MBAXSIEE Mt + FE TR EDAR

STRATEGY AND THE BUSINESS LANDSCAPE
[ 2hR]

ik iy = 1

Pankaj Ghemawat 2=

NS ;
'%&s\“ t l?’]’l‘l‘u“ sPEARSON
St PEK \I\H\II: PRESS T

__tducation




MBA¥S S #1 - ZE XX EENAR

Pankaj Ghemawat 3

~—

£ 2hR]

G EE =

STRATEGY AND THE BUSINESS LANDSCAPE

Je 7 X F

PEKING UNIVERSITY PRESS




IEtEHTRNEEENEREEIZEF: 01-2005-5558 =

B PR 4 B (CIP) ¥ &7

ST . B 2 . S0/ MR AR (Ghemawat, PO, —REIA. —dbat. JbaT K et
2007. 8

(MBA R 3¥E#0b + 3 3052 B RO

ISBN 978 — 7 - 301 — 11452 - 0

Toode M. A M. Ak — WA —#obf — 330 V. F270
o [ i A P 45 6 CIP $idia #% 7 (2006) 26 157138 5

Original edition, entitled STRATEGY AND THE BUSINESS LANDSCAPE, 2™ Edition, 0131430351 by
PANKA] GHEMAWAT, published by Pearson Education, Inc, publishing as Prentice Hall, Copyright ©
2006 by Pearson Education, Inc.

All rights reserved. No part of this book may be reproduced or transmitted in any form or by any means,
electronic or mechanical, including photocopying, recording or by any information storage retrieval system,

without permission from Pearson Education, Inc.

A RS 2% S R B (B 2 WO L MR B R o ANABIRRR. 1S 0131430351, il 15 A BOF AR A1 2006
AF AR

WA AT e ED L 5, A28 5 A 0 L0 WA AL B2 A, AS 15 DUAT AT B 20 AT AT 3 42« 26 7 1% 1 0 2 1 A 45 1 4
N

China edition published by PEARSON EDUCATION ASIA LTD., and PEKING UNIVERSITY PRESS
Copyright © 2007.

This edition is manufactured in the People’s Republic of China, and is authorized for sale only in the People’s
Republic of China excluding Hong Kong, Macao SARs and Taiwan.

AR A5 9 SR B R ER b 5 R MORE RN A BRI A R 23 F] 2007 4F R AT .

I R A 7 Fpr A TR [ g 4 A L Bl R T e AR R BT P O 6 68 o A o TR AT X B v
[ & 7 b DO # B

1 2 REREIE(E 2D

FVE AT & . Pankaj Ghemawat 3

UL e ok

tr E H 5. ISBN 978-7-301-11452-0/F « 1538

R & AT AR R

b, Hk - A6 T E XM T B 205 5 100871

] Hik: http://www. pup. cn B FH4H : em@ pup. pku. edu. cn

G W MBI HE 62752015  RATHB 62750672 kgl 62752926 L ARES 62754962

EW & bt AT AR B A S )

% B O #H: WD
850 Bk X 1168 ZK 16 JFA 115 Hiak 224 T
2007 4 8 A/ 1 WL 2007 4F 8 HES 1 U E I

En ¥ 0001—3000 i

E it 18.00 JG

REVF] , AGLMEM T A E TSP AR B2 ok e gE.
AR, BB R
264 TS . 010-62752024  HLFHEA : {d@ pup. pku. edu. cn



AN
z

0

TR (s R EBHGF)

T . BT
B, e

THEE ExZ ERBE THEX
KEHN X H HEH KEHR
FEIE® BFEE MEF RFEIR
mER 28T B RAR
v S R G B K%




2001 4F 12 A AR 575 ALk, b E ik — g T 5 7 & BN BUE 25 0k
BEHHMHZEREG A X—VBEEPERERRMAZTFRARFTBEEEN 2.

