic Leadership: Creating a Learning Organization and
an Ethical Organization 330

12 Managing Innovation and Fostering Corporate
Entrepreneurship 358

PART 4 CASE ANALYSIS
13 Analyzing Strategic Management Cases 388

Indexes I-1

XXXi

5011111







contents

PART1 STRATEGIC ANALYSIS

CHAPTER 1

Strategic Management: Creating Competitive
Advantages ..........cooiiiiiiiiiiiiiie, 2
Learning from Mistakes. . .............................. 3
What Is Strategic Management? ................. 5
Defining Strategic Management ...................... 5
The Four Key Attributes of Strategic Management . ... ... 6

1.1 STRATEGY SPOTLIGHT
Ambidextrous Behaviors: Combining Alignment and Adaptability . . .9
The Strategic Management Process .............. 9

Intended versus Realized Strategies. . .................. 9
Strategy Analysis . .............c i, 12
Strategy Formulation . . ............................ 12
Strategy Implementation .. ......................... 13

1.1 INSIGHTS FROM EXECUTIVES

The Strategic Management Process. . .................... 14
The Role of Corporate Governance and Stakeholder
Management ..........coieveiennecnncccnnccns 16
Alternative Perspectives of Stakeholder Management . ... 18
Social Responsibility and Environmental Sustainability:

Moving beyond the Immediate Stakeholders. . ....... 19

1.2 STRATEGY SPOTLIGHT

Environmental Sustainability in the Fashion Industry . .. ... 22

The Strategic Management Perspective: An Imperative
throughout the Organization ................... 23
1.3 STRATEGY SPOTLIGHT

Strategy and the Value of Inexperience. . ................. 24
Ensuring Coherence in Strategic Direction........ 24
Why Share a Firm’s Strategic Direction? .............. 24
Organizational Vision. . ............................ 25

1.4 STRATEGY SPOTLIGHT Digital Economy

Alibaba’s Vision Created the World's Most Valuable Online
ECOSyStem . . . ... 26

Mission Statements . .............................. 27

Strategic Objectives .. ..., 28
Issue for Debate . . .......... ... .. ... . ... .. .. ... .... 29
Reflecting on Career Implications .. ..................... 30
Key Points. . ......... .o 30
Summary Review Questions. . .......................... 31
Key Terms. ........ ... . . . . . 32
Experiential Exercises and Application Questions . .. ... .... 32
Ethics QUestions . . ............. ... 32
References. . ........... ... i 33
CHAPTER 2

Analyzing the External Environment of the Firm .. .36

Learning from Mistakes. . ............................. 37

Enhancing Awareness of the External Environment. . . 38

The Role of Scanning, Monitoring, Competitive
Intelligence, and Forecasting . .................... 39

2.1 STRATEGY SPOTLIGHT Ethics
Ethical Guidelines on Competitive Intelligence:

United Technologies. . ............................. 40
SWOT Analysis. . ..o vvvtee et 42
The General Environment...................... 43
The Demographic Segment......................... 45
The Sociocultural Segment ......................... 45
The Political/Legal Segment ........................ 45

2.1 INSIGHTS FROM RESEARCH
New Tricks: Research Debunks Myths about Older Workers . . . .46
2.2 STRATEGY SPOTLIGHT Environmental Sustainability

Environmental Awareness Drives Sustainable

Business Practices .............c.c..coueiiiiiiiii.. 47

The Technological Segment. ........................ 47

The Economic Segment. . .......................... 48

The Global Segment. . ............................. 48
Relationships among Elements of the

General Environment . .......................... 49

Digital Economy: A Fundamental Shift in the

Business Environment................c0000.... 50
2.3 STRATEGY SPOTLIGHT Digital Economy
How Big Data Can Monitor Federal, State, and Local

Government Expenditures . ......................... 51
The Competitive Environment .................. 52
Porter’s Five Forces Model of Industry Competition. . . . . 52

XXXiii



CONTENTS

How the Internet and Digital Technologies are Affecting
the Five Competitive Forces. ..................... 56

2.4 STRATEGY SPOTLIGHT
Intense Rivalry Prevents U.s. Grocers From Raising Prices . . .57
2.5 STRATEGY SPOTLIGHT
Buyer Power In Legal Services: The Role of the Internet . . . . . 59

Using Industry Analysis: A Few Caveats. .............. 60
Strategic Groups within Industries ................... 62
Issuefor Debate . .. .............. ... . ... .. ........ 65
Reflecting on Career Implications . ... ................... 66
Key Points. . ... .. 66
Summary Review Questions. . .......................... 67
Key Terms. . ... 68
Experiential Exercises and Application Questions . . ... ... .. 68
Ethics QUeSHIONS . . . ........... oo 68
References. .. ......... .. . . . . . . ... . ... 68
CHAPTER 3
Assessing the Internal Environment of the Firm ... .72
Learning from Mistakes. . ............................. 73
Value-Chain Analysis.........ccoocveeeeeneene.. 74
Primary Activities. . .......... .. 74
Support Activities. . .......... .. .. 76

3.1 STRATEGY SPOTLIGHT Digital Economy

Retailers Rein in their Return Policies. . .................. 77

3.2 STRATEGY SPOTLIGHT

Schmitz Cargobull: Adding Value to Customersvia lt . . . . . .. 79
Interrelationships among Value-Chain Activities

within and across Organizations .................. 79
Applying the Value Chain to Service Organizations. . . . .. 79

3.3 STRATEGY SPOTLIGHT Environmental Sustainability

Sustainability Across the Value Chain. ................... 80
Resource-Based View of theFirm ............... 81
Types of Firm Resources . .......................... 83

3.4 STRATEGY SPOTLIGHT Digital Economy

Zara Embraces Technology to Meet the Online
Retailer Challenge . .. ............................. 84

Firm Resources and Sustainable Competitive Advantages. .. 84

The Generation and Distribution of a Firm’s Profits:
Extending the Resource-Based View of the Firm .. ... 89

Evaluating Firm Performance: Two Approaches. ... 90

XXXV

Financial Ratio Analysis ........................... 90
Integrating Financial Analysis and Stakeholder

Perspectives: The Balanced Scorecard. ............. 93

3.1 INSIGHTS FROM RESEARCH

The Benefits of Balance . .. ............................ 95
Issue for Debate . ............. ... . . .. ... 96
Reflecting on Career Implications . . ..................... 97
Key Points. . ......... .. 0 .. 97
Summary Review Questions. . .......................... 98
Key Terms. . ... .. ... . . . . 98
Experiential Exercises and Application Questions . .. ....... 98
Ethics Questions . .. .......... . ... ... i 100
References. .. ..... ... . .. . . . . . ... ... 100
CHAPTER 4

