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INTRODUCTION

In our first edition, we set out to produce a different kind of textbook in the field
of business policy or, as it is now more popularly called, strategic management. We
tried to provide the reader with a richness of theory, a richness of practice, and a
strong basis for linkage between the two. We rejected the strictly case study ap-
proach, which leaves theory out altogether, or soft-pedals it, and thereby denies the
accumulated benefits of many years of careful research and thought about man-
agement processes. We also rejected an alternate approach that forces on readers a
highly rationalistic model of how the strategy process should function. We colla-
borated on this book because we believe that in this complex world of organiza-
tions a range of concepts is needed to cut through and illuminate particular aspects
of that complexity. There is no “one best way” to create strategy, nor is there “one
best form” of organization. Quite different forms work well in particular contexts.
We believe that exploring a fuller variety systematically will create a deeper and
more useful appreciation of the strategy process. In this revised edition, we remain
loyal to these beliefs and objectives, having concentrated our efforts on improving
the material we have included to reflect them. While maintaining the basic outline
of the book, we replaced, added, and revised a great many of its specific compo-
nents. In particular, 14 of the readings are new to this edition and 13 have been re-
vised; about one-third of the cases are likewise new, while another one-third more
have been shortened, revised, or updated based on the last few years’ teaching ex-
perience and professors’ suggestions. Most important, all the new cases contain a
strong international competitive focus representing the global dimensions of
today’s major strategy issues. There are new cases involving both Japanese and Eu-
ropean companies, as well as the new joint ventures used in worldwide competi-
tion in both professional services and manufacturing companies. You will find that
cases on Honda Motor, Ford: Team Taurus, New Steel Corp., Biogen N.V., and
PRA&D raise issues on the cutting edge of strategy for the 1990s.

This text, unlike most others, is therefore eclectic. Presenting published arti-
cles and portions of other books in their original form, rather than filtered through
our minds and pens, is one way to reinforce this variety. Each author has his or her
own ideas and his or her own best way of expressing them (ourselves included!).
Summarized by us, these readings would lose a good deal of their richness.

We do not apologize for contradictions among the ideas of leading thinkers.
The world is full of contradictions. The real danger lies in using pat solutions to a
nuanced reality, not in opening perspectives up to different interpretations. The ef-
fective strategist is one who can live with contradictions, learn to appreciate their
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causes and effects, and reconcile them sufficiently for effective action. The read-
ings have, nonetheless, been ordered by chapter to suggest some ways in which that
reconciliation can be considered. Our own chapter introductions are also intended
to assist in this task and to help place the readings themselves in perspective.

A word on theory is in order. We do not consider theory a dirty word, nor do we
apologize for making it a major component of this book. To some people, to be
theoretical is to be detached, impractical. But a bright social scientist once said that
“there is nothing so practical as a good theory.” And every successful doctor, engi-
neer, and physicist would have to agree: they would be unable to practice their
modern work without theories. Theories are useful because they shortcut the need
to store masses of data. It is easier to remember a simple framework about some
phenomenon that it is to consider every detail you ever observed. In a sense,
theories are a bit like cataloging systems in libraries: the world would be impossibly
confusing without them. They enable you to store and conveniently access your
own experiences as well as those of others.

One can, however, suffer not just from an absence of theories, but also from
being dominated by them without realizing it. To paraphrase the words of John
Maynard Keynes, most “practical men™ are the slaves of some defunct theorist.
Whether we realize it or not, our behavior is guided by the systems of ideas that we
have internalized over the years. Much can be learned by bringing these out in the
open, examining them more carefully, and comparing them with alternative ways
to view the world—including ones based on systematic study (that is, research).
One of our prime intentions in this book is to expose the limitations of conven-
tional theories and to offer alternate explanations that can be superior guides to
understanding and taking action in specific contexts.

Prescriptive Versus Descriptive Theory

Unlike many textbooks in this field, this one tries to explain the world as it is,
rather than as someone thinks it is supposed to be. Although there has sometimes
been a tendency to disdain such descriptive theories, prescriptive (or normative)
ones have often been the problem, rather than the solution, in the field of manage-
ment. There is no one best way in management; no prescription works for all or-
ganizations. Even when a prescription seems effective in some context, it requires
a sophisticated understanding of exactly what that context is and how it functions.
In other words, one cannot decide reliably what should be done in a system as
complicated as a contemporary organization without a genuine understanding of
how that organization really works. In engineering, no student ever questions hav-
ing to learn physics, in medicine, having to learn anatomy. Imagine an engineering
student’s hand shooting up in a physics class: “Listen, prof, it’s fine to tell us how
the atom does work. But what we really want to know is how the atom should
work.” Why should a management student’s similar demand in the realm of strat-
egy or structure be considered any more appropriate? How can people manage
complex systems they do not understand?

