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Essentials of Strategic Management treats
core topics and current issues in the field
directly and concisely without compro-
mising learning. With just eight chapters, it
flows at a brisk pace. While it is half the size
of standard texts, Essentials covers all major
strategic management topics, including classic
and modern theory; draws on the contribu-
tions of leading authors in the field; and
interlaces all its presentations with current
debates, current perspectives, and current
examples. Essentials gives you the most
essential information about strategy along
with the option to build a course to your own
particular specifications by (1) adding your
own readings, (2) running a simulation,
(3) selecting your own cases, and (4) experi-
menting with exercises—in short, custom-
izing your course to suit your teaching style
and goals.

Three theoretical foundations, above
all other concerns, influenced the shape of
this book. First was the fraditional strategic
management process model. This approach is
based primarily on applications of industrial
organization economics and other classic
writings from a wide range of the pioneers in
the field. It includes analysis of the firm and
its environment (SWOT analysis), as well
as strategy formulation, implementation,
and control.

Preface to China Edition

Second was the resource-based view (RBV)
of strategic management. The emphasis in RBV
is on acquiring and managing resources that
help a firm develop sustainable competitive
advantage.

Third was the analysis and management
of relationships with stakeholders. The stake-
holder perspective views the firm at the
center of a network of contacts with whom
mutually beneficial relationships are formed.
Effective management of these relation-
ships, and the stakeholder network itself, can
enhance competitive performance.

Underlying our discussions with these
principles kept us on task. In our efforts
to deliver content responsive to the very
challenging goals you have undoubtedly
already set for your students, we searched
for a more perceptive way of understanding
strategic management and have reason to
hope we have found it. While it is easy to be
dismissive of strategic management texts that
appear to prefer volume to virtue, we like to
think that the value of the insights you are
able to offer your students far outweighs
the wisdom buried in any book, whatever
its size.

CURRENT ToPICS

Issues of current relevance—including

global competitiveness, resource-based
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theory, interorganizational relationships,
ethics, transactions cost theory, agency
theory, restructuring, strategic control, and
strategic alliances—are treated with depth
and sophistication and incorporate cutting-
edge research findings. Combined with tradi-
tional discussions of environmental analysis,
organizational analysis,
mergers and acquisitions, leveraged buyouts
(LBOs), and manufacturing strategy, the
field’s newest trends stay linked to our focus

joint ventures
b

on strategic management; thatis, on strategies
and strategic decisions that seek to create a
future for an organization with long-range,
or “strategic,” planning as a central concern.
Issues associated with the service sector and
technology-focused businesses are reflected
throughout the text in examples, concepts,
assumptions, and inferences.

ACADEMICALLY SoLID, GLOBALLY
ENGAGED

Essentials pays particular attention to the
fundamentals of strategic management and
takes a traditional approach to topical
organization. Chapter 1 covers the strategic
management process. Chapter 2 discusses
the external environment, including both the
task and the broad environment. Chapter 3
treats the internal environment and internal
resources leading to competitive advantage.
Chapter 4 covers elements of strategic
direction, including missions, visions, and
organizational values and purpose. Chapter 5
discusses business-level strategy. Corporate-
level strategy is tackled in Chapter 6.
Chapter implementation
issues including leadership, organizational
culture, functional strategy and organiza-
tional structure. Chapter 8 treats strategic
control and restructuring. The important
topic of global strategy is covered in each of

7 focuses on

the chapters tlirough integration of interna-
tional concepts and examples.

For Instructors

Instructors of strategic management face
significant challenges in fitting all the
material they may want to cover into a single
capstone course. We are mindful of these
challenges and believe we have written a
text that is uniquely supportive of including
a broad range of supplemental materials
such as cases, exercises, simulations, and
research projects. We also provide standard
teaching resources with the text, including
an instructor’s manual, test bank, and

presentation slides.