Recognizing a Firm’s Intellectual Assets:
Moving beyond a Firm’s Tangible Resources. . . .102
Learning from Mistakes. . ............................ 103

The Central Role of Knowledge
in Today’s Economy........cooeeeeevneeeces... 104

Human Capital: The Foundation

of Intellectual Capital ...........ccovvvennnnn. 106
4.1 STRATEGY SPOTLIGHT Environmental Sustainability
Can Green Strategies Attract and Retain Talent?. . . .. ... .. 108

Attracting Human Capital ... ...................... 108
4.1 INSIGHTS FROM RESEARCH
Welcome Back! Recruiting Boomerang Employees. . . . ... .. 109

4.2 STRATEGY SPOTLIGHT Digital Economy
Unilever's Use of Artificial Intelligence to Hire the

Best Talent ............ ... ... iiiiiiiiioi.. 111
Developing Human Capital . . ....................... 111
Retaining Human Capital .......................... 113

Enhancing Human Capital: Redefining Jobs
and Managing Diversity .. ....................... 115

4.3 STRATEGY SPOTLIGHT
Millennials Have a Different Definition of Diversity and

Inclusion than Prior Generations . .................. 117

The Vital Role of Social Capital. ................. 117

How Social Capital Helps Attract and Retain Talent. . . .. 118
Social Networks: Implications for Knowledge

Management and Career Success. ... .............. 119

The Potential Downside of Social Capital. . ........... 122



4.4 STRATEGY SPOTLIGHT

How Women Can Network More Effectively . ............. 123
Using Technology to Leverage Human
Capital and Knowledge.............cc0vvenen. 124
Using Networks to Share Information. ............... 124

Electronic Teams: Using Technology to
Enhance Collaboration. . ....................... 124

4.5 STRATEGY SPOTLIGHT Digital Economy

How SAP Taps Knowledge Well Beyond Its Boundaries. . . . . 126
Codifying Knowledge for Competitive Advantage . ... .. 126
Protecting the Intellectual Assets of the Organization:
Intellectual Property and Dynamic Capabilities . . . 128

Intellectual Property Rights. . ...................... 128
Dynamic Capabilities. . ........................... 129
Issue for Debate .. ........... ... ... .. ... ........ 130
Reflecting on Career Implications . ..................... 131
Key Points. . ...... ... . . . .. i, 131
Summary Review Questions. . ......................... 132
Key Terms. ....... .. ... . . . . . . i 132
Experiential Exercises and Application Questions . . .. .. ... 133
Ethics Questions . .. ......... ... . ... 133
References. .. ..... ... . . . .. . . .. ... . 133

PART 2 STRATEGIC FORMULATION

CHAPTER 5

Business-Level Strategy: Creating and

Sustaining Competitive Advantages .......... 138
Learning from Mistakes. . ............................ 139
Types of Competitive Advantage

and Sustainability ..............ooiiiiiinae, 140
Overall Cost Leadership. ........................... 141

5.1 STRATEGY SPOTLIGHT Environmental Sustainability

Primark Strives to Balance Low Costs with
Environmental Sustainability ...................... 143

Differentiation ........ ... ... ... ... . . 145
5.2 STRATEGY SPOTLIGHT Ethics
The Name of the Game is to Make it Harder to Stop Playing . . .. 147

Focus. ... ... . 149
5.3 STRATEGY SPOTLIGHT
Extreme Differentiation: The Aston Martin Valkyrie . . . . . .. 150

Combination Strategies: Integrating Overall Low Cost

and Differentiation . ............................ 151
5.4 STRATEGY SPOTLIGHT Digital Economy
Mass Customized Menswear . ......................... 153

Can Competitive Strategies be Sustained? Integrating
and Applying Strategic Management Concepts . .. 154

Atlas Door: A Case Example. . ..................... 154
Are Atlas Door’s Competitive Advantages Sustainable? . . ..155
Strategies for Platform Markets. ..................... 157
Industry Life-Cycle Stages: Strategic
Implications . .......coviiieiiiiiiieiiiieens 158
Strategies in the Introduction Stage. ................. 160
Strategies in the Growth Stage. . .................... 160
Strategies in the Maturity Stage. . .................... 161
Strategies in the Decline Stage. .. ................... 162

5.5 STRATEGY SPOTLIGHT

Charging Up Profits in a Declining Industry ............. 163
Turnaround Strategies . ............... ... ... 164
Issue for Debate .. ............ ... ... ... . ........ 165
Reflecting on Career Implications . . .................... 166
Key Points. ......... ... . . ... i, 166
Summary Review QuUestions. ... ....................... 167
Key Terms. . ... ... . 167
Experiential Exercises and Application Questions . . .. ..... 167
Ethics QUestions . . . ..............iuuiiiaiinaen.. 168
References. .. ......... ... i 168
CHAPTER 6
Corporate-Level Strategy: Creating Value
through Diversification ..................... 172
Learning from Mistakes. . ............................ 173

Making Diversification Work: An Overview....... 175

Related Diversification: Economies of Scope
and Revenue Enhancement ................... 176

Leveraging Core Competencies. ..................... 177
6.1 STRATEGY SPOTLIGHT
Leveraging Volvo'’s Competencies to Transform Geely . . . ... 178
Sharing Activities . .. ......... . ... 178
Enhancing Revenue and Differentiation ......... 179
Related Diversification: Market Power .......... 179
6.2 STRATEGY SPOTLIGHT Environmental Sustainability
Tesla Breaks Industry Norms by Vertically Integrating . . . . . 180

XXXV



CONTENTS

Pooled Negotiating Power . ........................ 180
Vertical Integration. . . ............................ 180
Unrelated Diversification: Financial

Synergies and Parenting...............000.... 182

Corporate Parenting and Restructuring .............. 183
Portfolio Management . ........................... 184
Caveat: Is Risk Reduction a Viable Goal of

Diversification?. ......... ... ... ... . . 186
The Means to Achieve Diversification ........... 186
Mergers and Acquisitions. .. ............ ... ... ... 187

6.3 STRATEGY SPOTLIGHT
A Diversified Firm Uses Acquisitions to Change its Focus. . . . 189
6.1 INSIGHTS FROM RESEARCH

Do Managers Learn from Media Assessments of Acquisitions? . . . 191

Strategic Alliances and Joint Ventures ............... 192
Internal Development ............................ 193
6.4 STRATEGY SPOTLIGHT
Honda Looks to Alliance Partners to Meet Changing

