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ONCE A “GIANT,” Borders changed the way books were sold and
BORDERS BECAME became the largest book retailer in the world.
A “WEAKLING” oN At one time, it had more than 1,300 large stores

ITS KNEES and approximately 35,000 employees. But, in
7 February 2011, Borders declared bankruptcy.
When it did so, it had shrunk to 674 stores and about 19,500 employees. Borders experi-
enced hard times and paid for the ineffective strategies employed by its executive leader-
ship teams. At its peak in the 1990s, Borders stock sold for more than $35 per share. On
the day it declared bankruptcy, Borders stock sold for 23 cents per share.

What went wrong? Many goods are now sold by large chain store retailers. However, the
way people buy and what they buy is beginning to change—especially in retail sales of books.
Since 1995 and the founding of Amazon.com, books have been sold over the Internet. But with
the rise of digital technology, electronic books '
and devices to read them have become highly
popular. Quite obviously, they do not require large
“brick-and-mortar” stores to sell them. Borders
simply did not adjust quickly or effectively to
these changes in the marketplace. Of course, it
had to compete against Barnes & Noble, Walmart,

Costco, and other large retailers selling books. It
did not adjust quickly to Amazon's appearance in
the market. It was much slower than Barnes &
Noble, and that company required almost two
years to launch Barnesandnoble.com. One of
Borders' early mistakes was to develop an agree-
ment with Amazon to handle its Internet sales
instead of establishing its own Web presence.
Web-based retailing is growing in popularity,
Learn more about especially for electronic books. With eRead-
Barnes & Noble’s ers such as Amazon's Kindle, Barnes & Noble’s e
web-based retailing. NOOK, and Apple’s highly versatile iPad, the ' - e
www.cengagebrain old way of selling books is rapidly becoming a et
-com dinosaur. While these changes were occurring in
' the retail book market, Borders invested heavily
to enhance the marketing for traditional book
selling. Borders tried to lure customers to its
stores with promises of an enriching experience.
Borders was also harmed by chaos in its execu-
tive ranks, having three regular CEOs and an
interim CEO within a period of about two years.
As a result of poor strategic decisions and inef-
fective strategic leadership, Borders suffered net  While Border’s primary competitor, Barnes
losses of $344 million for 2008 and 2009. It also and Noble, beefed up its online presence and
had compiled a massive debt in a campaign to treatid thi Nook eReader, Borders chose
buy back its stock while trying to keep the price mSte‘?d & on evpending e PN
_ i 1 i plants, refurbishing its stores and outsourcing
high. All of its actions had the opposite effect. its online sales operation to Amazon. This

With the bankruptcy, Borders wants to stay proved to be the wrong strategy.
in business if it can reach agreement with its
debtors. It plans to close about 200 more stores, and obtain reduced rent by renegotiating
its current long leases. But it must do much more and quickly if it is to survive in the new
book retail market. At the present time, it is difficult to see how Borders can survive without
the capabilities to navigate in this new competitive landscape.

Joseph Clemson/Alamy

Sources: C. Caldwell, 2011, A fate written in the stores, Financial Times, http://www.ft.com, March 4; Borders'
publishers, landlords band together in bankruptcy, 2011, The Wall Street Journal, http://www.wsj.com,
February 25; S. Rosenbaum, 2011, Inside the world of local books—a bright future, Fast Company,
http://www.fastcompany.com, February 21; Borders bankruptcy: What went wrong? 2011, The Wall Street
Journal, http://www.wsj.com, February 16; M. Frazier, 2011, The three lessons of the Borders bankruptcy,
Forbes, http://www.forbes.com, February 16; M. Spector & J. A. Trachtenberg, 2011, Chapter 11 for
Borders, new chapter for books, The Wall Street Journal, http://www.wsj.com, February 12.
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Part 1: Strategic Inputs

Strategic
competitiveness is
achieved when a firm
successfully formulates
and implements a
value-creating strategy.

A strategy is

an integrated and
coordinated set of
commitments and
actions designed
to exploit core
competencies and
gain a competitive
advantage.

A firm has a
competitive
advantage when it
implements a strategy
that creates superior
value for customers
and competitors are
unable to duplicate or
find too costly to try to
imitate.

Above-average
returns are returns
in excess of what

an investor expects
to earn from other
investments with a
similar amount of risk.

Risk is an investor's
uncertainty about the
economic gains or
losses that will result
from a particular

\—investment.