Nevertheless, we have not ignored prescriptive theory when it appears useful.
A number of prescriptive techniques (industry analysis, portfolio analysis, experi-
ence curves, etc.) are discussed. But these are associated both with other readings
and with cases that will help you understand the context and limitations of their



usefulness. Both cases and readings offer opportunities to pursue the full complex-
ity of strategic situations. You will find a wide range of issues and perspectives ad-
dressed. One of our main goals is to integrate a variety of views, rather than allow
strategy to be fragmented into just “human issues” and “economics issues.” The

text and cases provide a basis for treating the full complexity of strategic manage-
ment.
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ON SOURCES

How were all the readings selected and edited? One popular textbook boasted a few
years back that all its readings were published since 1980 (except one dated 1979").
We make no such claim; indeed we would like to make quite a different boast;
many of our readings have been around quite a while, long enough to mature, like
fine wine. Our criterion for inclusion was not the newness of the article so much as
the quality of its insight—that is, its ability to explain some aspect of the strategy
process better than any other article. Time does not age the really good articles.
Quite the opposite—it distinguishes their quality (but sometimes it brings us back
to the old habits of masculine gender; we apologize to our readers for this). We are,
of course, not biased toward old articles—just toward good ones. Hence, the mate-
rials in this book range from classics of the 1950s to some published just before our
final selection was made (as well as a few hitherto unpublished pieces). You will
find articles from the most serious academic journals, the best practitioner maga-
zines, books, and some very obscure sources. The best can sometimes be found in
strange places!

We have opted to include many shorter readings rather than fewer longer
ones, and we have tried to present as wide a varitey of good ideas as possible while
maintaining clarity. To do so we often had to cut within readings. We have, in fact,
put a great deal of effort into the cutting in order to extract the key messages of
each reading in as brief, concise, and clear a manner as possible. Unfortunately,
our cutting sometimes forced us to eliminate interesting examples and side issues.
(In the readings, as well as some of the case materials from published sources, dots
... signify portions that have been deleted from the original, while square brackets
[ ] signify our own insertions of minor clarifications into the original text.) We
apologize to you, the reader, as well as to the authors, for having done this, but
hope that the overall result has rendered these changes worthwhile.

We have also included a number of our own works. Perhaps we are biased,
having less objective standards by which to judge what we have written. But we
have messages to convey, too, and our own writings do examine the basic themes
that we feel are important in policy and strategy courses today.

ON CA

o)

A major danger of studying the strategy process—probably the most enticing sub-
ject in the management curriculum, and at the pinnacle of organizational pro-
cesses—is that students and professors can become detached from the basics of the
enterprise. The “Don’t bore me with the operating details; I’'m here to tackle the
really big issues” syndrome has been the death of many business policy or strategy
courses (not to mention managerial practices!). The big issues are rooted in little
details. We have tried to recognize this in both the readings and the cases. Effective
strategy processes always come down to specifics. The cases and the industry refer-
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ence notes provide a rich soil for investigating strategic realities. Their complexities
always extend well below the surface. Each layer peeled back can reveal new in-
sights and rewards.

As useful as they are, however, cases are not really the ideal way to under-
stand strategy: involving oneself in the hubbub of life in a real organization is. We
harbor no illusions that reading 20 pages on an organization will make you an ex-
pert. But cases remain the most convenient way to introduce practice into the
classroom, to tap a wide variety of experiences, and to involve students actively in
analysis and decision making. Our cases consciously contain both their prescrip-
tive and descriptive aspects. On the one hand, they provide the data and back-
ground for making a major decision. Students can appraise the situation in its full
context, suggest what future directions would be best for the organization in ques-
tion, and discuss how their solutions can realistically be implemented. On the
other hand, each case is also an opportunity to understand the dynamics of an or-
ganization—the historical context of the problems it faces, the influence of its cul-
ture, its probable reactions to varying solutions, and so on. Unlike many cases
which focus on only the analytical aspects of a decision, ours constantly force you
to consider the messy realities of arriving at decisions in organizations and obtain-
ing a desired response to any decision. In these respects, case study involves a good
deal of descriptive and prescriptive analysis.

