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PREFACE

We wrote this book to provide you with a short, concise explanation.of the most impor-
tant concepts and techniques in strategic management. There is no fluff in this book.
Essentials of Strategic Management is significantly shorter than our other books, but we
have not “dumbed it down” or made it “cutesy.” It is a rigorous explanation of the top-
ics and concerns in strategic management. We condensed the content of the field into
11 carefully crafted chapters. The key concepts and techniques are here. We cite only
enough examples to help you understand the material. Although the content is based
on rigorous research studies, we don’t report every study and we don’t provide endless
footnotes. For those who want more research detail and illustrative examples, please
see the latest edition of our textbook, Strategic Management and Business Policy. If you
would like to use cases to accompany this book, please consider the latest edition of
our casebook, Cases in Strategic Management and Business Policy.

o

TIME-TESTED FEATURES
The fourth edition of Essentials of Strategic Management contains many of the same fea-
tures that made previous editions successful. Some of these features are the following:

s A strategic decision-making model based on the underlying processes of environ-
mental scanning, strategy formulation, strategy implementation, and evaluation
and control is presented in Chapter 1 and provides an integrating framework for
the book.

* Michael Porter’s approach to industry analysis and competitive strategy (plus
competitive tactics!) is highlighted in Chapters 3 and 5. Hypercompetition and
cooperative strategies, such as strategic alliances, are also discussed.

* The resource-based view of the firm in Chapter 4 serves as a foundation for orga-
nizational analysis. Value chain analysis is also used to assess a company’s
strengths and weaknesses and to identify core and distinctive competencies.

¢ Functional analysis and functional strategies receive major attention in Chapters 4
and 7. Sections on R&D and R&D strategies emphasize the importance of tech-
nology to strategy and product-market decisions.

* Chapters 8 and 9 reinforce that strategy implementation deals not only with orga-
nization design and structure, but also with executive leadership and succession,
reengineering, total quality management, MBO, and action planning.
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Chapter 10 on evaluation and control explains the importance of measurement
and incentives to organizational performance. Benchmarking and economic
value-added measures are highlighted.

International considerations are included in all chapters and are highlighted in
special sections in Chapters 3, 6,8, 9, and 10.

Environmental scanning and forecasting is given emphasxs equal to mdustry
analysis in Chapter 3.

Suggested EFAS and IFAS Tables, and a SFAS Matrix in Chapters 3,4, and 5
enable the reader to better identify and evaluate strategic factors.

Top management and the board of directors are exammed in detall in their roles
as strategic managers in Chapter 2. ;

Social responsibility and ethics are discussed in Chapter 2 in terms of their impor-
tance to strategic decision making.

Suggestions for in-depth case analysis provide a complete listing of financial ratios,
recommendations for oral and written analysis, and ideas for further research in
Chapter 11. The strategic audit is proposed as an aid to case analysis. This chapter
is most useful for those who wish to supplement this book with cases.

Each chapter begins with a brief situation vignette of an actual company that
helps illustrate the material.

Each chapter ends with a list of key terms (wh1ch are also boldfaced within the

- text) and a set of discussion questions.

FEATURES NEW TO THIS EDITION

This fourth edition of Essentials of Strategic Management contains the followmg NEW
features:

Developed a section explammg the impact of the Sarba.nes—OxIey Acton US.
corporate governance in Chapter 2.

Developed a new section on the role of ethics in strategic decision making for
Chapter 2. This section includes a discussion of codes of ethics and basic
approaches to ethical behavior.

Clarified the use of resources, capabilities, and competencies in Chapter 4.
Duplicative information from the third edition’s Chapter 7 was moved and
consolidated in the fourth edition’s Chapter 4.

Added Barney’s VRIO framework to the resource-based view of the firm in
Chapter 4.

Developed a new section on business models for Chapter 4.

Extended the explanation of technological discontinuities by adding material
from Christensen’s The Innovator’s Dilemma to Chapter 4.

Included a discussion of virtual teams within the section on human resource
management in Chapter 4.

Added an explanation of supply chain management to Chapter 4.

Included an explanation of 360-degree performance appraisals within the section
on human resource management strategy in Chapter 7.
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Developed criteria for use in the evaluation of strategic alternatlves in Chapter 7.
Added the impact of effective pohcnes to Chapter 7.

Developed a new section on six sigma and on lean six sigma for Chapter 8.
Added ISO 14000 standards on environmental impact to the discussion of ISO
9000 standards on quality in Chapter 10.

¢ Doubled the listing of online resources in Appendix B of Chapter 11.

