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Preface

trategy: Winning in the Marketplace is intended for core courses in strategic

management or business policy at the undergraduate or MBA level. Our purpose
in writing this book has been to address the frequently expressed concerns that the
current array of leading introductory strategy texts contain too much detail and try to
cover too much ground for a one-semester course. In talking to instructors and stu-
dents, a recurring theme is that the course is overly jammed. Instructors complain
about their difficulties in doing justice to 450500 pages of text chapters and still find-
ing enough room for such value-added assignments as cases and a substantive simula-
tion exercise. Students complain they have trouble digesting the main elements of
strategic thinking and strategic analysis given the rapid-fire pace of the course, the
clutter of topics, and a sometimes intimidating or overwhelming workload.

This book endeavors to set an appealing standard for basic strategy texts. With
fewer chapters and shorter cases than previous texts by two of the three co-authors, this
first edition of Strategy: Winning in the Marketplace offers a concise, lively, and user-
friendly presentation of strategic management. We have attempted to put together a
book that (1) is sufficiently comprehensive in its coverage of important concepts and
analytical tools; (2) has a desirable degree of depth and substance; (3) is flush with
convincing examples of strategy in action; (4) maintains a straightforward, integrated
flow from one chapter to the next; and (5) makes the discipline of business strategy
relevant and professionally interesting to students.

But don’t expect a shallow, watered-down, full-of-fluff nine-chapter treatment—
the text chapters contain a streamlined and substantive 320-page presentation of core
concepts and analytical techniques. And the shorter cases (spanning 590 pages and av-
eraging about 18 pages each) are amply demanding in their analytical requirements
and the need for good strategic thinking. Instructors and students alike will find plenty
to chew on for a full-semester course.

IOn-Target Content

To have adequately on-target content, a strategy text must:

Explain core concepts and provide examples of their relevance and use by actual
companies.

Present understandable explanations of what the essential analytical tools are, how
they are used, and where they fit into the managerial process of crafting and exe-
cuting strategy.

Be up-to-date and comprehensive, with solid coverage of the landmark changes in
competitive markets and company strategies being driven by globalization and In-
ternet technology.

Focus squarely on what every student needs to know about crafting, implement-
ing, and executing business strategies in today’s market environments.
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Contain fresh, value-adding cases that feature interesting products and companies,
illustrate the important kinds of strategic challenges managers face, embrace valu-
able teaching points, and spark student interest.

This textbook does all these things without being formidable for instructors to cover in
one semester and without burdening students with unnecessary pages to read and ab-
sorb. Chapter discussions cut straight to the chase on what students really need to
know. Our explanations of core concepts and analytical tools are, however, covered in
enough depth to make them understandable and usable, the rationale being that a shal-
low explanation carries little punch and has almost no value. We have chosen exam-
ples that students can easily relate to. We have incorporated state-of-the-art research
pertinent to a first course in strategy.