Instructor’s Manual with Test Bank (ISBN
0-324-36225-0). The Instructor’s Manual
with Test Bank includes questions to prompt
class discussion, outlines of chapter material,
supplementary lecture materials, video
recommendations, notes on the chapter-
opening case vignettes, and a bank of test

questions,

PowerPoint™ Presentation Slides (ISBN
0-324-36223-4). Over 150 Power-Point
slides are available to supplement course
content.

For Students

Although we recognize that most students of
strategic management will not become chief
executives of major corporations in the very
near future, you should likewise recognize that
strategy is not just for those who achieve top-
leadership positions. The decision-making
tools you develop during this course are
extremely relevant to all organizational levels,
including many career-entry positions as well
as to your own career planning. You won’t be
long on the job before you discover that the



techniques of strategic management, such as
those required to pull together an industry
or organizational analysis, are highly appli-
cable to all types of organizations, including
small entrepreneurial firms and nonprofits.
In addition, the material contained in this
book will help you understand, appreciate,
and think critically about trends of current
and future importance to the business
community—all formidable skills.

Studying strategic management will help
you become better prepared to deal and
stay fully engaged with important issues in
our increasingly complex, increasingly global
business environment, regardless of your
position or of the industry in which you work.
We strongly encourage you to apply the
concepts of strategic management to your own
employment and career planning decisions.

Preface 3

Many of our students have told us that their
understanding of strategic management
impressed recruiters and allowed them to
ask perceptive questions during interviews.
Your understanding of strategic management
should not be the artifact of a short stay in a
classroom. Don’t be tempted to treat it as
such.
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Strategy in Focus

Cemex

CEMEX, based in Monterrey, Mexico, is the third
largest cement company in the world and the
second largest cement maker in the United States.
Founded in 1906, the company is led by Lorenzo
H. Zambrano, who holds a B.S. in mechanical
engineering from Tecnolégico de Monterrey
and an M.B.A. from Stanford University. In 1999
Mr. Zambrano listed the company on the New
York Stock Exchange, and since that listing the
company has outperformed the S&P 500 index
by over 200 percent. Mr. Zambrano credits this

The Strategic Management

Process
RSB IR

CHAPTER

1]

performance to passionately adhering to basic
business principles:

There is no great magic underlying this perfor-
mance, only a continuing commitment to
producing profitable growth for our stock-
holders through the disciplined execution of
our business strategy. In essence, that means
we constantly strive to achieve operational
excellence at the lowest possible cost and
to provide our customers with innovative
solutions to their building materials needs.

In addition to this operating strategy, CEMEX
has used a variety of corporate strategies, including
acquisitions and joint ventures, to achieve growth.
In 2000 the company formed a joint venture
with CyberMedia of Venezuela, MLab of Brazil,
Amtec of Argentina, and Spain’s Intec to provide
business-to-business and business-to-marketing
consulting services. The venture is now the third
largest IT consulting company in Latin America.
In 2001 the company acquired Southdown, the
number two cement manufacturer in the United
States. Another major acquisition occurred in
2005 when they purchased RMC Group, one of
Europe’s largest producers of cement and aggre-
gates and the largest supplier in the world of
ready-mix concrete, for $5.8 billion.

CEMEX is also very proactive in serving a broad
group of external constituencies through what
they call their sustainable management system
(SMS). SMS consists of a clear set of sustainability
requirements and instructions for operations
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around the world. They cover environmental,
health, safety, well-being, and community issues.
CEMEX has integrated this system into business
operations by focusing on key business areas.
They see sustainability as a strategic dimension of
the business and a key to long-term viability for
the company. The progress of their sustainability
initiatives is reported annually in a sustainable
development report.'

The most successful organizations are able to
acquire and manage resources and capabil-
ities that provide competitive advantages.
Furthermore, they are capable of managing
and satisfying a wide range of external constit-
uencies, called stakeholders. Chief Executive
Officers (CEOs) play a pivotal role in this
process, as they lead in the development of
strategies and oversee their execution. In the
CEMEX example, we see a company in an
old commodity-producing industry that has
successfully grown its revenues and profits
through a combination of adhering to a basic
business strategy, making strategic acquisi-

Exhibit 1.1 The Strategic Management Process

tions,and creatingjointventures. Theprocesses
associated with acquiring and managing
resources and developing and executing strat-
egies are a part of the field generally referred
to as strategic management.