INSTRUCTOR'S MANUAL

An instructor’s manual has been carefuliy constructed to accompany this book. It
includes a series of multiple-choice questions and answers to discussion questions plus
a set of additional discussion/essay questions to use in exams.
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e A §

BASIC CONCEPTS OF STRATEGIC MANAGEMENT

How does a company become successful and stay successful? Certainly not by playing
it safe and following the traditional ways of doing business! The Boeing Company,
well-known U.S.-based manufacturer of commercial and military aircraft, faced this
dilemma in 2004. Long the leader of the global airframe manufacturing industry, Boeing
slowly lost market share during the 1990s to the European-based Airbus Industrie—
now incorporated as part of the European Aeronautic & Space Company (EADS). The
EADS board of directors in December 2001 committed the corporation to an objective
it had never before achieved: taking from Boeing the leadership of the commercial avi-
ation industry by building the largest commercial jet plane in the world, the Airbus 380.
The A380 would carry 481 passengers in a normal multiple-class seating configuration
compared to the 416 passengers carried by Boeing’s 747-400 in a similar seating config-
uration. The A380 would not only fly 621 miles further than the 747, but would cost air-
lines 15-20 percent less per passenger to operate. With orders for 50 A380 aircraft in
hand, EADS announced that the new plane would be ready for delivery during 2006.
The proposed A380 program decimated the sales of Boeing’s jumbo jet.

In response, Boeing’s board approved the strategic decision to promote a new
commercial airplane, the Boeing 787 Dreamliner, for sale to airlines. The 787 was to be
a mid-range, not a jumbo jet like the A380. The 787 would carry between 220 and 250
passengers, but consume 20 percent less fuel and be 10 percent cheaper to operate than
its competition. It was planned to fly faster, higher, further, cleaner, quieter, and more
efficiently than any other medium-sized jet. To improve customer comfort, it would
have larger windows, seats, lavatories, and overhead bins. Development costs were
estimated at $8 billion over five years. The planes could be delivered in 2008, two years
after the delivery of the A380.

The Boeing 787 decision was based upon a completely different set of assumptions
from those used by the EADS board to approve the A380. EADS top management
believed that the commercial market wanted even larger jumbo jets to travel long
international routes. They believed that over the next 20 years airlines and freight car-
riers would need a minimum of 1,500 more aircraft at least as big as the B747. The
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A380, which would cost EADS almost $13 billion in development costs, was a large bet
on that future scenario.

In contrast, Boeing’s management believed in a different future scenario. Noting
the success of Southwest and JetBlue, it concluded that no more than 320 extra-large
planes would be sold in the future as the airline industry moved away from hub-and-
spoke networks toward more direct flights between smaller airports. The new 787 was
being designed in both short- and long-range versions. Boeing’s management predicted
a market for 2,000 to 3,000 such planes.

Which vision of the future was correct? The long-term fortunes of both Boeing and
EADS depended on two different strategic decisions based upon two distinctly different
assessments of the market. If EADS was correct, the market would continue to
demand ever-larger airplanes. If Boeing was correct, the current wave of jumbo jets
had crested and a new wave of fuel-saving mid-range jets would soon replace them.
Which company’s strategy had the best chance of succeeding?

Boeing’s situation suggests why the managers of today’s business corporations must
manage firms strategically. They cannot make decisions based on long-standing rules,
historical policies, or simple extrapolations of current trends. Instead, they must look to
the future as they plan organization-wide objectives, initiate strategy, and set policies.
They must rise above their training and experience in such functional and operational
areas as accounting, marketing, production, or finance, and grasp the overall picture.
They must be willing to ask three key strategic questions:

1. Where is the organization now? (Not where does management hope it is!)

2. If no changes are made, where will the organization be in one year? Two years?
Five years? Ten years? Are the answers acceptable?

3. If the answers are not acceptable, what specific actions should management
undertake? What risks and payoffs are involved?

=

1.1 THE STUDY OF STRATEGIC
MANAGEMENT

Strategic management is that set of managerial decisions and actions that determines
the long-run performance of a corporation. It includes environmental scanning (both
external and internal), strategy formulation (strategic planning), strategy implementa-
tion, and evaluation and control. The study of strategic management therefore empha-
sizes the monitoring and evaluating of external opportunities and threats in light of a
corporation’s strengths and weaknesses in order to generate and implement a new
strategic direction for an organization.

HOW HAS STRATEGIC MANAGEMENT EVOLVED?

Many of the concepts and techniques dealing with long-range (now called strategic)
planning and strategic management have been developed and used successfully by
business corporations such as General Electric and the Boston Consulting Group.