Chapter Features and Organization

The chapter presentations reflect a host of developments in the theory and practice of
strategic management: the growing scope and strategic importance of collaborative al-
liances, the continuing march of industries and companies to wider globalization, the
inclusion of the resource-based view of the firm as a standard part of strategic analy-
sis, the spread of high-velocity change to more industries and company environments,
and how implementation of Internet technology applications in companies all across
the world is driving fundamental changes in both strategy and internal operations. The
text chapters emphasize that a company’s strategy must be matched both to its exter-
nal market circumstances and to its internal resources and competitive capabilities. The
resource-based view of the firm is prominently integrated into our coverage of crafting
both single-business and multibusiness strategies; two of the three chapters on execut-
ing strategy have a strong resource-based perspective, stressing the importance of in-
tellectual capital, core competencies, and competitive capabilities.
The following rundown summarizes the noteworthy chapter features and topical
emphasis in this edition:
Chapter 1 introduces and defines a host of core concepts—strategy, business model,
strategic visions and business missions, strategic versus financial objectives, strate-
gic plans, strategic intent, crafting strategy, and executing strategy. Clear distinction
is made between a company’s strategy and its business model. A section on strate-
gic visions and mission statements hammers home the importance of clear direction
setting and a motivating strategic vision; there’s an accompanying discussion of
how core values and ethics tie in to a company’s vision and business purpose. Em-
phasis is placed on why companies have to rapidly adapt strategy to newly unfold-
ing market conditions and why strategy life cycles are often short. Following Henry
Mintzberg’s pioneering research, we stress how and why a company’s strategy
emerges from (1) the deliberate and purposeful actions of management and (2) as-
needed reactions to fresh developments and changing competitive pressures.
There’s a section on corporate intrapreneuring to help underscore that a company’s
strategic plan is a collection of strategies devised by different managers at different
levels in the organizational hierarchy. We’ve taken pains to explain why all man-
agers are on a company’s strategy-making, strategy-implementing team, why every
manager is well advised to make the concepts and techniques of strategic manage-
ment a basic part of his or her tool kit, and why the best companies want their per-
sonnel to be true students of the business. The chapter winds up with a section on
corporate governance and a discussion of why strategy is important.
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Chapter 2 sets forth the now-familiar analytical tools and concepts of industry and
competitive analysis and demonstrates the importance of tailoring strategy to fit
the circumstances of a company’s industry and competitive environment. The
standout feature of this chapter is a dramatically enhanced presentation of Michael
E. Porter’s “five-forces model of competition”—we think it is the clearest, most
straightforward five-forces model discussion of any text in the field. Globalization
and Internet technology are treated as potent driving forces capable of reshaping
industry competition—their roles as change agents have become factors that most
companies in most industries must reckon with in forging winning strategies.

Chapter 3 establishes the equal importance of doing solid company situation
analysis as a basis for matching strategy to organizational resources, competen-
cies, and competitive capabilities. The roles of core competencies and organiza-
tional resources and capabilities in creating customer value and helping build
competitive advantage are center stage in the discussions of company resource
strengths and weaknesses. SWOT analysis is cast as a simple, easy-to-use way to
assess a company’s resources and overall situation. There are sections describing
the now-standard tools of value chain analysis, benchmarking, and competitive
strength assessments—all of which, we believe, provide insight into a company’s
relative cost position and market standing vis-a-vis rivals. There’s discussion of
how company implementation of Internet technology is altering the value chain
and the performance of particular value chain activities.

Chapter 4 deals with a company’s quest for competitive advantage—the options
for crafting a strategy that simultaneously hold good prospects for competitive ad-
vantage while also being well suited both to industry and competitive conditions
and to its own resources and competitive circumstances. While the chapter is
framed around the five generic competitive strategies—Ilow-cost leadership, dif-
ferentiation, best-cost provider, focused differentiation, and focused low-cost—it
also contains important sections on what use to make of strategic alliances and col-
laborative partnerships; what use to make of mergers and acquisitions in strength-
ening the company’s competitiveness; when to integrate backward or forward into
more stages of the industry value chain; the merits of outsourcing certain value
chain activities from outside specialists; whether and when to employ offensive
and defensive moves; and the different ways a company can use the Internet as a
distribution channel to position itself in the marketplace.

Chapter 5 explores a company’s strategy options for expanding beyond its domes-
tic boundary and competing in the markets of either a few or a great many coun-
tries—options ranging from an export strategy to licensing and franchising to
multicountry strategies to global strategies to heavy reliance on strategic alliances
and joint ventures. Four strategic issues unique to competing multinationally are
given special attention: (1) whether to customize the company’s offerings in each
different country market to match the tastes and preferences of local buyers or
whether to offer a mostly standardized product worldwide, (2) whether to employ
essentially the same basic competitive strategy in the markets of all countries
where the company operates or whether to modify the company’s competitive ap-
proach country by country as needed to fit specific market conditions and com-
petitive circumstances, (3) how to locate production facilities, distribution centers,
and customer service operations to maximum competitive advantage, and (4) how
to use efficient cross-border transfer of a company’s resource strengths and capa-
bilities to build competitive advantage. There’s also coverage of profit sanctuaries
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and cross-market subsidization; the special problems associated with entry into the
markets of emerging countries; and strategies that local companies in such emerg-
ing countries as India, China, Brazil, and Mexico can use to defend against the in-
vasion of opportunity-seeking, resource-rich global giants.