R, FESFENEBERGEENTIREMAAZTR, EFZARBEEEAAEZ M0
LA R THRERASGHAN . EEENERESFRTENERERAL . EETEAELRKERFRE
G RN EERE R . B, U ML A A R, R RMME AL RRAITEFH — R EiR
oL YRR PS

T A& M+ (MBA) 1910 S Bl FEEMB K2 . M5 MBA HEF IS FERNHE AW TE,
Bg T A AR EMRSG . 4, XE MBABBTE SN RSV FHBAM, BRESHZK
INFIEE IR . MBABFEREAEL KR, BESETRFRE, REMH MBAHFFILRE
Ik H G, th B T A 2 5 RS

HA. BN MBA BT HEHR - ERRR BERNE G E R E Fh R £F % D i o)
B, Hp— P mE#EMWRE. B, BNTiS L EERE M E— R E LR 785 5 i
RBERFHIE X9 T B 525 76 6 F 5| 2 B B S AT A 4 i B )

At K2 R HE K MBA KE e UM « SCEEIROYR# T E A MBA E# 17 3 i Bk,
HEN MBAEMTTHEAT —BRFHNMBE. EMBEEBTETIEKXE MBA HEEIE
2.6 BB EHF AREE . EEGR AL . EHERB AN AREE. ASME. BE
EHM.ERER RARRSWN . KTRITE.SITEE, B, EHLNETROER EEMT LI
BREBIRRE,€F: BRI AATAF RAX AEF. USHERBN.EE2SIT. B8
WiE AL EE AL REWRE,

AEMBHBERELEEZFUTILAEN: (1) HH". ERUEHSDIREIH.EEN
Big KBS MBEENERBRAS HE. (2) HF". ZEABBRANTEERBXE
BEAZ KEEBEI¥REZEREMRXANES I(EERF) (EHEREN (BRBEREER
GYAANBREE) (MESIDH (BESH (ARNEBRHNEES IS, ZEMLBERANT
EZFARAFZNEEHES - TEF(EERZEM) EHNE - RSH(EHEFEEN). &
YT - BERBEMESID)FEANEREE., 3) HE". XSHHHBEBERES X, &2
AR S AT E TR Mo

AE(MBA KEEHE M « HIGEHBOES T EXELFFRAMERER SN EROEHE RN
PUBE % . Z AP St b st REE B B e e Hh 3 2 SR 2 & OO, B T K
BRI HESMEEMHERR, RIERS LR —ER P EHK MBA ##/.

AEFM AL T B —F Tl AR B 1F HRRES KB SMR B Pk ) B
W —#sr. EEBHIEBRPRINGE TREEREFEN IR, 7T Ui E—FHE 2T 4
THF—ROT R AFF TR 8 E LR AR STR B AR BP0 A i R 28 AS Tt 477



FTCFARS Bl » FE I FRATTXS 52 3 %) A B 5 42 th 5 = 53 0 0 9 2 DA 27RO A Rl L AT R -
b Kb E %0 FFEH R 2OV BECEER. EHX BEL2.THAE.
KEAGKZF KEFE KB
PR AERESITR: flE
A A5 B A H RGA 15 3 T 8% AR BUF AR SE Bl (Pearson Education) b3 IS AL B K
SCHE S XA AT A IR AT B LA R TR R

P OE DO IO IO B DO B DO BOE B

¥ ")
L]

»ow

bt A B L E OB B B — R KR8 XA, 8R4 7 (8 BT
¥V, LG EM ERA S & NEF MBI RAHITE, S — KB M EHERG BB, R
AEA TN R A RERRH BB . (MBAKEEM - HILEPBRIRILFE K
2 AL AR 2 B ORI BUE AR AR T —— 35 [ 55 A At iR &E H (Pearson Education) 7l 5 4% A%
ZWIEERA . FAEHE B ARERE T /) E PR 4 2 F B 45t A F] Prentice Hall/Addison
Wesley/Longman i ) &t R B B R IRY) . C A & XTI E LR ERR AR REEHH#H
M EEL2RFER . TEHR. REEEFLEZIM VLIRS, REEF THMME T2
B X S HR AR S . BRI BRI A L IR R U, A LT
FCD.CD-ROM 521 B, [R] B, 3 26 4 6} 58 v 38 3o 37 [) 35 A S0 R 56 F A9 A o6 ) ik
http://www.prenhall. com.http://www.pearsoned. com.http://www.aw.com % %% T # .