Linking Cases and Readings

The cases in this book are not intended to emphasize any particular theories, any
more than the theoretical materials are included because they explain particular
cases. Each case presents a slice of some specific reality, each reading a conceptual
interpretation of some phenomenon. The readings are placed in particular group-
ings because they approach some common aspects or issues in theory.

We have provided some general guidelines for relating particular cases to sets
of readings. But do not push this too far: analyze each case for its own sake. Cases
are intrinsically richer than readings. Each contains a wide variety of issues—many
awfully messy—in no particular order. The readings, in contrast, are usually neat
and tidy, professing one or a few basic conceptual ideas, and providing some spe-
cific vocabulary. When the two connect—sometimes through direct effort, more
often indirectly as conceptual ideas are recalled in the situation of a particular case
—some powerful learning can take place in the form of clarification or, we hope,
revelation.

Try to see how particular theories can help you to understand some of the
issues in the cases and provide useful frameworks for drawing conclusions. Perhaps
the great military theorist, Von Clausewitz, said it best over a century ago (to bor-
row a quotation from one of our readings of Chapter 1):

All that theory can do is give the artist or soldier points of reference and standards of
evaluation . . . with the ultimate purpose not of telling him how to act but of develop-
ing his judgment. (1976:15)

In applying the theory to cases, please do not assume that it is only the read-
ings cross referenced with the case that matter. We have designed the book so that
the textual materials develop as the chapters unfold. Concepts introduced in earlier
chapters become integrated in the later ones. And early cases tend to build knowl-
edge for those appearing later. Problems and their organizational context move
from the simple to the more complex. Space limitations and the structured nature



of theories require some compartmentalization. But don’t take that compartmen-
talization too literally. In preparing each case, use whatever concepts you find
helpful both from chapters of this book and from your personal knowledge. The
cases themselves deal with real people in real companies. The reality they present is
enormously complicated; their dynamics extend to today’s newspaper, and Who'’s
Who, or any other reference you can imagine. Use any sound source of informa-
tion that helps you to deal with them. Part of the fun of policy or strategy courses is
understanding how major decisions happened to be made and what were their
subsequent consequences—local, national, even international.

These are all living cases. In the strictest sense they have no beginning or end.
They have been written in as lively a style as possible; we do not believe business
school cases need be dull! Each case deals with a major transition point in the his-
tory of an enterprise. Each can be used in a variety of ways to emphasize a particu-
lar set of concepts at a particular time in the course. Many lend themselves to
sophisticated financial, industry, portfolio, and competitive analyses as well as dis-
cerning organizational, behavioral, and managerial practice inquiries. And many
contain entrepreneurial and technological dimensions rarely found in strategy
cases. Trying to figure out what is going on should be challenging as well as fun!

Case Discussion

Management cases provide a concrete information base for students to analyze
and share as they discuss management issues. Without this focus, discussions of
theory can become quite confusing. You may have in mind an image of an organi-
zation or situation that is very different from that of other discussants. As a result,
what appars to be a difference in theory will—after much argument—often turn
out to be simply a difference in perception of the realities surrounding these exam-
ples.

In this text we try to provide three levels of learning: first, a chance to share
the generalized insights of leading theoreticians (in the readings); second, an oppor-
tunity to test the applicability and limits of these theories in specific (case) situa-
tions; third, the capacity to develop one’s own special amalgam of insights based
upon empirical observations and inductive reasoning (from case analyses). All are
useful approaches; some students and professors will find one mix more produc-
tive for their special level of experience or mind set. Another will prefer a quite dif-
ferent mix. Hence, we include a wide selection of cases and readings.

The cases are not intended as examples of either weak or exceptionally good
management practices. Nor, as we noted, do they provide examples of the con-
cepts in a particular reading. They are discussion vehicles for probing the benefits
and limits of various approaches. And they are analytical vehicles for applying and
testing concepts and tools developed in your education and experience. Almost
every case has its marketing, operations, accounting, financial, human relations,
planning and control, external environmental, ethical, political, and quantitative
dimensions. Each dimension should be addressed in preparations and classroom
discussions, although some aspects will inevitably emerge as more important in
one situation than another.

In each case you should look for several sets of issues. First, you should un-
derstand what went on in that situation. Why did it happen this way? What are the
strong or weak features of what happened? What could have been changed to ad-
vantage? How? Why? Second, there are always issues of what should be done next.
What are the key issues to be resolved? What are the major alternatives available?
What outcomes could the organization expect from each? Which alternative
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should it select? Why? Third, there will almost always be “hard” quantitative data
and “soft” qualitative impressions about each situation. Both deserve attention.
Because the cases deal with real companies, and real people, in real situations, their
data bases can be extended as far as students and professors wish. They only have
to consult their libraries and daily newspapers.