WHAT ts STRATEGIC MANAGEMENT?
AR R 2

Strategic management is the process through
which organizations analyze and learn from
their internal and external environments,
establish strategic direction, create strategies
that are intended to help achieve established
goals, and execute those strategies, all in an
effort to satisfy key organizational stake-
holders. A simple model of the strategic
management process is illustrated in Exhibit
1.1. The model is not rigid, but simply repre-
sents a useful sequence in which to frame the
central topics of strategic management. For a
firm engaged in a formal strategic planning
process, the activities will likely occur in
the order specified in the model. In other

_ External Enwonment (Chapt&r 2}
Internal Environment (Chapter 3)

Business ,Lévei {Cﬁhapte% 5)
Corporate Level (Chapter 6)

" (Chapter8)



situations, the activities may be carried out
in some other order or simultaneously. Also,
the dotted arrows in Exhibit 1.1 indicate
that organizations often cycle back to earlier
activities during the strategic management
process.

External and Internal
Environmental Analysis
AMERFN P EBERBE A4

External environmental analysis, discussed in
Chapter 2, involves evaluation of the broad
and task environments to determine trends,
threats, and opportunities and to provide
a foundation for strategic direction. The
broad environment consists of domestic and
global environmental forces such as sociocul-
tural, technological, political, and economic
trends. The broad environment forms the
context within which the firm and its task
environment exist. The task environment
consists of external stakeholders. External
stakeholders are groups or individuals
outside the organization that are significantly
influenced by or have a major impact on the

The Strategic Management Process 3

organization.? Examples of external stake-
holders include customers, suppliers, compet-
itors, government agencies and administrators,
and a variety of other external groups that have
a stake in the organization. Many of the stake-
holders and forces that have the potential to
be most important to organizations are shown
in Exhibit 1.2. All of the external stakeholders
should be analyzed at both the domestic and
international levels. In all of the countries in
which a company operates, managers must
interact with government agencies, compet-
itors, and activist groups, and manage the
organization within the countries’ sociocul-
tural, political, economic, and technological
context. Thus, Exhibit 1.2 contains both a
global and a domestic dimension.
Internalstakeholders, including managers,
employees, and the owners and their repre-
sentatives (e.g., board of directors), also have
a stake in the outcomes of the organization. A
fully developed internal analysis also includes
a broader evaluation of all of the organiza-
tion’s resources and capabilities, to determine
strengths, weaknesses, and opportunities
for competitive advantage, and to identify

Exhibit 1.2 The Organization and Its Environments

Socio-cultural
Forces

. Competitors
Unions

_ Financial
Intermediaries

Economic
Forces

The Organization
Owners/Board of Directors
Managers
Employees

The Broad Environment

Technological
Forces

Groups

Local
Communities

Political/Legal
Forces
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organizational vulnerabilities that should be
corrected. Internal analysis is the subject of
Chapter 3.

Often the results from external and internal
analysis are combined into a SWO'T analysis,
which stands for strengths, weaknesses,
opportunities, and threats. Strengths are
firm resources and capabilities that can lead
to a competitive advantage. Weaknesses are
resources and capabilities that the firm does
not possess but that are necessary, resulting in
a competitive disadvantage. Opportunities
are conditions in the broad environment
and task environment that allow a firm to
take advantage of organizational strengths,
overcome organizational weaknesses, and/or
neutralize environmental threats. Threats
are conditions in the broad and task environ-
ments that may stand in the way of organi-
zational competitiveness or the achievement
of stakeholder satisfaction. An organization’s
managers then consider this analysis as they
identify strategic alternatives and formulate
strategies. The general idea is that strategies
should be formulated to take advantage of
internal strengths and opportunities arising
from the external environment, to overcome
internal weaknesses, or to neutralize threats
found in the external environment.