Market Needs . ............... . .0cccciiiiiiinio.. 194
How Managerial Motives Can Erode
ValueCreation........coovvvennereencnncanns 195
Growth for Growth’s Sake . ........................ 195
Egotism........ .. .. .. 195
Antitakeover Tactics. .. ..., 196
Issuefor Debate .. .................................. 196
Reflecting on Career Implications .. .................... 197
Key Points. . ........ ... . 197
Summary Review Questions. . ......................... 198
Key Terms. ....... ... . . . . . . 198
Experiential Exercises and Application Questions . . ... .... 199
Ethics QUeStions . . ............ou i, 199
References. ....... ... ... . . ... i 199
CHAPTER 7
International Strategy: Creating Value in Global
Markets .........ccoiiiiiiiiiiiiiiit, 202
Learning from Mistakes. . ............................ 203
The Global Economy: A Brief Overview.......... 204
Factors Affecting a Nation’s Competitiveness . . ..205
Factor Endowments................ ... ... ....... 205
Demand Conditions. ............... ... oo, 205
Related and Supporting Industries .................. 206

XXXVi

Firm Strategy, Structure, and Rivalry ................ 206
Concluding Comment on Factors Affecting a
Nation’s Competitiveness. . ..................... 206
7.1 STRATEGY SPOTLIGHT
India and the Diamond of National Advantage . . . .. ...... 207

International Expansion: A Company’s
MotivationsandRisks..............ce000ee... 208

Motivations for International Expansion ............. 208
Potential Risks of International Expansion............. 210
7.2 STRATEGY SPOTLIGHT
Reverse Innovation in Health Care ... .................. 211

7.3 STRATEGY SPOTLIGHT Ethics

The Counterfeit Center on the U.S. Border? It's Canada . . . . 213
Global Dispersion of Value Chains: Outsourcing

and Offshoring . ...... .. ... ... .. i L. 214
Achieving Competitive Advantage
inGlobal Markets. ........covvvveernneeeees.. 216
Two Opposing Pressures: Reducing Costs and Adapting

toLocal Markets. . ......... ... ... ... ... .. ... 216
International Strategy. ............... ..., 217
Global Strategy. . ...t 219
Multidomestic Strategy ........................... 220

7.4 STRATEGY SPOTLIGHT

Coca-Cola Develops Local Drinks That Taste

Nothing Like Coke. ........................c...... 221
Transnational Strategy .. ............ ... ... ..., 222

7.5 STRATEGY SPOTLIGHT

Panasonic’s China Experience Shows the Benefits of
Being a Transnational . .. ......................... 223

Global or Regional? A Second Look at Globalization. .. 224
Entry Modes of International Expansion.........225

Exporting ......... ... .. . 226
Licensing and Franchising. ........................ 227
Strategic Alliances and Joint Ventures ............... 227
Wholly Owned Subsidiaries. ....................... 228
Issue for Debate . . ........... ... . ... ... .. ......... 229
Reflecting on Career Implications . ..................... 230
Key Points. .. ....... .. o e, 231
Summary Review Questions. .. ........................ 231
Key Terms. ... 232
Experiential Exercises and Application Questions . . . ... ... 232
Ethics Questions . . ................c.u i, 233
References. ....... ... o 233



CHAPTER 8

Entrepreneurial Strategy and

Competitive Dynamics...................... 236
Learning from Mistakes. .. ........................... 237
Recognizing Entrepreneurial
Opportunities.......ccovvereeereeernecrocanas 238
Entrepreneurial Opportunities. . .................... 238

8.1 STRATEGY SPOTLIGHT

Making it Easier to Take Your Prescriptions:
A Billion Dollar Idea . . ........................... 240

8.2 STRATEGY SPOTLIGHT Environmental Sustainability

Moasis Leverages Technology to Improve Water

Efficiency for Farmers . ........................... 241
Entrepreneurial Resources. . ........................ 241
Entrepreneurial Leadership........................ 244

8.3 STRATEGY SPOTLIGHT

The Diamond Foundry Shakes up the Diamond Business
Now and, Possibly, the Computing Industry in the

Future......... ... . . . . . . ... 246
Entrepreneurial Strategy.................alt 246
Entry Strategies ..............o i 247
Generic Strategies .............ccit i 249
Combination Strategies . .......................... 250
Competitive Dynamics ......ccovvvvneereennns 251
New Competitive Action .. .................uu... 252
Threat Analysis. . ... 252
Motivation and Capability to Respond .. ............. 254
Types of Competitive Actions ...................... 255
Likelihood of Competitive Reaction ................. 255
Choosing Not to React: Forbearance

and Co-opetition. .................... ... .. 257

8.4 STRATEGY SPOTLIGHT Ethics
Smoking Out Collusion Among the German Big Three . . . . . 258

Issue for Debate .. ............... ... .. ... ........ 258
Reflecting on Career Implications . . .................... 259
Key Points. . ....... .. . 259
Summary Review QuUestions. ... ................c....... 260
Key Terms....... .. ... . . . . . . 260
Experiential Exercises and Application

QUESTIONS. . . . . .o 261
Ethics Questions . .. ......... ... ... 261
References. ......... ... . . . . .. . . . . 261

PART 3 STRATEGIC
IMPLEMENTATION

CHAPTER 9
Strategic Control and Corporate Governance.... 264

Learning from Mistakes. .. ........................... 265

Ensuring Informational Control: Responding
Effectively to Environmental Change ...........266

A Traditional Approach to Strategic Control .......... 266
A Contemporary Approach to Strategic Control . ... ... 267
Attaining Behavioral Control: Balancing Culture,

Rewards, and Boundaries........cccoeeeeeeenns 268
Building a Strong and Effective Culture .............. 269

9.1 STRATEGY SPOTLIGHT
GE Shows One Potential Downside of a Strong Culture. . . . . 270
9.2 STRATEGY SPOTLIGHT

Using Pictures and Stories to Build a Customer-

Oriented Culture. . ............................... 271
Motivating with Rewards and Incentives. .............. 271
Setting Boundaries and Constraints ................. 273

9.1 INSIGHTS FROM RESEARCH
Inspire Passion—Motivate Top Performance .............. 274

Behavioral Control in Organizations: Situational Factors. . . 275
9.3 STRATEGY SPOTLIGHT Data Analytics
Using Data Analytics to Enhance Organizational Control. . . 276

Evolving from Boundaries to Rewards and Culture . . . .. 277
The Role of Corporate Governance ............. 277
The Modern Corporation: The Separation of Owners

(Shareholders) and Management. . ............... 278
Governance Mechanisms: Aligning the Interests

of Owners and Managers . ...................... 279

9.4 STRATEGY SPOTLIGHT

A Push for Younger and More Diverse Boards . . .......... 281
CEO Duality: IsIt GoodorBad? ................... 284
External Governance Control Mechanisms ........... 285

9.5 STRATEGY SPOTLIGHT Ethics

Japanese Government Pushes for Governance Reform. . . . .. 287
Corporate Governance: An International Perspective. ... 288
Issue for Debate . ................ . ..c..cciiiiiio... 290
Reflecting on Career Implications . . .................... 291
Key Points. . ......... .. o i, 291

