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PrREFACE

Our vision in writing this book is to offer a strategy text that will introduce stu-
dents to the field of strategic management and excite them about the dynamic
nature of the business world. Today’s business students are tomorrow’s business
leaders, so it’s appropriate that the most distinctive feature of the book is its empha-
sis on general managers. The text builds on recent developments in the manage-
ment research literature and Peter Senge’s book, The Fifth Discipline, to highlight
the important role of managers in the formulation and implementation of strategy.
The text’s organizing framework suggests that managers’ mental models — their
beliefs and understandings — influence strategic decision making. The text then
examines how managers’ decisions and their firms’ resulting strategies can lead to
the development of unique resources and capabilities that can be the source of sus-
tained competitive advantage and high performance.

WHAT'S UNIQUE ABOUT THiIs Book

Three key themes are emphasized throughout the text and further reinforced in
the cases:

® First, this book places managers at center stage by tocusing on how managerial
thinking influences strategy formulation and implementation. Because managers
make the decisions that form the basis of strategies, the only way to understand
and fully appreciate the strategy formulation and implementation processes is
to examine the thinking that causes managers to make a particular set of deci-
sions rather than some other set of decisions. The text draws on the latest con-
cepts and theories from management practice and academic research to
examine managerial thinking and decision making.

® The text also emphasizes the importance of change and the need to think dynami-
cally about strategic management. Strategies that are effective today will almost
certainly be ineffective in the future because companies do not enjoy the luxury
of competing in static worlds. Demographic changes produce new customer
needs and wants, while the emergence of new technologies leads to the devel-
opment of new products and services, so firms’ industry environments are con-
stantly changing. One entire chapter of the text (Chapter 5) is devoted to
exploring the ongoing evolution of industry environments.

®  Finally, the book underscores the mmportance of organizational learning. Knowledge
resides in organizations in the heads of managers and employees, in routines and
standard operating procedures, and in the equipment and technologies that are
employed. As the business world becomes increasingly knowledge-intensive, the
ability to learn, store, retrieve, and exploit new knowledge and information will
become a key source of competitive advantage. The book therefore examines how
managers can mobilize the knowledge residing in employees and in organizational
capabilities and processes to develop and maintain competitive advantage.

TEXT CHAPTERS DEAL WITH MANY REAL-WORLD PHENOMENA

Discussion is included on topics such as the problems associated with price com-
petition, the use of litigation as a competitive weapon, the unique challenges of
service businesses, and the limitations of boards of directors.



THE SECOND EDITION CONTAINS ELEVEN NEW CASES

These field-based cases have strengthened our coverage of global issues and not-
for-profit organizations. Several cases now feature women protagonists to better
reflect the diversity in today’s business environments. We want to discuss a variety of
business situations in diverse industries. Therefore new industries are included in this
text such as publishing, botanical gardens, and financial services.

AN OVERVIEW OF THE TEXT

"The text begins by introducing a model of strategic management that appears in all sub-
sequent chapters. As noted above, the model highlights the importance of managers’
mental models — their beliefs and understandings — and how these mental models
influence strategic decision making and the development of firm-specific capabilities
that can be the source of competitive advantage and high firm performance. Chapter 2
builds on research on managerial and organizational cognition, highlighting the role
of general managers in strategy formulation and implementation and emphasizing the
importance of expertise and flexibility in managerial thinking. The third chapter defines
the concept of competitive advantage and incorporates resource-based theory to
describe the processes by which firms develop and sustain competitive advantage.

The analysis of industries is the focus of Chapters 4 and 5. Chapter 4 describes
SWO'T Analysis and the Five Forces Model, two well-known techniques or tools
for analyzing industries. Chapter 5 builds on the work of Hamel and Prahalad,
Bourgeois and Eisenhardt, and D’Aveni to develop a dynamic model that explains
how industries evolve over time, focusing specifically on the role played by
entrepreneurs and the responses of incumbent firms’ managers.

Chapter 6 is devoted to the topic of business definition or how managers position
their firms in their competitive environments. The chapter builds on academic
research and the popular management literature, which emphasizes the impor-
tance of organizational identity, strategic intent, vision, and purpose. Many actual
business examples are presented to emphasize the importance of effective business
definition and the need for continuous redefinition to respond to or anticipate
changes in firms’ competitive environments.

Business strategy is the central topic of Chapters 7 and 8. Chapter 7 introduces
the concept of generic strategies. In addition to describing the generic strategies of
cost leadership, differentiation, and focus, the chapter also addresses a number of
real-world business issues, including the hazards of competing on the basis of price
and, in particular, the dangers of price wars. The chapter also takes up the prob-
lem of “commoditization” or the tendency for differentiated products to lose their
distinctiveness. The challenges that store-brand or generic products pose to the
major consumer products companies such as Procter & Gamble are also described.
Chapter 8 builds on the life cycle concept to describe the unique challenges faced by
firms in emerging and mature industry environments. The chapter also compares
and contrasts the challenges faced by manufacturing and service firms and focuses
on the special challenges facing the managers of service firms.

Chapter 9 examines corporate strategy and diversification. The chapter describes
why firms diversify and the different types of diversification strategies. The chapter
focuses extensively on the synergies that corporate strategies should achieve while
also describing the difficulties managers encounter as they seek to achieve syner-
gies. The last half of the chapter examines the relationship between diversification
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and performance, while also suggesting the kinds of managerial expertise that are
needed to manage corporate strategy and diversification effectively.

Organizational structure is covered in Chapter 10. The chapter emphasizes that
the objective of organizational structure is to effectively implement strategies. The
chapter also defines organizational structure broadly to incorporate not just hier-
archy and organizational forms (i.e., the organizational chart), but also to include
standard operating procedures, routines, systems (especially organizational infor-
mation systems), and culture. The chapter concludes by examining a range of new
issues that are likely to influence how firms are organized in the future and also
discusses some of the organizational innovations that many firms are currently
adopting.