The treatment of diversification strategies for multibusiness enterprises in Chapter
6 lays out the various paths for becoming diversified, explains how a company can
use diversification to create or compound competitive advantage for its business
units, and examines the strategic options an already-diversified company has to
improve its overall performance. In the last part of the chapter, the analytical spot-
light is on the techniques and procedures for assessing the strategic attractiveness
of a diversified company’s business portfolio—the relative attractiveness of the
various businesses the company has diversified into, a multi-industry company’s
competitive strength in each of its lines of business, and the strategic fits and re-
source fits among a diversified company’s different businesses.

The three-chapter module on executing strategy (Chapters 7-9) is anchored
around a solid, compelling conceptual framework: (1) building the resource
strengths and organizational capabilities needed to execute the strategy in compe-
tent fashion; (2) allocating ample resources to strategy-critical activities; (3) en-
suring that policies and procedures facilitate rather than impede strategy
execution; (4) instituting best practices and pushing for continuous improvement
in how value chain activities are performed; (5) installing information and operat-
ing systems that enable company personnel to better carry out their strategic roles
proficiently; (6) tying rewards and incentives directly to the achievement of per-
formance targets and good strategy execution; (7) shaping the work environment
and corporate culture to fit the strategy; and (8) exerting the internal leadership
needed to drive execution forward. The recurring theme of these three chapters is
that implementing and executing strategy entails figuring out the specific actions,
behaviors, and conditions that are needed for a smooth strategy-supportive opera-
tion and then following through to get things done and deliver results—the goal
here is to ensure that students understand the strategy-implementing/strategy-
executing phase is a managerial exercise in making things happen and making
them happen right.

Our top priority has been to ensure that the nine chapters of text hit the bull’s-eye with
respect to content and represent the best thinking of both academics and practitioners.
But at the same time we’ve gone the extra mile to stay on message with clear, crisp ex-
planations laced with enough relevant examples to make the presentation convincing,
pertinent, and worthwhile to students preparing for careers in management and busi-
ness. We believe our enthusiasm for the subject matter will come across to readers.
And the boxed Company Spotlights and Global Spotlights in each chapter relate sto-
ries aimed at both informing students and persuading them that the discipline of strat-
egy merits their rapt attention.

The Case Collection

The 32 cases included in this edition are the very latest and best that we could assem-
ble; the case collection is filled with examples of strategy in action and valuable
lessons for students in the art and science of crafting and executing strategy. The cases
are balanced in length—close to a third of the cases are under 15 pages yet offer plenty
for students to chew on; about a third are medium-length cases; and about a third are
longer, detail-rich cases that call for more sweeping analysis. At least 24 of the 32
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cases involve high-profile companies, products, or people that students will have heard
of, know about from personal experience, or can easily identify with. There are four
dot-com company cases, plus several others that will provide students with insight into
the special demands of competing in industry environments where technological de-
velopments are an everyday event, product life cycles are short, and competitive ma-
neuvering among rivals comes fast and furious. At least 21 of the cases involve
situations where company resources and competitive capabilities play as large a role in
the strategy-making, strategy-implementing scheme of things as industry and compet-
itive conditions do. Scattered throughout the lineup are 13 cases concerning non-U.S.
companies, globally competitive industries, and/or cross-cultural situations; these
cases, in conjunction with the globalized content of the text chapters, provide ample
material for linking the study of strategic management tightly to the ongoing global-
ization of the world economy. You’ll also find 5 cases dealing with the strategic prob-
lems of family-owned or relatively small entrepreneurial businesses and 22 cases
involving public companies about which students can do further research on the Inter-
net. Eight of the cases (Whole Foods Market, Competition in the Bottled Water Indus-
try, Callaway Golf Company, Kmart, Continental Airlines, the Transformation of BP,
Southwest Airlines, and Enron) have accompanying videotape segments. We believe
you will find the collection of 32 cases quite appealing, eminently teachable, and very
suitable for drilling students in the use of the concepts and analytical treatments in
Chapters 1 through 9. It is a case lineup that should stimulate student interest from be-
ginning to end.