As we see from the Opening Case, Borders was highly unsuccessful because of its inabil-
ity to compete against other major book retailers, especially in the area of Internet book
sales. Therefore, we can conclude that Borders was not competitive (unable to achieve
strategic competitiveness). It clearly was unable to earn above-average returns. In fact,
it suffered significant net losses and eventually had to declare bankruptcy because of
inadequate cash flow and assets that were valued less that its liabilities. Its competitors,
Barnes & Noble and Amazon, were more competitive and adjusted more effectively to
changes in the book retail market. For example, both firms had eReaders (the NOOK
and Kindle, respectively) to sell along with electronic books. They used the strategic
management process (see Figure 1.1) as the foundation for the commitments, decisions,
and actions they took to pursue strategic competitiveness and above-average terms.
Obviously, Borders did not use this process and it cost the firm in major ways, perhaps
even its ability to survive. The strategic management process is fully explained in this
book. We introduce you to this process in the next few paragraphs.

Strategic competitiveness is achieved when a firm successfully formulates and
implements a value-creating strategy. A strategy is an integrated and coordinated set
of commitments and actions designed to exploit core competencies and gain a com-
petitive advantage. When choosing a strategy, firms make choices among competing
alternatives as the pathway for deciding how they will pursue strategic competitive-
ness.! In this sense, the chosen strategy indicates what the firm will do as well as what
the firm will not do.

As explained in the Opening Case, Borders tried to enrich its traditional approach
with more marketing and making its stores more attractive. However, because the
number of books sold through large chain store retailers has been declining, this strat-
egy had little chance for success. A recent study conducted to identify the factors
that contribute to the success of top corporate performers showed why Borders was
unsuccessful. This study found that the top performers were entrepreneurial, market
oriented (effective knowledge of the customers’ needs), used valuable competencies,
and offered innovative products and services.2 Borders displayed none of these attri-
butes. It clearly did not understand its market and customers and it was not innova-
tive. Therefore, its lack of success is not surprising. A firm’s strategy also demonstrates
how it differs from its competitors. Recently, Ford Motor Company devoted efforts to
explain to stakeholders how the company differs from its competitors. The main idea
is that Ford claims that it is “greener” and more technically advanced than its competi-
tors, such as General Motors and Chrysler Group LLC (an alliance between Chrysler
and Fiat SpA).°

A firm has a competitive advantage when it implements a strategy that creates
superior value for customers and that its competitors are unable to duplicate or find too
costly to imitate.* An organization can be confident that its strategy has resulted in one
or more useful competitive advantages only after competitors’ efforts to duplicate its
strategy have ceased or failed. In addition, firms must understand that no competitive
advantage is permanent.’ The speed with which competitors are able to acquire the skills
needed to duplicate the benefits of a firm’s value-creating strategy determines how long
the competitive advantage will last.®

Above-average returns are returns in excess of what an investor expects to earn
from other investments with a similar amount of risk. Risk is an investor’s uncertainty
about the economic gains or losses that will result from a particular investment.” The
most successful companies learn how to effectively manage risk. Effectively managing
risks reduces investors’ uncertainty about the results of their investment.® Returns are
often measured in terms of accounting figures, such as return on assets, return on equity,
or return on sales. Alternatively, returns can be measured on the basis of stock market
returns, such as monthly returns (the end-of-the-period stock price minus the begin-
ning stock price, divided by the beginning stock price, yielding a percentage return). In
smaller, new venture firms, returns are sometimes measured in terms of the amount and



Figure 1.1 The Strategic Management Process
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speed of growth (e.g., in annual sales) rather than more traditional profitability measures’
because new ventures require time to earn acceptable returns (in the form of return on
assets and so forth) on investors’ investments.'

Understanding how to exploit a competitive advantage is important for firms seeking
to earn above-average returns.! Firms without a competitive advantage or that are not
competing in an attractive industry earn, at best, average returns. Average returns are
returns equal to those an investor expects to earn from other investments with a simi-
lar amount of risk. In the long run, an inability to earn at least average returns results
first in decline and, eventually, failure. Failure occurs because investors withdraw their
investments from those firms earning less-than-average returns. This is what happened
to Borders when it was unable to earn returns. Indeed, it lost money and because of the
investors’ lack of confidence in the firm, its stock price fell perilously close to zero.