As illustrated by the downward-pointing
arrows in Exhibit 1.1, analysis of the external
and internal environments provides an
organization with a foundation for all of the
other tasks of strategic management. For
example, strategic direction (discussed in the
following section) is an outcome of melding
the desires of key organizational stakeholders
with environmental realities.

Strategic Direction &7

Strategic direction pertains to the longer-
term goals and objectives of the organi-

zation. At a more fundamental level, strategic
direction defines the purposes for which
an organization exists and operates. This
direction maybe contained, in part, in a
mission statement. Unlike shorter-term goals
and strategies, the mission is an enduring part
of planning processes within the organization.
Often missions describe the areas or indus-
tries in which an organization operates. For
example, Google defines its mission in terms
of the role it plays in the flow of information:
“Google’s mission is to organize the world’s
information and make it universally accessible
and useful.”?

A well-established strategic
provides guidance to the managers and
employees who are largely responsible for
carrying it out as well as a greater under-
standing of the organization for the external

direction

stakeholders with whom the organization
interacts. A part of this guidance comes as
the firm identifies its core values and central
purposes. Since strategic direction is such an
important part of an organization’s strategic
planning processes, Chapter 4 is devoted to
it.

Business and Corporate
Strategy Formulation
ol FR R MR 2 B RS I TE A

A strategy is an organizational plan of action
that is intended to move an organization
toward the achievement of its shorter-term
goals and, ultimately, toward the achievement
of its fundamental purposes. Strategy formu-
lation is often divided into three levels—
corporate, business, and functional, as shown
in Exhibit 1.3.

Business strategy formulation, discussed
in Chapter 5, pertains to domain direction
and navigation, or how businesses compete
in the areas they have selected. Business
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Exhibit 1.3  Strategy Formulation in a Multibusiness Organization

Corporate Level
(Domain Definition)

[
Business 1

(Domain Direction/Navigation)

!
Business 2

(Domain Direction/Navigation)

|
| I |

Marketing Finance

strategies are also sometimes referred to as
competitive strategies. Corporate strategy
formulation, the subject of Chapter 6,
refers primarily to domain definition, or the
selection of business areas in which the organi-
zation will compete. Although some firms,
such as Southwest Airlines, are involved in
just one basic business, diversified organiza-
tions such as General Electric are involved in
several different businesses and serve a variety
of customer groups. Functional strategy
formulation contains the details of how the
functional areas such as marketing, operations,
finance, and research should work together
to achieve the business-level strategy. Thus,
functional strategy is most closely associated
with strategy implementation, found in
Chapter 7.

Another way to distinguish among the
three strategies is to determine the organi-
zational level at which decisions are made.
Corporate strategy decisions typically are
made at the highest levels of the organi-
zation by the CEO and/or board of directors,
although these individuals receive input from
managers at other levels. If an organization
is involved in only one area of business, then
business strategy decisions tend to be made by
the same people. In organizations that have
diversified into many areas, the different areas
may be represented by different operating

Operations

Research Human Resources

(Functional Level: Implementation and Execution)

divisions or lines of business. In those situa-
tions, business strategy decisions are made
by division heads or business unit managers.
Functional decisions are made by functional
managers, who represent organizational
areas such as operations, finance, personnel,
accounting, research and development, or

information systems.

Stlfategy Implementation and
Control SEEHAT 574

Strategy formulation results in a plan of
action for the organization and its functions,
business units, and divisions. On the other
hand, strategy implementation represents
a pattern of decisions and actions that are
intended to carry out the plan. Strategy
implementation (Chapter 7) involves creating
the functional strategies, systems, structures,
and processes needed by the organization in
achieving strategic ends. Functional strat-
egies outline the specific actions that each
function must undertake to convert business-
and corporate-level strategies into actions.
Without a translation of all of the plans
into specific actions, nothing will change.
Organizational systems are developed to train
and compensate employees, assist in planning
efforts, reinforce organizational values, and
gather, analyze, and convey information.
Structures reflect the way people and work are