In addition, the publisher is providing website access to PDF files of five other re-
cent cases researched and written by the authors of the text. These five “e-cases” are
available to adopters and to students who purchase the text. Students who purchase
new books will receive a passcode packaged with the text, allowing them to download
the cases from www.mhhe.com/thompsonle/tutor. The cases and teaching notes are
also available on the Instructor’s Resource CD. This extends the number of cases avail-
able in the total package to 37.

The All-New Companion GLO-BUS
Online Simulation Exercise

GLO-BUS: Developing Winning Competitive Strategies, a completely online simula-
tion co-created by the senior author of this text with two others, is being marketed by
the publisher as a companion supplement for use with this and other texts in the field.
All three co-authors of this book are avid longtime simulation users. Our own experi-
ences, together with numerous discussions with colleagues around the world, have
convinced us that competition-based simulation games are the single most effective,
most stimulating exercise available for giving students valuable practice in being ac-
tive strategic thinkers and in reading the signs of industry change, reacting to the
moves of competitors, evaluating strengths and weaknesses in their company’s com-
petitive position, and deciding what to do to improve a company’s financial perfor-
mance. The competitive circumstances of an industry simulation force participants to
wrestle with charting a long-term direction for their company, setting strategic and fi-
nancial objectives, and crafting strategies that produce good results and perhaps lead
to competitive advantage. And by having to live with the decisions they make, players
experience what it means to be accountable for their decisions and achieve satisfactory
results. All this serves to drill students in responsible decision making and to improve
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their business acumen and managerial judgment. We think putting students through a
simulation exercise helps make the strategy course a true capstone experience.

A Bird’'s-Eye View of GLO-BUS

This all-new, totally online simulation is modeled around the digital camera industry,
a contemporary high-tech business students can readily identify with and understand.
The market for digital cameras displays the characteristics of many globally competi-
tive industries—fast growth, worldwide use of the product, competition among com-
panies from several continents, production located in low-wage locations, and a
marketplace where a variety of competitive approaches and business strategies can co-
exist. Companies design and assemble their lines of entry-level and multifeatured cam-
eras in an Asian assembly facility and ship finished goods directly to camera retailers
in North America, Asia-Pacific, Europe-Africa, and Latin America.

Competition is head-to-head—each team of students must match strategic wits
against the other company teams. Depending on class size and the number of co-
managers assigned to each company, an industry consists of 4, 8, or 12 competing
companies. While at the beginning of the simulation each company starts off as the
same overall size with the same financial condition and sells its cameras in all four
geographic regions of the world market, competing companies do not begin the simu-
lation with the same market shares in each geographic area—one-fourth of the com-
petitors have their biggest market share in Europe-Africa, one-fourth have their biggest
share in North America, and so on. As the simulation unfolds, companies can reposi-
tion themselves in the four geographic market segments and two product segments (en-
try-level and multifeatured cameras) however they see fit, pursuing additional sales
and market share in some geographic areas and de-emphasizing or abandoning others.
All companies have the flexibility to adjust their annual shipments of digital cameras
to mitigate the impact of fluctuating exchange rates.

Low-cost leadership, differentiation strategies, best-cost producer strategies, and
focus strategies are all viable competitive options. Company managers can try to gain
an edge over rivals with more advertising, longer and more frequent promotions,
longer warranties, wider product selection, or better technical support. They can have
a strategy aimed at being the clear market leader in either entry-level cameras, upscale
multi-featured cameras, or both. They can focus on one or two geographic regions or
strive for geographic balance. They can pursue essentially the same strategy worldwide
or craft slightly or very different strategies for the Europe-Africa, Asia-Pacific, Latin
America, and North America markets.

Company co-managers make 44 types of decisions each period, ranging from
R&D, camera components, and camera performance (10 decisions) to production op-
erations and worker compensation (15 decisions) to pricing and marketing (15 deci-
sions) to the financing of company operations (4 decisions). Cause—effect relationships
are based on sound business and economic principles.