XXXVii



CONTENTS

Summary Review Questions. ... ....................... 292
Key Terms. ....... . ... . . . . i 292
Experiential Exercises And Application Questions . . .. ..... 292
Ethics Questions . . ............ ..., 293
References. .. ..... ... . ... . . i 293
CHAPTER 10

Creating Effective Organizational Designs. . . .. 298
Learning from Mistakes. . ............................ 299

Traditional Forms of Organizational Structure . ...300
Patterns of Growth of Large Corporations:

Strategy-Structure Relationships ................. 300
Simple Structure. . ....... ... ... 302
Functional Structure ............................. 302
Divisional Structure . ............. ... ... ... ... 303

10.1 STRATEGY SPOTLIGHT

Where Conglomerates Prosper. .. ...................... 306
Matrix Structure. . ........ .. 307
International Operations: Implications for

Organizational Structure ....................... 308
Global Start-Ups: A Recent Phenomenon ............ 309

10.2 STRATEGY SPOTLIGHT
Global Start-Up, Brck, Works to Bring Reliable Internet

Connectivity to the World. ... ...................... 310
How an Organization’s Structure Can Influence
Strategy Formulation ........................... 311
Boundaryless Organizational Designs........... 311
The Barrier-Free Organization. . ..................... 311
10.3 STRATEGY SPOTLIGHT
GM restructures for innovation . ....................... 312
10.4 STRATEGY SPOTLIGHT

Environmental Sustainability

The Business Roundtable: A Forum for Sharing Best
Environmental Sustainability Practices. . ............. 314

10.1 INSIGHTS FROM RESEARCH
Where Employees Learn Affects Financial Performance . . .. 315

The Modular Organization ......................... 316
The Virtual Organization. .. ........................ 317
Boundaryless Organizations: Making them Work. .. ... .. 318

Creating Ambidextrous Organizational Designs. . .. 321

Ambidextrous Organizations: Key
Design Attributes. . ............. ... i 321

XXXViii

10.5 STRATEGY SPOTLIGHT

How Innovation Benefits from the Involvement of All

the Players on the Team. . ......................... 322

‘Why Was the Ambidextrous Organization the Most

Effective Structure?. ........... ... ... .. ... ... 322
Issue for Debate . .................. ... .. ... 323
Reflecting on Career Implications . ..................... 324
Key Points. .. ..... ... . . ... . i, 324
Summary Review Questions. . ......................... 325
Key Terms. . ... ... . . .. .. 325
Experiential Exercises and Application Questions . . . ... ... 325
Ethics QUestions . . ................ccuuiiiuaiiinein.. 326
References. . .......... . ... . . . .. . . ... 326
CHAPTER 11
Strategic Leadership: Creating a Learning
Organization and an Ethical Organization ... .. 330
Learning from Mistakes. . ............................ 331
Leadership: Three Interdependent Activities . .... 332
Setting a Direction............................... 333

11.1 STRATEGY SPOTLIGHT

Josh Silverman Leads a Turnaround at Etsy . ............ 334
Designing the Organization........................ 334
Nurturing a Culture Committed to Excellence

and Ethical Behavior .......................... 335

11.2 STRATEGY SPOTLIGHT Environmental Sustainability,

Ethics

Family Leadership Sustains the Culture of SC Johnson . ...335
Getting Things Done: Overcoming Barriers
andUsingPower..........coveveevnneeeess..336

Overcoming Barriersto Change .................... 336
Using Power Effectively ... ........................ 337

11.3 STRATEGY SPOTLIGHT

The Importance of Moral Leadership . .................. 339
Emotional Intelligence: A Key Leadership Trait . ..339
Self-AWareness ... .......ooueeieenennennnnnn.n. 340
Self-Regulation . .......... ... ... i, 340
Motivation . ...t 341
Empathy ....... ... 341
Social SKill . ...t 341
Emotional Intelligence: Some Potential Drawbacks

and Cautionary Notes. . ......................... 341

Creating a Learning Organization ..............342



Inspiring and Motivating People with a Mission or Purpose. . . 342

Empowering Employees at All Levels................ 343
Accumulating and Sharing Internal Knowledge . . . ... .. 343
Gathering and Integrating External Information ....... 343
Challenging the Status Quo and Enabling Creativity. ... 344
The Attributes of Superbosses. ..................... 345
Creating an Ethical Organization............... 347
Individual Ethics versus Organizational Ethics. .. ... ... 347

11.4 STRATEGY SPOTLIGHT Environmental Sustainability,

Ethics

Green Energy: Real or Just a Marketing Ploy?. ........... 348
Integrity-Based versus Compliance-Based Approaches

to Organizational Ethics. .................... ... 349
RoleModels . ... 350
Corporate Credos and Codes of Conduct. ............ 351
Reward and Evaluation Systems .................... 351
Policies and Procedures .. ......................... 352
Issuefor Debate .. ............ ... .................. 352
Reflecting on Career Implications .. .................... 353
Key Points. ......... ... . . . . i 354
Summary Review Questions. . ......................... 354
Key Terms. .. ... ... 355
Experiential Exercises and Application Questions . . . ...... 355
Ethics Questions . . . ........... ... ... 355
References. .. ..... ... . .. . . . . ... 356
CHAPTER 12
Managing Innovation and Fostering Corporate
Entrepreneurship................cooiii... 358
Learning from Mistakes. . ............................ 359

Managing Innovation ........................360
12.1 STRATEGY SPOTLIGHT

Mio Drops Change the Beverage Game. ................. 360
Types of Innovation .............................. 361
Challenges of Innovation. . ........................ 362

12.2 STRATEGY SPOTLIGHT

The Promise and Peril of Graphene Batteries. . ........... 364
Cultivating Innovation Skills . .. .................... 364
Defining the Scope of Innovation................... 365

12.1 INSIGHTS FROM RESEARCH

The Benefits of Dormant Ties .. ....................... 366

12.3 STRATEGY SPOTLIGHT

Building a Corporate Culture to Nurture Innovation . . . . . .. 367
Managing the Pace of Innovation ................... 368
Staffing to Capture Value from Innovation............ 368
Collaborating with Innovation Partners .............. 369
The Value of Unsuccessful Innovation ............... 369

Corporate Entrepreneurship................... 371
Focused Approaches to Corporate

Entrepreneurship ............. .. ... .. ... .. .... 372
Dispersed Approaches to Corporate

Entrepreneurship ............. .. ... .. ... ... ... 373
Measuring the Success of Corporate

Entrepreneurship Activities . ..................... 375
Real Options Analysis: A Useful Tool ............ 376
Applications of Real Options Analysis to