Chapters 11 and 12 focus on the problems of organizational responsiveness and
the management of strategic change. Chapter 11 describes both boards of direc-
tors and strategic planning processes and discusses some of the controversies sur-
rounding both management mechanisms. The chapter notes their limitations and
weaknesses while also highlighting steps many managers and firms are taking to
improve their effectiveness. Chapter 12 examines the challenges of organizational
change and the central role managers play in “managing” the strategic change pro-
cess. The chapter begins by describing some of the reasons why managers often
fail to respond effectively to changes in their firms’ business environments. It con-
cludes by suggesting some ways to make managers more responsive and more effec-
tive “change agents.”

“LEARNING"” STRATEGIC MIANAGEMENT

The word that best summarizes our beliefs about education and teaching is
encounter. Encounter not only captures the importance of coming into contact with
ideas, objects, and persons, but it also implies engagement or a deeper involvement
that will produce some lasting impact or meaning. When we encounter ideas, we
figuratively grasp them, struggle with them, and learn from them. Encounter, then,
is the essence of education, and any educational experience should offer students
and faculty alike the opportunity to be exposed to new ideas, concepts, theories, to
struggle with them, and to learn.

Today’s business environments are incredibly dynamic, exciting, and increas-
ingly global — qualities that make them inherently interesting and invite encounter.
The pace of change in the business world guarantees that new customer needs and
wants, new technologies, new products and services, and whole new companies
and industries will continuously enter the competitive landscape. Furthermore, the
influence of business enterprise is pervasive. No profession, no aspect of our culture,
and few parts of our lives are free from the influence of business and commercial
activity. Few forces in our society have the same potential for improving the qual-
ity of our personal lives and the larger communities in which we live and work.

Encounter is most likely to occur when students can apply concepts and
theories to actual business problems. As a result, the chapters and cases of this
book seek to bring text material to life by offering many examples to illustrate and
reinforce important concepts. All chapters contain “Management Focus” capsules
that describe business issues that have challenged or currently challenge managers,
elaborate on companies’ specific competitive dilemmas, or introduce tools and ways
of thinking that managers have employed in different business situations. All chapters
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begin by identifying a set of learning objectives and each chapter concludes with a
list of summary points. The text aims to be comprehensive, yet attempts to explain
key points as succinctly and clearly as possible.

In keeping with this emphasis on managers, nearly all of the book’s cases are
based on field research, written with direct input from company executives and
managers. The cases are based on well-known companies, including Marriott
Corporation, Dollar General Stores, Hewlett-Packard, Walt Disney Produc-
tions, Yamaha Corporation, and Bacardi. Ten cases are enhanced by videotaped
classroom presentations by or interviews with the companies’ chief executives
or other senior officers.

The concept of mental models, which is emphasized throughout the text, is
not simply an important management concept. While the text focuses on the
importance of managers’ mental models and their influence on strategic decision
making, the cases encourage students to focus on the development of their own
mental models. Students should examine their beliefs about industry environ-
ments, the importance of business definition and positioning, how firms and busi-
nesses should compete, the appropriate size and diversity of firms, and how
organizations should be structured. While the text emphasizes the importance of
expertise and flexibility in managerial thinking, students are also encouraged to
think about their own beliefs and understandings and the importance of adapting
these beliefs and understandings as they move into, and advance through, their
business careers.

In fact, we believe the best way for students to encounter and learn from
the material presented in this book is to assume the role of manager. As the
text introduces topics and describes concepts, frameworks, and models, students are
encouraged to ask how they would respond to various business issues and problems.
While reading through the chapters, apply concepts introduced in the text to con-
temporary business situations and use the various frameworks and models to analyze
actual firms and industries and the cases included in the book.

The very fast pace of change which characterizes most business environments
ensures that the future will be very different than the present, as new customer
demands and technologies emerge, new products and services are developed,
new firms appear on the scene, and whole new industries are created. Thus, our
overall objective is not to predict the future, but — through encounter with the
ideas and concepts presented in this book — to help students develop ways of
thinking and learning that will make them effective business leaders throughout
their careers. We eagerly await the contributions of our readers to the exciting
world of business.

THE ANCILLARY PACKAGE

Instructor’s manual The second edition is accompanied by a complete
instructor’s manual designed to provide in-depth assistance to the instructor. This
guide, written by the text authors, provides teaching suggestions, outlines and
overviews of the chapters, case teaching notes, and possible group projects.

Ancillary cases  Four of the cases have short follow-on cases which present
the students with unfolding challenges as they were encountered by the general
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managers in the “A” cases. The follow-on cases are included in the Instructor’s
Manual.

Test bank  Strategic Management comes with a comprehensive test bank writ-
ten by Robert Fleming of Delta State University, with multiple choice, short
answer, and essay questions covering every chapter of the book.

Computerized test bank All the questions in the printed test bank are avail-
able on computer diskette in PC and Macintosh compatible forms. For PC users,
Dryden offers DOS and Windows versions of the test bank.

Lecture presentation software in Microsoft PowerPoint Interac-
tive lecture software, created by William Coon of Washington University in St.
Louis, is available to assist instructors with their lecture preparation. Slides present
key concepts with exhibits from the text to highlight important topics.

Darden Cases To order additional copies of cases from The Darden Case Col-
lection, send an email to dardencases@virginia.edu or telephone 1.800.246.3367.
For a complete listing of the Case Collection along with case abstracts, please visit
the web site http://www.darden.virginia.edu/case/bib/.
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