The GLO-BUS participant’s guide (about 25 pages) is delivered online—students
can read it on their monitors or print out a copy, as they prefer. There are built-in help
screens and on-screen information that provide students with the relevant information
and full instructions. Students make all GLO-BUS decisions online and access all the re-
sults online. While decisions are made annually, there is an option that instructors can
turn on allowing students to review the results by quarter and to make changes for up-
coming quarters in prices, special promotions, and production levels. Decisions are
processed online automatically according to times and dates set by the instructor—noth-
ing is required on the part of instructors beyond assigning students to teams, specifying
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the desired simulation schedule (done online), monitoring the results as they occur,
counseling with students who may request advice about their company’s performance,
and deciding on a simulation grade (based on automatically calculated scores of com-
pany and individual performances using scoring weights specified by the instructor).
Technical support is provided directly by the simulation co-authors and the staff at
GLO-BUS.com. There is no software for students or instructors to download or install.
The only requirement of players and instructors is that user PCs must be equipped with
Microsoft Excel (versions 2000 or later), Internet Explorer, and have access to an Inter-
net connection.
For more information and details, please visit www.glo-bus.com.

Ilnstructor Support Materials

Instructor’'s Manual

The accompanying instructor’s manual contains a section on suggestions for organiz-
ing and structuring your course, sample syllabi and course outlines, a copy of the test
bank, and comprehensive teaching notes for each of the 32 cases.

Test Bank

There is a test bank prepared by the co-authors containing almost 900 multiple-choice
questions and essay questions.

Computest

A computerized version of the test bank allows you to generate tests quite conveniently
and to add in your own questions.

PowerPoint Slides

To facilitate preparation of your lectures and to serve as chapter outlines, you’ll have
access to approximately 500 colorful, professional-looking slides displaying core con-
cepts, analytical procedures, key points, and all the figures in the text chapters. The
slides are the creation of Professor Jana Kuzmicki of Troy State University.

Accompanying Case Videos

Eight of the cases—Whole Foods Market, Competition in the Bottled Water Industry,
Callaway Golf Company, the Transformation of BP, Kmart, Continental Airlines,
Southwest Airlines, and Enron—have accompanying videotape segments that you can
show during the course of the case discussions. Suggestions for using each video are
contained in the teaching note for that case.

Presentation CD-ROM

The instructor’s manual, all of the PowerPoint slides, the video clips, teaching notes
for the 32 cases in the text, and the five supplemental e-cases and teaching notes avail-
able with Strategy: Winning in the Marketplace have been installed on a CD for easy
access in preparing a syllabus and daily course schedule, preparing customized lec-
tures, and teaching the cases.

xXv
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Website: www.mhhe.com/thompson e

The instructor portion of the website contains a password-protected section that pro-
vides epilogue updates on the 32 cases contained in this text, plus an assortment of in-
structor’s manual and other support-related materials that can be downloaded directly.

The GLO-BUS Online Simulation

The optional companion simulation of the digital camera industry is a powerful and
constructive way of emotionally connecting students to the subject matter of the
course. We know of no more powerful way to stimulate the competitive energy of stu-
dents and prepare them for the rigors of real-world business decision making than to
have them match strategic wits with classmates in running a company in head-to-head
competition for global market leadership.

'Student Support Materials
Chapter-End Exercises

Each chapter contains a select number of exercises, most related to research on the In-
ternet, that reinforce key concepts and topics covered in the chapters.

Website: www.mhhe.com/thompsonie

The student portion of the website features a “Guide to Case Analysis,” with special
sections on what a case is, why cases are a standard part of courses in strategy, prepar-
ing a case for class discussion, doing a written case analysis, doing an oral presenta-
tion, and using financial ratio analysis to assess a company’s financial condition. In
addition, there are self-scoring 20-question chapter tests and a select number of Power-
Point slides for each chapter.

Case-TUTOR Software

Accompanying the 32 cases is a software package containing assignment questions for
all 32 cases in the text, plus analytically structured exercises for 10 of the cases that
coach students in doing the strategic thinking needed to arrive at solid answers to the
assignment questions for that case. Conscientious completion of the exercises helps
students gain quicker command of the concepts and analytical techniques and points
them toward doing good strategic analysis.

PowerWeb

With each new book, students gain access to the publisher’s PowerWeb site offering
current news, articles from 6,300 premium sources, a Web research guide, current
readings from annual editions, and links to related sites.
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What Is Strategy
and Why lIs It
"m' Important?