Strategic Decisions . . .......................... 371

12.4 STRATEGY SPOTLIGHT

Saving Millions with Real Options at Intel . . ............. 378
Potential Pitfalls of Real Options Analysis ............ 378
Entrepreneurial Orientation...................379
AUtonomy. . ...t 379
Innovativeness ...............iiiiiiiiii. 380
Proactiveness .............. i 380
Competitive Aggressiveness. .. ..........coveuenen... 381
Risk Taking.......... ... .. 381
Issue for Debate .. ................ ... ... . ........ 382
Reflecting on Career Implications . . .................... 383
Key Points. .. ....... .. . .. i 383
Summary Review Questions. . ......................... 384
Key Terms. . ... ... . o 385
Experiential Exercises and Application Questions . . .. ..... 385
Ethics Questions . . ........... . ... .. ... .. 385
References. .. ......... . . .. . . . ... . . ... 385

PART 4 CASE ANALYSIS

CHAPTER 13
Analyzing Strategic Management Cases . ...... 388

13.1 STRATEGY SPOTLIGHT

Analysis, Decision Making, And Change At Sapient
Health Network. . . ... .. 391

XXXIX



CONTENTS

How to Conduct a Case Analysis ............... 391
Become Familiar with the Material.................. 392
13.2 STRATEGY SPOTLIGHT

Using a Business Plan Framework to Analyze

Strategic Cases. .................. i 393
Identify Problems. .. ........ ... ... ... .. ... ....... 393
Conduct Strategic Analyses........................ 394
Propose Alternative Solutions .. .................... 396
Make Recommendations . ......................... 396

How to Get the Most from Case Analysis ........398

Useful Decision-Making Techniques
inCaseAnalysiS......ocooevvneevccrnneess...400

Integrative Thinking. ............................. 400
13.3 STRATEGY SPOTLIGHT
Integrative Thinking at Red Hat, Inc. . .................. 402
Asking Heretical Questions . ....................... 403
Conflict-Inducing Techniques . ..................... 403
13.4 STRATEGY SPOTLIGHT
Making Case Analysis Teams More Effective . . ........... 404

x|

Following the Analysis-Decision-Action
Cycle in Case Analysis.........ccco00veeeeee...408
13.5 STRATEGY SPOTLIGHT

Case Competition ASSignment . ... .............c.cc...... 412
Key Points. .. ....... ... 413
Key Terms. ...... ... . . .. .. 413
References. .. ... ... .. . .. . . . .. . .. ... 413
Appendix 1 to Chapter 13: Financial Ratio Analysis. . . . . . .. 414
Appendix 2 to Chapter 13: Sources of Company and

Industry Information .. ........................... 423
Indexes

Company I-1
Name I-7

Subject I-23



STRATEGIC
MANAGEM







The Strategic Management Process

Strategy Analysis

=

Strategy Formulation \.

Strategy Implementation

Case Analysis




CHAPTER

©Nico Muller Art/Shutterstock

Strategic Management

Creating Competitive Advantages

Learning Objectives

LO1-1 Define strategic management and its four key attributes.

LO1-2 understand the strategic management process and its three interrelated and
principal activities.

LO1-3 Identify the vital role of corporate governance and stakeholder management,
as well as how “symbiosis” can be achieved among an organization’s
stakeholders.

LO1-4 understand the importance of social responsibility, including environmental
sustainability, and how it can enhance a corporation’s innovation strategy.

LO1-5 Recognize the need for greater empowerment throughout the organization.
LO1-6 Explain how an awareness of a hierarchy of strategic goals can help an

organization achieve coherence in its strategic direction.

We encourage you to reflect on how the concepts presented in this chapter can
enhance your career success (see “Reflecting on Career Implications...” at the end of
the chapter).
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LEARNING FROM MISTAKES

What makes the study of strategic management so inter-
esting? Things can change so rapidly! Some start-ups can
disrupt industries and become globally recognized names
almost overnight and the rankings of the world’s most
valuable firms can dramatically change in a brief period of
time. On the other hand, many impressive, high-flying
firms can struggle to reclaim past glory—or fail altogether.
As colorfully (and ironically!) noted by Arthur Martinez,
Sears’s former Chairman: “Today’s peacock is tomorrow’s
feather duster.”!
Consider the following:?

»  The 33-year average tenure of companies on the
S&P 500 in 1962 narrowed to 24 years by 2016 and
is forecast to shrink to merely 12 years by 2027.

»  Atthe beginning of 2000, the four firms in the world
with the highest market values were General
Electric, Exxon Mobil, Pfizer, and Citigroup. By late
2019, four tech firms headed the list: Apple,
Alphabet (parent of Google), Amazon, and Microsoft.

*  Record private equity activity, a strong M&A market, and
the growth of start-ups with billion dollar market caps
(called “unicorns”) are often viewed as leading factors
to increase disruptions in a wide variety of industries.

»  Aquarter century ago, few would have predicted
that a South Korean firm would be a global car
giant, an Indian firm would be one of the world’s
largest technology firms, and a huge Chinese
Internet firm would list on an American stock
exchange.

* In 1995, only about 3 percent of the companies on
the Fortune 500 list were from emerging markets.
This number has increased to 26 percent in 2013,
and is predicted to grow to 45 percent by 2025.

»  With the emergence of the digital economy, new
entrants are shaking up long-standing industries.
After all, Alibaba has become the world’s most
valuable retailer—but holds no inventory; Airbnb is
the world’s largest provider of accommodations—
but owns no real estate; and Uber is the world’s
largest car service—but owns no cars.

Retail has become one of the prime examples of an
industry that has been impacted by the digital disruption
and the emergence of online competitors. Many brick-
and-mortar (i.e., high asset intensive) firms such as Bed,

Bath & Beyond, Urban Outfitters, Sears, Radio Shack, and
J.C. Penney have either filed for bankruptcy, or have be-
come mere shadows of their former selves.

Let’s take a closer look at another retailer, Mattress
Firm, which filed for bankruptcy on October 5, 2018.3

Houston-based Mattress Firm was founded in 1986
and eventually grew to more than 3,200 stores and
$3 billion in annual revenues. However, its pursuit of
growth and dominance—Ilargely via acquisition—in the
industry led to its eventual demise.

A turning point came in 2015 when it purchased one
of its chief rivals, Sleepy’s, for $780 million. Steve Stagner,
Mattress Firm’s CEO at the time asserted, “This transfor-
mational acquisition unites the nation’s two largest mat-
tress specialty retailers providing customers with
convenience, value, and choice.”

However, things certainly didn’t turn out as he had
hoped. Acquiring Sleepy’s 1,000 stores left Mattress Firm
severely over-retailed. As store traffic slowed, costly
leases turned into an albatross around the firm’s neck. In
bankruptcy court filings, the rapid expansion led to the
“cannibalization” of stores that were clustered too closely
and put them in direct competition with each other. This
was poignantly stated by Hendre Ackermann, the firm’s
CFO: “There are many examples of a Mattress Firm store
being located literally across the street from another
Mattress Firm store.”