But remember, no realistic strategy situation is jus¢ an organization behavior
problem or just a financial or economic analytical one. Both sets of information
should be considered, and an integrated solution developed. Our cases are con-
sciously constructed for this. Given their complexity we have tried to keep the
cases as short as possible. And we have tried to capture some of the flavor of the
real organization. Moreover, we have sought to mix product and services cases,
technological and “nontech” cases, entrepreneurial, small company, and large en-
terprise situations. In this cross section, we have tried to capture some of the most
important and exciting issues, concepts, and products of our times. We believe
management is fun, and important. The cases try to convey this.

There is no “correct” answer to any case. There may be several “good”™ an-
swers and many poor ones. The purpose of a strategy course should be to help you
understand the nature of these “better” answers, what to look for, how to analyze
alternatives, and how to see through the complexities of reaching solutions and
implanting them in real organizations. A strategy course can only improve your
probability of success, not ensure it. The total number of variables in a real strategy
situation is typically beyond the control of any one person or group. Hence an-
other caveat: don’t rely on what a company actually did as a guide to effective ac-
tion. The company may have succeeded or failed not because of its specific
decisions, but because of luck, an outstanding personality, the bizarre action of an
opponent, international actions over which it had no control, and so on. One of
the products of a successful strategy course should be a little humility.

Case Study Guides

We have posed a few questions at the end of each case as discussion guides. Stu-
dents have generally found these helpful in organizing their thinking about each
case. If you answer these questions well, you can probably deal with anything that
comes up in class. But each professor may conduct his or her class in a quite differ-
ent fashion. The questions should help you see relevant issues, but they should not
limit your thinking. From time to time there are intermediate “decision points” in
a case. Work on the material up to that point just as you would a short case. The
case materials immediately following these decision points consciously leave out
much detail on what might have happened so that you can arrive at your own spe-
cific solutions. Later you can see them in the context of a longer time horizon,
much like a mystery story unfolding in phases. Analyze the specific situations,
consider alternatives, and arrive at specific conclusions—understanding that later
events might have looked a bit different if your solution had been implemented.
Like any good mystery story, a case provides many clues, never all, but, surpris-
ingly, sometimes more than executives might have had time to absorb in the real
situation.

Believing that no “canned approach” is viable for all strategic situations, we
have selected cases that cut across a variety of issues and theoretical constructs. Al-
most any of these cases is so complex that it can be positioned at a number of dif-
ferent spots in a good strategy course. We have clustered them around the three
major segments of the text for convenience to students and professors. But the
cases could equally well be taught in a number of other sequences. We leave the
final case selection to the style and wisdom of the professor and his or her students.



THIS BOOK’S STRUCTURE

Not Formulation, Then Implementation

The first edition of this text offered a chapter format that was new to the policy or
strategy field. Unlike most others, it had no specific chapter or section devoted to
“implementation” per se. The assumption in other texts is that strategy is formu-
lated and then implemented, with organizational structures, control systems, and
the like following obediently behind strategy. In this text, as in reality, formulation
and implementation are intertwined as complex interactive processes in which pol-
itics, values, organizational culture, and management styles determine or constrain
particular strategic decisions. And strategy, structure, and systems mix together in
complicated ways to influence outcomes. While strategy formulation and imple-
mentation may be separated in some situations—perhaps in crises, in some totally
new ventures, as well as in organizations facing predictable futures—these events
are rare. We certainly do not believe in building a whole book (let alone a whole
field) around this conceptual distinction.

But Concepts, Then Contexts

The readings are divided roughly into two different parts. The first deals with con-
cepts, the second with contexts. We introduce strategy and structure as well as
power, culture, and several other concepts early in the text as equal partners in the
complex web of ideas that make up what we call “the strategy process.” In the sec-
ond half of the text we weave these concepts together in a number of distinct situa-
tions, which we call contexts.

Our theme diagram illustrates this. Concepts, shown on top, are divided into
two groups—strategy and organization—to represent the first two sections of the
book. Contexts draw all these concepts together, in a variety of situations—cov-
ered in the third section—which we consider the key ones in the field of strategy
today (though hardly the only ones). The outline of the text, chapter by chapter,
proceeds as follows:

Section I: Strategy

The first section is called “Strategy™; it comprises five chapters (two introductory
in nature and three on the processes by which strategy making takes place).
Chapter 1 introduces the strategy concept and probes the meaning of this impor-
tant word to broaden your view of it. Here the pattern is set of challenging you to
question conventional views, especially when these act to narrow perspectives. The
themes introduced in this chapter carry throughout the book and are worth care in
understanding.