BRARAS AR S B AR ) BUM BUE S A J5 T T I I (B0 SCRE U ), DA R 1 B0 1
BH R BUMARF

L)

AEMNBRN EINERREM K EEEE .  TENERBUA L AT ROAR, BB
HR R R 2 R R AR B 4508 T R L KA R RS R P AR A . R
MAFEBAEN K B IREEBR I DI S F AR LR EHENE T SEEECWNEF, P E
225 E A FAE H— 1 5Tk .

AT RO E MBAE B ERFEEXN RN TE#HTHS . REF— LA
FATHR = B I EIL .

JEE R R
S5 EHEE R L
2006 4 1 A



& T MBA EMBA BRA B A= 1) B0 8 B ER AR , [ B AT 4E O 4ol 8 38N 53 9 B 1 38007

AfR—ANEEREER  BER B2 AR E AR EREFTENSIT TR, &4
o AR VR T R A R A AR B0 R E R R L BUN S
PUHLH PR A L BB 0 SR, LA B 3 #2095 1A 20 MR B A BE 00 D e F) T R4 L
AP 2 9 72 20 UL B SE AN BA BT . A A X AR AR RBOC A E R RETACH—
B0 LA . A A5 U FE T H Aol (0 90 A AR ()R, BT LA 45 SE BR A 4R A AR Mg E iR T

Pankaj Ghemawat, i 22 B TR B BTN EBR TR EHERER. ERBRERB TN
FABCE LA MR 5 2 22005 b T 1982—1983 4E1E/ B & 15 45 /A GEBR, 3F T
i T 6 7E e R 2 B 2R . 9 MBA JFEZARR IRAR .

o FEENEABEAESARBISAPIRRRZ LR T LIHE R E R A UA RN
B WL A S AR E S5 F B J5 | BRI BT R — B .

o SCRIYE AP R E ) 5K BRE BRMESC B O A 0 5 AR R LR X AR Y R A A R R
R A EAREN TREZRIBTHESERL.

o GEtE BRI T WEEAS SRR B, EER SR EEMLL, R
LRI X RS R T B iRt .

o TEARZEIRFSCRIVE B IR SRR B R TR S L RIS ERSNGE 6
i /A6 S

o HEHERFE RIS HEHRE, R FEMBUTEROIEE L REF 0B,



To my parents, Dr. Mahipal Singh Ghemawat and Mrs. Shanta Ghemawat,
for engraining in me the desire to learn and to teach



About the Author

Pankaj Ghemawat is the Jaime and Josefina Chua Tiampo Professor of Business Administra-
tion at Harvard University’s Graduate School of Business Administration. After receiving his
A.B. in Applied Mathematics (Phi Beta Kappa) and his Ph.D. in Business Economics from Har-
vard University, he worked at McKinsey & Company in London in 1982—83, and has taught
at the Harvard Business School since then. In 1991, Professor Ghemawat was appointed the
youngest full professor in the Business School’s history. There, his responsibilities have in-
cluded spear heading the School’s core strategy course for first-year MBAs and its strategy unit.
In the past several years, he has also worked to develop a new course on international busi-
ness strategy.

Professor Ghemawat’s other publications include Commitment (1991) and Games Busi-
nesses Play (1997) as well as several dozen articles, book chapters and case studies. His current
research focuses on competitive dynamics and on international business strategy. He serves
as the department editor for Strategy for Management Science, as well as in a number of other
editorial positions.



The second edition of Strategy and the Business on Landscape has been thoroughly updated as
well as expanded to include two new chapters, competitive dynamics and corporate-level
strategy, for which there seemed to be a significant demand. Like the first edition, however,
it is grounded in my experience of teaching strategy to MBA students and executives at the
Harvard Business School since the early 1980s. And it continues to emphasize relevance and
readability as well as rigor.

In terms of rigor, Strategy and the Business Landscape is based on contemporary research
in the field of strategy and adopts a value-focused, firm-centered perspective that is consistent
with recent work on value addition and appropriation. In addition to tying together the dis-
cussions in the different chapters, this perspective promotes an analytical approach to strat-
egy. At the same time, though, the book also begins with and maintains an explicitly historical
perspective on strategy as a field. The hope is that an understanding of the history of the
field may foster an ability to sort through the continual barrage of new ideas—some good and
others bad—about strategy.