Mattress Firm’s fortunes were also eroded by a set of
more nimble competitors: online upstarts, including
Casper, Lessa, Tuft & Needle, and Sapira. For example,
Casper Sleep, Inc., founded in 2014, raised $240 million to
sell mattresses directly to consumers. It provided easy on-
line ordering, hassle-free delivery, and returns of reason-
ably affordable mattresses. Within a year, Casper booked
sales of $100 million.

The online rivals also had another major advantage
over Mattress Firm: Shoppers had grown weary of the tra-
ditional mattress-buying experience. This involved going
into a store, testing out a slew of mattresses for a few
minutes, and rushing into a decision on an expensive item
designed to last for years. And, customers were often
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annoyed by complicated and expensive delivery options. Discussion Questions
As noted by Casper’s co-founder and CEO, Philip Krim, 1

“Traditional mattress retailers have been alienating cus- it became apparent that there were some nimble,
tomers for decades and are now buckling under pressure. online rivals entering the industry?
Casper has turned a tired industry on its head with innova- 2. Casper Sleep Inc. has certainly become a strong

tive products and a superior shopping experience.” Re-
cently, Casper expanded its direct-to-consumer online
business into a wide variety of products including bed
frames, sheets, pillows, and dog mattresses.

What actions should Mattress Firm have taken when

competitor in this industry. In your view, what could
they do to further strengthen their position?

romantic view of
leadership

situations in which the
leader is the key force
determining the
organization’s success—
or lack thereof.

external control view
of leadership

situations in which
external forces—where the
leader has limited
influence—determine the
organization’s success.

Today’s leaders face a large number of complex challenges in the global marketplace. In
considering how much credit (or blame) they deserve, two perspectives of leadership come
immediately to mind: the “romantic” and “external control” perspectives.* First, let’s look at
the romantic view of leadership. Here, the implicit assumption is that the leader is the key
force in determining an organization’s success—or lack thereof.’ This view dominates the
popular press in business magazines such as Fortune, Bloomberg Businessweek, and Forbes,
wherein the CEO is either lauded for his or her firm’s success or chided for the organiza-
tion’s demise.® Consider, for example, the credit that has been bestowed on leaders such as
Bill Gates, Andrew Grove, and Jeff Bezos for the tremendous accomplishments when they
led their firms—Microsoft, Intel, and Amazon, respectively.

Similarly, Apple’s emergence as one of the world’s most valuable firms has been attrib-
uted almost entirely to the late Steve Jobs, its former CEO, who died on October 5, 2011.7
Apple’s string of hit products, such as iMac computers, iPods, iPhones, and iPads, is a testa-
ment to his genius for developing innovative, user-friendly, and aesthetically pleasing prod-
ucts. In addition to being a perfectionist in product design, Jobs was a master showman with
a cult following. During his time as CEO between 1997 and 2011, Apple’s market value
soared by over $300 billion!

On the other hand, when things don’t go well, much of the failure of an organization can
also, rightfully, be attributed to the leader.® Clearly, the aggressive acquisition of its rival,
Sleepy’s, by Mattress Firm’s CEO, Steve Stagner, led to a steep decline in the firm’s perfor-
mance because of the resulting oversaturation of its retail outlets and the associated costly
leases. In contrast, Apple fully capitalized on emerging technology trends with a variety of
products, including sophisticated smartphones.

The effect—for good or for bad—that top executives can have on a firm’s market value can
be reflected in what happens when one of them leaves their firm.® For example, look what
occurred when Kasper Rorsted stepped down as CEO of the German packaged-goods firm
Henkel in January, 2016 to become CEO of Adidas: Henkel immediately lost $2 billion in
market capitalization, and Adidas gained $1 billion. On the other hand, when Viacom
announced that executive chairman Sumner Redstone was stepping down, the firm gained
$1.1 billion of market valuation in 30 minutes!

However, such an emphasis on the leader reflects only part of the picture. Consider
another perspective, called the external control view of leadership. Here, rather than mak-
ing the implicit assumption that the leader is the most important factor in determining
organizational outcomes, the focus is on external factors that may positively (or negatively)
affect a firm’s success. We don’t have to look far to support this perspective. Developments
in the general environment, such as economic downturns, new technologies, governmental
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legislation, or an outbreak of major internal conflict or war, can greatly restrict the choices
that are available to a firm’s executives. For example, several book retailers, such as
Borders and Waldenbooks, found the consumer shift away from brick-and-mortar book-
stores to online book buying (e.g., Amazon) and digital books an overwhelming environ-
mental force against which they had few defenses.

Looking back at the opening Mattress Firm case, Mr. Stagner faced some challenges
from the external environment over which the firm had relatively little control. As noted,
the online upstarts, such as Casper Sleep, Inc., had multiple competitive advantages such as
lower capital investments and labor costs, as well as a superior customer shopping experi-
ence. At the same time, of course, Mattress Firm was encumbered with the high costs asso-
ciated with physical locations.°

Before moving on, it is important to point out that successful executives are often able to
navigate around the difficult circumstances that they face. At times it can be refreshing to
see the optimistic position they take when they encounter seemingly insurmountable odds.
Of course, that’s not to say that one should be naive or Pollyannaish. Consider, for example,
how one CEO, discussed next, is handling trying times.!!

Name a general economic woe, and chances are that Charles Needham, CEO of Metorex,
is dealing with it.

* Market turmoil has knocked 80 percent off the shares of South Africa’s Metorex, the
mining company that he heads.

* The plunge in global commodities is slamming prices for the copper, cobalt, and
other minerals Metorex unearths across Africa. The credit crisis makes it harder to
raise money.

» Fighting has again broken out in the Democratic Republic of Congo, where Metorex
has a mine and several projects in development.

Such problems might send many executives to the window ledge. Yet Needham appears unruf-
fled as he sits down at a conference table in the company’s modest offices in a Johannesburg
suburb. The combat in northeast Congo, he notes, is far from Metorex’s mine. Commodity
prices are still high, in historical terms. And Needham is confident he can raise enough
capital, drawing on relationships with South African banks. “These are the kinds of things
you deal with, doing business in Africa,” he says.

WHAT IS STRATEGIC MANAGEMENT?

Given the many challenges and opportunities in the global marketplace, today’s managers
must do more than set long-term strategies and hope for the best.!> They must go beyond
what some have called “incremental management,” whereby they view their job as making a
series of small, minor changes to improve the efficiency of their firm’s operations.!* Rather
than seeing their role as merely custodians of the status quo, today’s leaders must be proac-
tive, anticipate change, and continually refine and, when necessary, make dramatic changes
to their strategies. The strategic management of the organization must become both a pro-
cess and a way of thinking throughout the organization.