Unloss we change our direction we ai
whera we are headed.
—Ancient Chinese provert

likely 1o end up

If we can know where we and something sbout how
we got thete. we might see where we ara trending—and
if the outcomes which lie naturally in our course ace
unacceptable, to make timely change.

~-Abreham Lincoln

W you dan't know where you are going. any road will
ke you there.
~The Koran

Withoul 8 strategy the organization is like a ship without
o rudder.
—Joal Ross and Michae! Kami

(> outhwest Airlines is the only major short-hop,
) low-tare, point-to-point carriar in the U.S. sirline
industry. It Is one of the (ndustry’s great success sio-
ries nd is the only airline thet mad 3 profit in cach
of the past 25 years. In 2003, Southwest operated
375 jets to 58 airports in 30 stetes. The company's
no-frills strategy offers passengers a single class of
service st the lowest possible fares.

Agide from its low fares, which make air travel
affordable 1o & wide segment of the U.S. population,
Southwast has made friendly service s core piece of
s strategy and one of its trsdemarks. Company per-
sonnel work herd st cresting o positive. enjoyablo
fying
cheery and witty, sometimes entertaining those in
the gate area with trivia questions or contests. Casu
olly dressed fligh attendants warmly greet passen-
gers coming onto planes, directing them to open
seats and helping them store their bags. Southwest's
attendants, all ecreened carofully for fun-loving and
outqoing personalities, joke and chat with pascen

even sing the an 1ake
off and Innding

Southwest's markat focus is flying between
pairs of cities ranging anywhere from 150 to 700
miles apart whers traffic potential is high enough for
Southwest 1o offer several daily flights. Most re
cemly, however, Southwesi has begun offering
longer range flights, using its low-cost advantage to
horn in on the most profitable flights of such rivals
o American, United. Northwest, Delta, and US Air
ways. Southwest grows its business by adding more
flights on existing routes and by initiating service to
new sitports—-its objective is steady growth year
sfter year, not rapid growth for & few years that then
becomes impossible 10 sustain,
thet low tares ze0lous
pursuit of low operating costs. Southwest has per.
fected a number of operating strategies for keeping
s costs below those of rival carriers:
The company’s aircraft fieet consists entiroly of
Boeing 737, thus minimizing spare parts inven
tories, making it sasier to train maintenance and
repair personnel. improving the proficlency end
speed of maintenance routines, and simplifying
the task of scheduling planes for particular
fiights.

and fresh marker conditions (see Figure 1.21.' The biggest portion of u company's cur

cem strategy Mows from previously initiated sctiom and business spproaches thl are
working well enough 1o merit continuation anel newly lunched managerial initistives
1o strengthen the company s overall position and performance. This pan nage:
ment’s game plan is deliberate and proactive, sanding s the product of management’s
analysis and thinking about th pany s sitwation and bout
unw (0 pusition the compuny in the marketplace and tackle the sk of competing for
buyer patronage. But the and sictability of future b

prevent company managen from plotting every needed strategic action in advance. A
portion of a company ‘s swrategy is always developed on the fly, coming as a reasoned
response 1o changing customer preferences, the lulest strategic maneuvers of rival
firms, pew requirements wnd cxpectations on the part of customers, cmerging tech:
nologics and market opportunities. a shifting political or economic climate. and other
unforesecable happenings. Crafiing a strategy thus involves not only stitching together
wcompeehensive imtended strategy but also modifying fin one piece wnd then another
ax events unfold and circomstances surrounding the company’s situation change
tadaptivelreuctive straregy), In short, s company's uciual strategy i something
managers <hape and reshape as circummiances dictate snd as managens fearn from ex

and seeh out improvements,

! British pounds and user mi

1 (]
Fast Food

Each chapter begins with a series of pertinent quotes and an

introductory preview of its contents.

In-depth examples—Company Spotlights and Global Spot-
lights—appear in boxes throughout each chapter to illustrate
connect the text presentation to
real-world companies, and convincingly demonstrate strat-

important chapter topics,

egy in action.

As the launch customer for Bosing's 7:
737-500, and 737 700 models, Southwes
Quires its new aircraft at favorable pricos.