That last point relates as much to relevance as to rigor. Strategy and the Business Landscape
is meant to be relevant to practitioners or practitioners-to-be, for whom it has been written
as a short introduction to or refresher on strategy. That target readership has influenced de-
cisions about how much detail to go into regarding academic research, and how much to
draw on insights from business and consulting. Each of the chapters except the historical in-
troduction concludes with a section that offers guidance for the strategy development process
in terms of steps to follow or tests and principles to apply. And this conscious striving for rel-
evance is reinforced by readability.

Readability is enhanced, most obviously, by the fact that, despite the two new chapters,
this book is still much shorter than most trade books, let alone strategy textbooks. In addi-
tion, the maintenance of a unified perspective helps avoid unnecessary twists and turns. And
last but not least, there are many richly detailed examples, including some featuring “inside”
perspectives.

The first edition of Strategy and the Business Landscape included a set of Harvard Business
School cases that were meant to illustrate, deepen, and extend the concepts developed in the
text. Given trends in case usage, affording users flexibility in this regard seemed a superior
option for the second edition. However, a suggested case map is included on the front inside
cover of the text for reference.

It would have been impossible to prepare this book without aid and support from a
number of different quarters. My most obvious debt is to my coauthors on the individual
chapters in this book, Bruno Cassiman, David J. Collis, and Jan W. Rivkin (twice over). Each
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pushed the chapter(s) in which he was involved to a new level and also provided copious
feedback on some of the other chapters in this book. None of the three, however, should be
presumed to have signed off on the entire end-product.

I am also indebted to other current and former colleagues at Harvard Business School
and at IESE Business School, Barcelona, for very helpful comments on one or more of the
chapters in this book, particularly Bharat Anand, Adam Brandenburger, Estelle Cantillon,
Ramon Casadesus-Masanell, Giovanni Gavetti, Tarun Khanna, Cynthia Montgomery, Felix
Oberholzer-Gee, Gary Pisano, Joan Ricart i Costa, Michael Rukstad, Jordan Siegel, John Wells,
Dennis Yao, and Pai-Ling Yin. And Tom King of Progressive Insurance provided a practi-
tioner’s perspective on the entire book.

In addition, I am very grateful to a number of reviewers for their guidance:

Robert Black, Houghton College

Ralph Biggadike, Columbia University
Thomas Chandy, Binghamton University

Tim Dacin, Texas A&M University

Constance Helfat, Dartmouth College

Gary Judd, Rensselaer Polytechnic Institute
Daniel E. Levinthal, University of Pennsylvania
Joseph Mahoney, University of Illinois at Urbana-Champaign
George Puia, Indiana State University

John A. Seeger, Bentley College

Mark Shanley, Northwestern University
Richard Spinello, Boston College

John Stevens, Lehigh University

Duane Windsor, Rice University

Todd Zenger, Washington University

I should also thank my high-powered research associate, Ken Mark, and my excep-
tionally able administrative assistant, Sharilyn Steketee, for invaluable help pushing this re-
vised edition to completion, and David Parker and his editorial team at Prentice Hall for
their patient pursuit of this project as I insisted on revising the chapters “one last time.” And,
as always, my wife, Anuradha Mitra Ghemawat, and my daughter, Ananya Maumita Ghemawat,
provided support and animation.

Finally, a book such as this would have been infeasible without the work of all the schol-
ars that underlies it, as well as all the students and practitioners that I have interacted with
and learned from about these topics. They are owed many thanks as well.

Cambridge, MA
February 2005
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If we wish to increase the yield of grain in a certain field and on analysis it
appears that the soil lacks potash, potash may be said to be the strategic
(or limiting) factor.

—CHESTER . BARNARD

The term “strategy” ...is intended to focus on the interdependence of
theadversaries’ decisions and on their expectations about each other’s
behavior.

| —THomas C. SCHELLING

Strategy can be defined as the determination of the basic long-term goals
and objectives of an enterprise, and the adoption of courses of action and
the allocation of resources necessary for carrying out those goals.