Defining Strategic Management

Strategic management consists of the analyses, decisions, and actions an organization
undertakes in order to create and sustain competitive advantages. This definition captures
two main elements that go to the heart of the field of strategic management.

First, the strategic management of an organization entails three ongoing processes:
analyses, decisions, and actions. Strategic management is concerned with the analysis of

Define strategic
management and its
four key attributes.

strategic management
the analyses, decisions,
and actions an organization
undertakes in order to
create and sustain
competitive advantages.
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strategy

the ideas, decisions, and
actions that enable a firm
to succeed.

competitive
advantage

a firm’s resources and
capabilities that enable it
to overcome the
competitive forces in its
industry(ies).

operational
effectiveness
performing similar

activities better than rivals.

EXHIBIT 1.1

Strategic Management
Concepts

strategic goals (vision, mission, and strategic objectives) along with the analysis of the
internal and external environments of the organization. Next, leaders must make strategic
decisions. These decisions, broadly speaking, address two basic questions: What industries
should we compete in? How should we compete in those industries? These questions also
often involve an organization’s domestic and international operations. And last are the
actions that must be taken. Decisions are of little use, of course, unless they are acted on.
Firms must take the necessary actions to implement their strategies. This requires leaders
to allocate the necessary resources and to design the organization to bring the intended
strategies to reality.

Second, the essence of strategic management is the study of why some firms outperform
others."* Thus, managers need to determine how a firm is to compete so that it can obtain
advantages that are sustainable over a lengthy period of time. That means focusing on two
fundamental questions:

*  How should we compete in order to create competitive advantages in the marketplace?
Managers need to determine if the firm should position itself as the low-cost
producer or develop products and services that are unique and will enable the firm
to charge premium prices. Or should they do some combination of both?

* How can we create competitive advantages in the marketplace that are unique, valuable,
and difficult for rivals to copy or substitute? That is, managers need to make such
advantages sustainable, instead of temporary.

Sustainable competitive advantage cannot be achieved through operational effectiveness
alone.”” The popular management innovations of the last two decades—total quality, just-in-
time, benchmarking, business process reengineering, outsourcing—are all about operational
effectiveness. Operational effectiveness means performing similar activities better than
rivals. Each of these innovations is important, but none lead to sustainable competitive
advantage because everyone is doing them.

Strategy is all about being different. Sustainable competitive advantage is possible only
by performing different activities from rivals or performing similar activities in different
ways. Companies such as Walmart, Southwest Airlines, and IKEA have developed unique,
internally consistent, and difficult-to-imitate activity systems that have provided them with
sustained competitive advantages. A company with a good strategy must make clear choices
about what it wants to accomplish. Trying to do everything that your rivals do eventually
leads to mutually destructive price competition, not long-term advantage.

The Four Key Attributes of Strategic Management

Before discussing the strategic management process, let’s briefly talk about four attributes of
strategic management.'¢ It should become clear how this course differs from other courses
that you have had in functional areas, such as accounting, marketing, operations, and finance.
Exhibit 1.1 provides a definition and the four attributes of strategic management.

Definition: Strategic management consists of the analyses, decisions, and actions an organization
undertakes in order to create and sustain competitive advantages.

Key Attributes of Strategic Management

» Directs the organization toward overall goals and objectives.
* Includes multiple stakeholders in decision making.

» Needs to incorporate short-term and long-term perspectives.
+ Recognizes trade-offs between efficiency and effectiveness.
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First, strategic management is directed toward overall organizational goals and objectives.
That is, effort must be directed at what is best for the total organization, not just a single
functional area. Some authors have referred to this perspective as “organizational versus
individual rationality.”” That is, what might look “rational” or ideal for one functional area,
such as operations, may not be in the best interest of the overall firm. For example, opera-
tions may decide to schedule long production runs of similar products to lower unit costs.
However, the standardized output may be counter to what the marketing department needs
to appeal to a demanding target market. Similarly, research and development may
“overengineer” the product to develop a far superior offering, but the design may make the
product so expensive that market demand is minimal.

As noted by David Novak, former CEO of Yum Brands:'®

I tell people that once you get a job you should act like you run the place. Not in terms of
ego, but in terms of how you think about the business. Don’t just think about your piece of
the business. Think about your piece of the business and the total business. This way, you’ll
always have a broader perspective.

Second, strategic management includes multiple stakeholders in decision making.'® Stake-
holders are those individuals, groups, and organizations that have a “stake” in the success of
the organization, including owners (shareholders in a publicly held corporation), employ-
ees, customers, suppliers, the community at large, and so on. (We’ll discuss this in more
detail later in this chapter.) Managers will not be successful if they focus on a single stake-
holder. For example, if the overwhelming emphasis is on generating profits for the owners,
employees may become alienated, customer service may suffer, and the suppliers may resent
demands for pricing concessions.

Third, strategic management requires incorporating both short-term and long-term perspec-
tives.?® Peter Senge, a leading strategic management author, has referred to this need as a
“creative tension.”?! That is, managers must maintain both a vision for the future of the
organization and a focus on its present operating needs. However, financial markets can
exert significant pressures on executives to meet short-term performance targets. Studies
have shown that corporate leaders often take a short-term approach to the detriment of
creating long-term shareholder value.

Andrew Winston addresses this issue in his recent book, The Big Pivot:*

Consider the following scenario: You are close to the end of the quarter and you are
faced with a project that you are certain will make money. That is, it has a guaranteed
positive net present value (NPV). But it will reduce your earnings for this quarter. Do
you invest?

A research study posed this question to 400 CFOs and a majority said they would not do
it. Further, 80 percent of the executives would decrease R&D spending, advertising, and
general maintenance. So, what occurs when you cut back on these investments to prop up
short-term earnings every quarter? Logically, you don’t invest in projects with favorable pay-
backs and you underspend on initiatives that build longer-term value. Thus, your earnings
targets in the future quarters actually get more difficult to hit.

Fourth, strategic management involves the recognition of trade-offs between effectiveness
and efficiency. Some authors have referred to this as the difference between “doing the right
thing” (effectiveness) and “doing things right” (efficiency).?> While managers must allocate
and use resources wisely, they must still direct their efforts toward the attainment of overall
organizational objectives. As noted by Meg Whitman, Hewlett-Packard’s former CEQO, “Less
than perfect strategy execution against the right strategy will probably work. A 100 percent
execution against the wrong strategy won’t.”*

Successful managers must make many trade-offs. It is central to the practice of strategic
management. At times, managers must focus on the short term and efficiency; at other

stakeholders
individuals, groups, and
organizations that have
a stake in the success of
the organization. These
include owners
(shareholders in a publicly
held corporation),
employees, customers,
suppliers, and the
community at large.

effectiveness

tailoring actions to the
needs of an organization
rather than wasting effort,
or “doing the right thing.”

efficiency
performing actions at a
low cost relative to a
benchmark, or “doing
things right.”
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times, the emphasis is on the long term and expanding a firm’s product-market scope in
order to anticipate opportunities in the competitive environment.