Southwast encourages customers o m:

reservations and purchase bickets at the com.
pany’s website. Seiling a ticker on its website

cowts Southwest one-tenth as much as delivar-

ing & ticket through a iravel agent and about

GLOBAL SPOTLIGHT 5.1

Microsoft, McDonald’s, and Nestlé: Users of
Muiticountry Strategies

v in

In order 10 best serve the needs of users in foraign
countries, Microsoft localizes many of its sofware
products to reflect locat languages. In France, for ex-
ample, all user messages and documentation are in
French and all montary raferences are in auros. tn
the United Kingdom, monetary references ara in
and documenta
tion refloct cortain British conventions. Various Mi-
crosoft products have been localized into more than
30 Ianguages.

" v W

McDonald's has been bighly succassful in markets

_ outside tha Unitad States, partly backusa it has bsen

adepi in altering its manu afferings (o cater 1o local
tastes. In Taiwan and Singapore. McDonald’s outlets
offer  bonein fried chickon dish called Chicken Mc-
Crispy. In Great Britsin, there's McChicken Tikka
Nean to sppeal to British cravings for Indian food. In
Indis, McDonald's features the Maharajsh Mac sand:
wich {an Indian version of the 8ig Mac); in Japan,
there’s the Chicken Totsula sandwich and @ Teriyaki
Burger sandwich; in Ausiralia, there’s a McOz
Burger. Howaver, the and opersting

Swiss-besed Nestlé, the largest food company in the
world, is aiso the largest producer of coffee. Wi
total worklorca of 22,541 people operating in nearty
480 factories in 100 countries, Nestid's presence is
cloarly multinational. Chief execufive Pater Brabeck
Letmathe advocates understanding the distinctions
between the cultures in which Nestle markets its
products. “|)) you ata 0pan to new languages, you
are also open 10 new cultures,” he explains. Thus. in-
stant coffee names like Nescafé, Taster's Choice. Ri
core, and Ricoffy line grocery shalves in various

Loumidis, depending on where Ihw live.

Nestlé produces 200 types of instant cotfes, from
lighter blends for the U.S. market to dark espressos
for Latin Amwrica. To keep its instant cotfees matched
10 consumes tastes in ditferent countries (and areas
within some countries), Nestié operates four coffoe
ressarch labs that experiment with new blends in
aroma. flavor, and color, The strategy is 1o match the
blends marketed in each country 1o the testes and
proferences of coffee drinkers in that country, intro-
ducing new biends 10 develop new segments when

systems tht ore employed in the owtlets o largely
the same, enabling McDonald’s to achleve low-cost
leadership etatus once It builds volume up at ifs out-
lets {sometimes a 5 year process) and once d has
enough outlets operating in a courtry 1o achieve full
economies of scale (sometimes & 5- (o 10-year
orocess in the lorgest foreign markets).

Haaths wobiaka | ),

G Wk, Marsh 72, 1963, pp 5054

‘appear and ahering biends as needed
10 respond to changing tastes and buyer habits. In
Britain, Nescate was promoted extensively 10 build &
wider base of instant-coffee drinkers. In Japsn, where
Nesca6 was considered a luxury ftem, the company
made its Japanese blends available in fancy comain
ers suiable for gift giving
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As a rule. mowt multinational competitors endeasor (o employ as wlobal & strategy

as cusiomer pecds permit. Philips N.V., the
products company. operated successfully with « multicountry strat

J clectromies

for miany years

bat has recently begun moving mone toward a unified strategy within the European

Unigen ad wi
source strengths (0 sevure

North America." A global surac can concentroe on buikding the e

low-com or

advantage over buth domestic rivals and global nvals racing for world market l:.:n.kv

ship. Whenever coutnry -to-country differences are sl enouph 1o be accommodaicd



Chapter 2 Awyeing s Conpuny *s Extemal Euviromuent 49

ure 2.6 Factors Affecting the Threat of Entry

Figures scattered throughout the chapters provide Emry trsata are
conceptual and analytical frameworks. * oo poolofentry

« Entry barriers are

i s T———— How strong are thi
sl Egc:  SOMPALENS pressures
ot uod pralits. associated with the entry
TRt raut from nuw rivels?
outlook 18 visky or
uncertain.
* Buyor domend is
growing slowly ar is
| stagnent