—-ALFRED D. CHANDLER, JR.

his chapter reviews the history of strategic thinking about business through the
mid-1970s. The historical perspective maintained throughout this book is attrac-
tive for at least three reasons:

» Despite thoughtful attempts over the decades to define strategy (see the quotations
at the beginning of the chapter), a rash of manifestos continue to emerge that pur-
port to redefine the term.! It would therefore be idiosyncratic to begin by tossing
another definition onto the pile. Examining the history of strategic ideas and prac-
tice constitutes a less arbitrary approach to the study of strategy.

» The historical perspective organizes changing conceptions of strategy as envisioned
or enacted by the participants in this field—academics, managers, and consul-
tants—allowing us to identify patterns in what might otherwise seem to be the
chaotic churn of ideas. Patterns of this sort are evident in all the chapters of this
book: co-evolution with the environment, the development and diffusion of particu-
lar strategic paradigms, paradigm shifts, the recycling of earlier ideas, to name a few.

» Most ambitiously, the idea of path-dependence (one of the rallying cries of aca-
demic strategists since the mid-1980s) suggests that understanding of the history of
ideas about strategy is essential to developing a more informed sense of where the
field might go in the future.

In this chapter, we briefly discuss the origins of strategic ideas. We begin with some
background, including military antecedents, and then move on to discuss the ideas



CHAPTER 1 The Origins of Strategy

about strategy, especially portfolio planning, that were developed and disseminated by
academics and consultants in the 1960s and early 1970s. We conclude by reviewing the
dissatisfaction with the state of the field that had developed by the second half of the
1970s. In particular, the underdevelopment of the two basic dimensions of portfolio
planning grids—environmental attractiveness and competitive positioning—set the
stage for much of the subsequent work on these topics that is discussed in Chapters 2
and 3, respectively, and revisited from a corporate-strategy perspective in Chapter 6.
Chapters 4 and 5 address the other weakness of portfolio planning by emphasizing the
dynamic dimension of strategic thinking.

BACKGROUND

“Strategy” is a term that can be traced back to the ancient Greeks, who used the word
strategos, from which it is derived, to designate a chief magistrate or a military
commander-in-chief. Over the next two millennia, refinements of the concept of strat-
egy continued to focus on its military aspects. Carl von Clausewitz’s attempted synthe-
sis in the first half of the nineteenth century is an especially notable example: He wrote
that whereas “tactics . . . [involve] the use of armed forces in the engagement, strategy
[is] the use of engagements for the object of the war.” The adaptation of strategic ter-
minology to a business context, however, had to await the Second Industrial Revolu-
tion, which began in the second half of the nineteenth century but really took off only
in the twentieth century.’?

The First Industrial Revolution (which spanned the mid-1700s to the mid-1800s)
failed to induce much in the way of strategic thinking or behavior. This failure can be
chalked up to the fact that while the period was marked by intense competition among
industrial firms, virtually none of them had the power to influence market outcomes to
any significant extent. Most businesses remained small and employed as little fixed cap-
ital as possible. The chaotic markets of this era led economists such as Adam Smith to
describe market forces as an “invisible hand” that remained largely beyond the control
of individual firms. Such firms required little or no strategy in any of the senses de-
scribed in the quotations at the beginning of this chapter.

The Second Industrial Revolution, which began in the last half of the nineteenth
century in the United States, saw the emergence of strategy as a way to shape market
forces and affect the competitive environment. In the United States, the construction
of key railroads after 1850 made it possible to build mass markets for the first time.
Along with improved access to capital and credit, mass markets encouraged large-scale
investment to exploit economies of scale in production and economies of scope in dis-
tribution. In some capital-intensive industries, Adam Smith’s “invisible hand” came to
be supplemented by what Alfred D. Chandler, Jr., a famous historian, has termed the
“visible hand” of professional managers. By the late nineteenth century, a new type of
firm began to emerge, first in the United States and then in Europe: the large, vertically
integrated company that invested heavily in manufacturing and marketing, and in man-
agement hierarchies to coordinate those functions. Over time, the largest companies
of this sort began to alter the competitive environment within their industries and even
to cross industry boundaries.*

The need for explicitly strategic thinking was first articulated by high-level man-
agers at these large companies. For example, Alfred Sloan, the chief executive of Gen-