To summarize, leaders typically face many difficult and challenging decisions. In a recent
article in the Harvard Business Review, Wendy Smith and her colleagues provide some valu-
able insights in addressing such situations.?®* The author team studied corporations over
many years and found that senior executives are often faced with similar sets of opposing
goals, which can polarize their organizations. Such tensions or paradoxes fall into three
categories, which may be related to three questions that many leaders view as “either/or”
choices.

* Do we manage for today or for tomorrow? A firm’s long-term survival requires taking
risks and learning from failure in the pursuit of new products and services. Howeyver,
companies also need consistency in their products and services. This depicts
the tension between existing products and new ones, stability and change. This is the
innovation paradox. For example, in the late 1990s, IBM’s senior leaders saw the
Internet wave and felt the need to harness the new technology. However, the firm
also needed to sustain its traditional strength in client-server markets. Each strategy
required different structures, cultures, rewards, and metrics—which could not easily
be executed in tandem.

* Do we stick to boundaries or cross them? Global supply chains can be very effective,
but they may also lack flexibility. New ideas can emerge from innovation activities
that are dispersed throughout the world. However, not having all the talent and
brains in one location can be costly. This is the tension between global connectedness
and local needs, the globalization paradox. In 2009, NASA’s director of human health
and performance started an initiative geared toward generating new knowledge
through collaborative cross-firm and cross-disciplinary work. Not too surprisingly,
he faced strong pushback from scientists interested in protecting their turf and their
identities as independent experts. Although both collaboration and independent
work were required to generate new innovations, they posed organizational and
cultural challenges.

o Whom do we focus on, shareholders or stakeholders? Clearly, companies exist to create
value. But managers are often faced with the choice between maximizing shareholder
gains while trying to create benefits for a wide range of stakeholders—employees,
customers, society, etc. However, being socially responsible may bring down a firm’s
share price, and prioritizing employees may conflict with short-term shareholders’ or
customers’ needs. This is the obligation paradox. Paul Polman, Unilever’s CEO,
launched the Unilever Sustainable Living Plan in 2010. The goal was to double the
size of the business over 10 years, improve the health and well-being of more than
a billion people, and cut the firm’s environmental impact in half. He argued that
such investments would lead to greater profits over the long term; whereas a
singular focus on short-term profits would have adverse effects on society and
the environment. His arguments were persuasive to many; however, there have
been many challenges in implementing the plan. Not surprisingly, it has caused
uncertainty among senior executives that has led to anxiety and fights over

ambidexterity resource allocation.
the challenge managers
face of both aligning Some authors have developed the concept of “ambidexterity” (similar to the aforemen-

resources to tak? ) tioned “innovation paradox”), which refers to a manager’s challenge to both align resources
advantage of existing

product markets and to take advantage of existing product markets and proactively explore new opportuni-
proactively exploring new ties.?® Strategy Spotlight 1.1 discusses ambidextrous behaviors that are essential for success
opportunities. in today’s challenging marketplace.
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STRATEGY SPOTLIGHT

AMBIDEXTROUS BEHAVIORS: COMBINING
ALIGNMENT AND ADAPTABILITY

A study involving 41 business units in 10 multinational compa-
nies identified four ambidextrous behaviors in individuals. Such
behaviors are the essence of ambidexterity, and they illustrate
how a dual capacity for alignment and adaptability can be woven
into the fabric of an organization at the individual level.

They take time and are alert to opportunities beyond the
confines of their own jobs. A large computer company’s sales
manager became aware of a need for a new software module
that nobody currently offered. Instead of selling the customer
something else, he worked up a business case for the new mod-
ule. With management’s approval, he began working full time on
its development.

They are cooperative and seek out opportunities to com-
bine their efforts with others. A marketing manager for Italy
was responsible for supporting a newly acquired subsidiary.
When frustrated about the limited amount of contact she had
with her peers in other countries, she began discussions with
them. This led to the creation of a European marketing forum
that meets quarterly to discuss issues, share best practices, and
collaborate on marketing plans.

They are brokers, always looking to build internal net-
works. When visiting the head office in St. Louis, a Canadian
plant manager heard about plans for a $10 million investment
for a new tape manufacturing plant. After inquiring further about
the plans and returning to Canada, he contacted a regional man-
ager in Manitoba, who he knew was looking for ways to build his
business. With some generous support from the Manitoba gov-
ernment, the regional manager bid for, and ultimately won, the
$10 million investment.

They are multitaskers who are comfortable wearing more
than one hat. Although an operations manager for a major coffee
and tea distributor was charged with running his plant as effi-
ciently as possible, he took it upon himself to identify value-added
services for his clients. By developing a dual role, he was able to
manage operations and develop a promising electronic module
that automatically reported impending problems inside a coffee
vending machine. With corporate funding, he found a subcontrac-
tor to develop the software, and he then piloted the module in his
own operations. It was so successful that it was eventually
adopted by operations managers in several other countries.

A recent Harvard Business Review article provides some use-
ful insights on how one can become a more ambidextrous
leader. Consider the following questions:

. Do you meet your numbers?
. Do you help others?

+  What do you do for your peers? Are you just their
in-house competitor?

. When you manage up, do you bring problems—or
problems with possible solutions?

. Are you transparent? Managers who get a reputation
for spinning events gradually lose the trust of peers and
superiors.

*  Are you developing a group of senior managers who
know you and are willing to back your original ideas
with resources?

Sources: Birkinshaw, J. and C. Gibson. 2004. Building ambidexterity into an
organization. MIT Sloan Management Review, 45(4): 47-55; and Bower, J. L. 2007.
Solve the succession crisis by growing inside-out leaders. Harvard Business Review,
85(11): 90-99.

THE STRATEGIC MANAGEMENT PROCESS

We’ve identified three ongoing processes—analyses, decisions, and actions—that are central
to strategic management. In practice, these three processes—often referred to as strategy
analysis, strategy formulation, and strategy implementation—are highly interdependent and

Understand the
strategic management
process and its three
interrelated and
principal activities.

do not take place one after the other in a sequential fashion in most companies.

Intended versus Realized Strategies

Henry Mintzberg, a management scholar at McGill University, argues that viewing the
strategic management process as one in which analysis is followed by optimal decisions
and their subsequent meticulous implementation neither describes the strategic manage-
ment process accurately nor prescribes ideal practice.?’ He sees the business environment
as far from predictable, thus limiting our ability for analysis. Further, decisions are sel-
dom based on optimal rationality alone, given the political processes that occur in all
organizations.?®
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