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What Is Strateqy
and the Strategic
Management Process?

The music busi-
ness is a mess.

U.S. music sales

were down 8.2 per-

with each other,
Napster opened
up the possibility
that people could

cent in 2002. Most
major record labels have seen their
profit margins fall from 15 to 20
percent in the late 1980s to below 5
percent currently. In 2003, many of
these labels—including BMG, EMI,
and Sony Music—laid off thou-
sands of employees. Even artists
like Metallica and Dr. Dre have
complained that the structure of the
music industry is fundamentally
flawed and needs to be redesigned.
Singer-songwriter Sheryl Crow
recently observed: “This industry

N

What Has Napster
Wrought?

has been in such a funk. It really
needs something . . . to get it going
again.” In fact, everyone associated
with the music business is
unhappy—except consumers.

Consumers have never been happier.

Of course, it all began with
Napster. A Web site where con-
sumers could trade digital music

download an

entire music library to their hard
drive and burn CDs, all for free.
Not surprisingly, Napster’s
founder, Shawn Fanning, got a
louder reception than any of the
bands when he was introduced at
the MTV Music Video Awards.

And while the original
Napster was found to violate U.S.
copyright laws and was forced out
of business, free online download-
ing continues. Indeed, some
researchers suggest that there was a



Learning Objectives

After reading this chapter, you should be able to:

1. Define the concept of strategy.

2. Describe the strategic management process.

3. Define competitive advantage and its relationship to economic value

creation.

4. Describe two different measures of competitive advantage.

5. Explain the difference between emergent and intended strategies.

6. Discuss the importance of understanding a firm’s strategy even if you are not
a senior manager in a firm.

7. Describe how the strategic management process can be extended to include
international business activities.

35 percent increase in free down-
loaded music from 2002 to 2003,
despite several well-publicized pros-
ecutions of individual file swappers.

Current free music down-
load Web sites—like KaZaA,
eDonkey, and Bit Torrent—operate
on the margin of the law.
However, since these Web sites do
not reside on a single server, their
proprietors are difficult to identify
and prosecute.

The great irony is that, his-
torically, the creation of new music
formats has always enhanced the
profitability of record labels. From
the 78-rpm single of the 1930s and
1940s, to the 33-rpm long-playing

record of the 1950s and 1960s, to
the cassette tapes of the 1970s and
1980s, and the compact discs of
the 1990s, every time a new
recording format has been intro-
duced, record company profits
have soared. This has been the
case even though some of these
formats—including cassette tapes
and burnable CDs—were not copy
protected. But, so far, no record
company has figured out how to
make a profit from downloading
music off the Internet.

Now, iTunes, Rhapsody,
Sony Connect, and Wal-Mart
Music Downloads have all
recently entered the fee-based
Internet music download market.
These companies contract with
various record companies to make
music available to consumers over
the Web for a fee. That way, record
companies (and artists) are com-
pensated for producing music,
these Web sites earn a profit, and
consumers have the opportunity
to legally download music—albeit
for a fee.

These and other fee-based
music download firms have
adopted two distinct strategies.