As we noted above, there are no guarantees of permanent success. This is true for
Borders, which enjoyed a considerable amount of success in the 1990s. Even considering

Average returns are
returns equal to those
an investor expects
to earn from other
investments with a
similar amount of risk.
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Part 1: Strategic Inputs

/' The strategic

management
process is the full

set of commitment,
decisions, and actions
required for a firm

to achieve strategic
competitiveness and
earn above-average

\returns.

Apple’s excellent current performance, it still must be careful not to become overconfident
and continue its quest to be the leader in its markets. (Apple is the topic of a Strategic Focus
segment later in this chapter.)

The strategic management process (see Figure 1.1) is the full set of commitments,
decisions, and actions required for a firm to achieve strategic competitiveness and earn
above-average returns. The firm’s first step in the process is to analyze its external envi-
ronment and internal organization to determine its resources, capabilities, and core
competencies—the sources of its “strategic inputs.” Obviously, Borders’ process failed at
this point because it did not understand the market in which it competed. It performed
poorly against other large chain-store retailers and failed to foresee the major changes in
the market with increasing sales of electronic books.

With the information gained from external and internal analyses, the firm develops
its vision and mission and formulates one or more strategies. To implement its strate-
gies, the firm takes actions toward achieving strategic competitiveness and above-average
returns. Effective strategic actions that take place in the context of carefully integrated
strategy formulation and implementation efforts result in positive outcomes. This
dynamic strategic management process must be maintained as ever—changin,g markets
and competitive structures are coordinated with a firm’s continuously evolving strategic
inputs.*?

In the remaining chapters of this book, we use the strategic management process
to explain what firms do to achieve strategic competitiveness and earn above-average
returns. These explanations demonstrate why some firms consistently achieve competi-
tive success while others fail to do so.”* As you will see, the reality of global competition
is a critical part of the strategic management process and significantly influences firms’
performances.' Indeed, learning how to successfully compete in the globalized world is
one of the most significant challenges for firms competing in the current century.'*

Several topics will be discussed in this chapter. First, we describe the current competi-
tive landscape. This challenging landscape is being created primarily by the emergence
of a global economy, globalization resulting from that economy, and rapid technolog-
ical changes. Next, we examine two models that firms use to gather the information
and knowledge required to choose and then effectively implement their strategies. The
insights gained from these models also serve as the foundation for forming the firm’s
vision and mission. The first model (the industrial organization or I/O model) suggests
that the external environment is the primary determinant of a firm’s strategic actions.
Identifying and then competing successfully in an attractive (i.e., profitable) industry or
segment of an industry are the keys to competitive success when using this model.'* The
second model (resource-based) suggests that a firm’s unique resources and capabilities
are the critical link to strategic competitiveness.” Thus, the first model is concerned
primarily with the firm’s external environment while the second model is concerned
primarily with the firm’s internal organization. After discussing vision and mission,
direction-setting statements that influence the choice and use of strategies, we describe
the stakeholders that organizations serve. The degree to which stakeholders’ needs can
be met increases when firms achieve strategic competitiveness and earn above-average
returns. Closing the chapter are introductions to strategic leaders and the elements of the
strategic management process.

The Competitive Landscape

The fundamental nature of competition in many of the world’s industries is changing.
The reality is that financial capital continues to be scarce and markets are increasingly
volatile.”® Because of this, the pace of change is relentless and ever-increasing. Even deter-
mining the boundaries of an industry has become challenging. Consider, for example,
how advances in interactive computer networks and telecommunications have blurred



the boundaries of the entertainment industry. Today, not only do cable companies and
satellite networks compete for entertainment revenue from television, but telecommu-
nication companies are moving into the entertainment business through significant
improvements in fiber-optic lines."” Partnerships among firms in different segments of
the entertainment industry further blur industry boundaries. For example, MSNBC is
co-owned by NBC Universal and Microsoft. In turn, General Electric owns 49 percent of
NBC Universal while Comcast owns the remaining 51 percent.?

Other characteristics of the current competitive landscape are noteworthy.
Conventional sources of competitive advantage such as economies of scale and huge
advertising budgets are not as effective as they once were in terms of helping firms earn
above-average returns. Moreover, the traditional managerial mind-set is unlikely to lead
a firm to strategic competitiveness. Managers must adopt a new mind-set that values
flexibility, speed, innovation, integration, and the challenges that evolve from constantly
changing conditions.”’ The conditions of the competitive landscape result in a perilous
business world, one in which the investments that are required to compete on a global
scale are enormous and the consequences of failure are severe.2? Effective use of the stra-
tegic management process reduces the likelihood of failure for firms as they encounter
the conditions of today’s competitive landscape.