However. even if a poteatial enfrant has or can ncquire the needed
tencies and resources 1o artempr entry. it still Faces the iswue of
i react.” Wl incumbent firms offer only passive

Margin notes define core concepts and call attention
to important ideas and principles. . s pmetens s

whatever clse they can think of to give a new entranf (as well as other
rivsh) @ hard time? A potential eatrant can have second thoughts when
financially strong incumbent firms send clear signals that they will
stoutly defend rheir marker positions against newzomars. A potential
entrant may also rum away when incumbent firms can leverage dis-
tributors and customers to refain their business

The best test of whetker poteniial eatry s a strng or weak competizive fone i the
warketplace is t0 ask if the indusiry’s geowth and profit prospecis are steongly attrac-
sive 1o potential entry candidates. When the answer is no. potential entry is a weak
compatitive force. When the answer is yos and there are entry candidarcs with

The thraat af entry is stronger

‘whan aniry barriess are low, when
there’s & sizable pool of entry can-
didatey, when industry growth is

rapid and profit potentials are

high, and when incumben firms

are unable or unwilling to vigor-

ously contest a newcomer's enlry.

Chaprer 2 Analying s Company’s External Environmen 76

When o company decides an industry is fundamentally uttractive and presents
oo upporunitics. i strong case can he made that it should invest aggressively 10 cup
Lure the oppartusities it sees and 10 Hnprove ity long-tenn competitive position i the
business. When 3 srong competator conclides an industry by refatively unaitractive and
10 opportunity. it may clect 1 sply Proteet its present position. investing cau-
vously i at all and looking for upportunities in other industries. A competitively we:
compiuty in an unattractive mdusiry may sce its best option as finding a buyer. perhaps
vl o acquire iis busimesy

Key Points sections at the end of each chapter
provide a handy summary of essential ideas

KfeeroInts i
and things to remember.

Thinking strategically about & company s externul siution involves prohing For an
swers o the Tollowiing seven guestions;

1. What are the indusery's strategy-shoping economic feaipes Indusenies diter sig
aificantly o such factory as market size and growh rate. the geographic scope of
competitive tivalry. the number wnd relitive sizes of both buyers and sellers, vase
of entry and exit. the exteat of verticul integration, how fast basic technology is
chunging, the exient of scale economiies and learmng-curve effects. the degree of
product stindard or and overall profitability. While seting
the stage for the anlysis 1o come. identifying an industry s economic leatures also
promotes understanding of the Kinds of straiegic moves that industry members are
fikely 10 employ

. Wht kinds of compelisive finves are industry meniers facing, amd how siong is
canch forve The stength of competition is a compusite of five forces. the rivalry
among competing sellers, the presence of antractive substitutes. the potential for
Dew eniry, (e competiiive pressunes stemmnng from suppliec bargaining power
and supplier—seller o and the pressures stemming {rom
huyer bargaining power and seller buyer collaboration. These five forces have 1o
e examined one by vie 1o dentity ihe specific competitive pressures they each
comprise and 10 decide whether these pressures constitule & strong or weith con-
petitive fore, The next step in competition analysis is 10 evatuate the collective
atrength of the five forces and determine whether the atite ol competiiion is con
ducive 1o good profitability. Working through the five-orces model step by siep
ot only aids strategy nakers in sssessing whether the inteasity of competition al-
fows good profitability but also peomotes sound sirategic thinking about how 10
hetter miteh company sirategy W the specific competitive character of the mar
Ketplace. Fflectvely matehing s company s straicgy 10 1he particalar competivne
prcssures and competitive conditions that exist hiss (o aspects: (1) pursuing uv
enues that shield the firm rom as many of the prevailing compentave pressures as
possible, wnd (2) initiating actions calculated to produce sustainable compentive
advantage. thereby shifting comperion in the company’s Tavor, putting added
als. andl perhaps even defining the business model for

Lompetitive prossire on
the industry

3. What furces are driving changes i the indastey., and yohat impact will these

hanges e on competitive intenits and asdustey prefitabilin? Industy and

competitive conditions change hecause forces arc in inetion that ereate meentives

Gr pressires for change. The First phiase is 1o identify the Torces that are driving