Chapter 2 introduces a very important character in this book, the strategist as
general manager. This person may not be the only one who makes strategy in an
organization, but he or she is clearly a key player. In examining the work of the
general manager and the character of his or her job, we shall perhaps upset a
number of widely accepted notions. We do this to help you understand the very
real complexities and difficulties of making strategy and managing in contempo-
rary organizations.

Chapters 3, 4, and 5 take up a theme that is treated extensively in the text—
to the point of being reflected in its title: the development of an understanding of
the processes by which strategies are made. Chapter 3 looks at formulating strategy,
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specifically at some widely accepted prescriptive models for how organizations
should go about developing their strategies. Chapter 4 extends these ideas to more
formal ways of doing strategy analysis and considering what, if any, “generic”
forms a strategy can take. While readings in later chapters will challenge some of
these precepts, what will not be questioned is the importance of having to under-
stand them. They are fundamental to appreciating the strategy process today.

Chapter 5 switches from a prescriptive to a descriptive approach. Concerned
with understanding strategy formation, it considers how strategies actually do form
in organizations (not necessarily by being formulated) and why different processes
may be effective in specific circumstances. This text takes an unconventional
stand by viewing planning and other formal approaches as not the only—and often
indeed not even the most desirable—ways to make strategy. You will find our em-
phasis on the descriptive process—as an equal partner with the more traditional
concerns for technical and analytical issues—to be one of the unifying themes of
this book.

Section II: Organization

In Section I, the readings introduced strategy, the strategist, and various ways in
which strategy might be formulated and does in fact form. In Section II, entitled
Organization, we introduce other concepts that constitute part of the strategy proc-
ess.



In Chapter 6, we consider structure and systems, where particular attention is
paid to the various forms that structure can take as well as the mechanisms that
comprise it. In Chapter 7, we consider culture, especially how strong systems of be-
liefs, called “ideologies,” impact on organizations and their strategies and so influ-
ence their effectiveness. In Chapter 8, power is the focus. We consider two aspects
of power: first, the distribution of power among the various actors within the or-
ganization and its links to political activity; second, the organization as a political
entity in its own right and its power to pursue its own ends, whether or not respon-
sibly, in the face of opposing forces in society. Both aspects will be seen to influ-
ence significantly the processes by which strategies are formulated or form.

Section III: Context

Section 111 is called Context. We consider how all of the elements introduced so far
—strategy, the processes by which it is formulated and gets formed, the strategist,
structure, systems, culture and power—combine to suit particular contexts, six in
all.

Chapter 9 deals with the entrepreneurial context, where a rather simple
organization comes under the close control of a strong leader, often a person with
vision. Chapter 10 examines the mature context, one common to many large busi-
ness and government organizations involved in the mass production or distribu-
tion of goods or services. Chapter 11 introduces the diversified context, and deals
with organizations that have diversified their product or service lines and usually
divisionalized their structures to deal with the greater varieties of environments
they face.

Chapters 12 and 13 develop the contexts of professionalism and innovation,
both involving organizations of high expertise. In the professional context, the ex-
perts work relatively independently in rather stable conditions, while in the inno-
vation context, they combine in project teams under more dynamic conditions.
What these two contexts have in common, however, is that they act in ways that
upset many of the widely accepted notions about how organizations should be
structured and make strategy.

In considering each of these widely different contexts, we seek to discuss
(where appropriate material is available) the situations in which each is most likely
to be found, the structures most suited to it, the kinds of strategies that tend to be
pursued, the processes by which these strategies tend to be formed and might be
formulated, and the social issues associated with the context.

Chapter 14 is devoted not so much to a specific context as to managing
change between contexts, or within a context (which we can, of course, character-
ize as the context of change). The major concerns are how organizations can cope
with crises, turnarounds, revitalizations, and new stages in their own life cycles or
those of their key products.

The readings end in Chapter 15 on a provocative note, designed to encourage
thinking strategically, about strategy itself and the whole process of management.

Well, there you have it. We have worked hard on this book, in both the origi-
nal and this revised edition, to get it right. We have tried to think things through
from the basics, with a resulting text that in style, format, and content is unusual
for the field of policy or strategy. Our product may not be perfect, but we believe it
is good—indeed better than any other text available. Now it’s your turn to find out
if you agree. Have fun doing so!

XX
INTRODUCTION
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