Hypercompetition is a term often used to capture the realities of the competitive
landscape. Under conditions of hypercompetition, assumptions of market stability are
replaced by notions of inherent instability and change.” Hypercompetition results from
the dynamics of strategic maneuvering among global and innovative combatants.?* It is
a condition of rapidly escalating competition based on price-quality positioning, com-
petition to create new know-how and establish first-mover advantage, and competition
to protect or invade established product or geographic markets.” In a hypercompetitive
market, firms often aggressively challenge their competitors in the hopes of improving
their competitive position and ultimately their performance.2¢

Several factors create hypercompetitive environments and influence the nature of
the current competitive landscape. The emergence of a global economy and technology,
specifically rapid technological change, are the two primary drivers of hypercompetitive
environments and the nature of today’s competitive landscape.

The Global Economy

A global economy is one in which goods, services,
people, skills, and ideas move freely across geo-
graphic borders. Relatively unfettered by artificial
constraints, such as tariffs, the global economy sig-
nificantly expands and complicates a firm’s com-
petitive environment.”

Interesting opportunities and challenges are
associated with the emergence of the global econ-
omy.”® For example, the European Union (com-
posed of several countries) has become one of the
world’s largest markets, with 700 million poten-
tial customers. “In the past, China was generally
seen as a low-competition market and a low-cost
producer. Today, China is an extremely competi-
tive market in which local market-seeking MNCs
[multinational corporations] must fiercely com-
pete against other MNCs and against those local
companies that are more cost effective and faster
in product development. While China has been
viewed as a country from which to source low-cost
goods, lately, many MNCs, such as P&G (Procter

swissmacky/Shutterstock.com

A global economy is
one in which goods,
services, people, skills,
and ideas move freely
across geographic
borders.
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and Gamble), are actually net exporters of local management talent; they have been dis-
patching more Chinese abroad than bringing foreign expatriates to China.” China has
become the second-largest economy in the world, surpassing Japan. India, the world’s
largest democracy, has an economy that also is growing rapidly and now ranks as the
fourth largest in the world.* Simultaneously, many firms in these emerging economies
are moving into international markets and are now regarded as multinational firms. This
fact is explored in the Strategic Focus on Huawei. The discussion shows that barriers to
entering foreign markets still exist, however. Essentially, Huawei must build credibility
in the U.S. market, and especially build a positive relationship with stakeholders such as
the U.S. government.

The statistics detailing the nature of the global economy reflect the realities of a
hypercompetitive business environment and challenge individual firms to think seriously
about the markets in which they will compete. Consider the case of General Electric (GE).
Although headquartered in the United States, GE expects that as much as 60 percent of
its revenue growth through 2015 will be generated by competing in rapidly developing
economies (e.g., China and India). The decision to count on revenue growth in emerg-
ing economies instead of in developed countries such as the United States and European
nations seems quite reasonable in the global economy. GE achieved significant growth
in 2010 partly because of signing contracts for large infrastructure projects in China and
Russia. GE’s CEO, Jeffrey Immelt, argues that we have entered a new economic era in
which the global economy will be more volatile and that most of the growth will come
from emerging economies such as Brazil, China, and India.*! Therefore, GE is investing

significantly in these emerging economies, in order to improve its competitive position-

in vital geographic sources of revenue and profitability.

The March of Globalization

Globalization is the increasing economic interdependence among countries and their
organizations as reflected in the flow of goods and services, financial capital, and knowl-
edge across country borders. Globalization is a product of a large number of firms
competing against one another in an increasing number of global economies.

In globalized markets and industries, financial capital might be obtained in one
national market and used to buy raw materials in another. Manufacturing equipment
bought from a third national market can then be used to produce products that are sold
in yet a fourth market. Thus, globalization increases the range of opportunities for com-
panies competing in the current competitive landscape.”

Firms engaging in globalization of their operations must make culturally sensitive
decisions when using the strategic management process.** Additionally, highly globalized
firms must anticipate ever-increasing complexity in their operations as goods, services,
people, and so forth move freely across geographic borders and throughout different
economic markets.
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