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WELCOME TO
EXPLORING STRATEGY

Strategy is an exciting subject. It's about the overall direction of all kinds of organisations,
from multinationals to entrepreneurial start-ups, from charities to government agencies,
and many more. Strategy raises the big questions about these organisations - how they
grow, how they innovate and how they change. As a manager of today or tomorrow, you
will be involved in shaping, implementing or communicating these strategies.

Our aim in writing Exploring Strategy is to give you a comprehensive understanding of the
issues and techniques of strategy, and to help you get a great final result in your course.
Here's how you might make the most of the text:

® Explore hot topics in cutting-edge issues such as competitive strategy, corporate
governance, innovation and entrepreneurship, international strategy, strategic change
and acquisitions and alliances. '

e Consider the 'key debates’ and the different strategy ‘lenses’ to get new perspectives
and set you on your way to better grades in your assignments and exams.

e Follow up on the recommended readings at the end of each chapter. They're specially
selected as accessible and valuable sources that will enhance your learning and give
you an extra edge in your course work.

After you've registered with the access code included in this book, visit Exploring Strategy at
www.pearsoned.co.uk/mystrategylab to find essential student learning material including:

e The Strategy Experience simulation, which gives you practical hands-on experience of
strategic decision-making in organisations. As a Director of the Board, you must deal with
opportunities as they arise, and your decisions will affect the company’s performance
Choose wisely! ]

® A personalised study plan based on feedback that identifies your strengths and weak-
n"e,ss'es.,then recommends a tailored set of resources that will help to develop your
understanding of strategy.

°® kAUle and video resources, including case studies on IKEA, Land Rover and the Eden
Project, that put a spotlight on strategy in practice.

We want Explormg Strategy to give you what you need: a comprehensive view of the subject,
~ an ambition to put that into practice, and - of course - success in your studies. We hope
that you'll be as excited by the key issues of strategy as we are!

So, read on and good luck!
' Gerry Johnson
Richard Whittington
Kevan Scholes
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PREFACE

We are delighted to offer this ninth edition of Exploring Strategy. With sales of previous editions
above 900,000, we believe we have a well-tried product. Yet the strategy field is constantly
changing. For this edition, therefore, we have thoroughly refreshed each chapter, with new
concepts, new cases and new examples throughout. Here we would like to highlight four
substantial changes, while recalling some of the classic features of the book.

The ninth edition’s principal innovations are:

@ Our new title, Exploring Strategy: we have dropped the reference to ‘Corporate’ in the title
in order to reflect the wide scope the book has always had. To some, ‘corporate’ implied
a focus on large, multi-business commercial organisations. Exploring Strategy is for all
organisations, including small entrepreneurial businesses, not-for-profits and public sector
organisations too.

® A new chapter on Mergers, Acquisitions and Alliances: mergers and acquisitions are an
important method for many strategies, particularly diversification and internationalisation,
and they often grab the headlines. Alliances too are a crucial feature of contemporary
business. We have recognised the importance of these methods by granting them a new
chapter of their own.

® A separate chapter on Strategy Evaluation: in the end, strategies have to be evaluated,
not just described. This chapter introduces key evaluation techniques, financial and non-
financial, encouraging students to apply them and assess their usefulness on real cases.

e A new web-based strategy simulation, the Strategy Experience: our simulation of an
international advertising company gives students the chance to apply strategy frame-
works in action, either individually or in teams. The simulation also provides teachers
with an effective method of assessment and feedback. You can find this simulation at
www.MyStrategylLab.com.

At the same time, Exploring Strategy retains its longstanding commitment to a comprehensive
and real-world view of strategy. In particular, this entails a deep concern for:

® Process: we believe that the human processes of strategy, not only the economics of particu-
lar strategies, are central to achieving long-term organisational success. Throughout the
book, we underline the importance of human processes, but in particular we devote Part III
to processes of strategy formation, implementation and change.

@ Practice: we conclude the book with a chapter on the Practice of Strategy (Chapter 15),
focused on the practicalities of managing strategy. Throughout the book, we introduce
concepts and techniques through practical illustrations and applications, rather than
abstract descriptions.

Many people have helped us with the development of this new edition. Steve Pyle has taken
leadership in coordinating the case collection. We have consulted carefully with our Advisory
Board, made up of experienced adopters of the book. Many other adopters of the book provide
more informal advice and suggestions — many of whom we have had the pleasure of meeting
at our annual teachers’ workshops. This kind of feedback is invaluable. Also, our students and



clients at Sheffield, Lancaster and Oxford and the many other places where we teach are a con-
stant source of ideas and stimulus. We also gain from our links across the world, particularly
in Ireland, The Netherlands, Denmark, Sweden, France, Canada, Australia, New Zealand,
Hong Kong of china, Singapore and the USA. Many contribute directly by providing case studies and
illustrations and these are acknowledged in the text. But for other kinds of contributions we
particularly thank Julia Balogun, Phyl Johnson, John Kind, Donald MacLean, Sam McPherson,
Lance Moir, David Pettifer, Rob Pieters and Basak Yakis-Douglas.

Finally, we thank those organisations that have been generous enough to be written up
as case studies. We hope that those using the book will respect the wishes of the case study
organisations and not contact them directly for further information.

Gerry Johnson (gerry.johnson@lancaster.ac.uk)

Richard Whittington (richard.whittington@sbs.ox.ac.uk)
Kevan Scholes (KScholes@scholes.u-net.com)

May 2010

ADVISORY BOARD
Special thanks are due to the following members of the Advisory Board for their valued
comments:
Clive Choo Nanyang Technological University
David Oliver HEC Montréal
Emiel Wubben Wageningen University
Eric Cassells Oxford Brookes University
Erik Wilberg BI Oslo
Heather Farley University of Ulster
Kenneth Wiltshire University of Queensland

Laure Cabantous

Lisa Barton

Ludovic Cailluet

Marian Crowley-Henry
Martin Lindell

Matthew Hinton

Michael Mayer

Michael O'Keefe

Moira Fischbacher-Smith
Shigefumi Makino

Nottingham University

Cardiff University

IAE Toulouse

Dublin Institute of Technology
Hanken School of Economics

The Open University

University of Bath

King's College London

University of Glasgow

The Chinese University of Hong Kong

PREFACE xXiii



EXPLORING STRATEGY

This ninth edition of Exploring Strategy builds on the established strengths of this best-selling
textbook. A range of in-text features and supplementary features have been developed to

enable you and your students to gain maximum added value from the teaching and learning
of strategy.

Outstanding pedagogical features. Each chapter has clear learning outcomes, practical
questions associated with real-life illustrations and examples which students can easily
apply to what they have learnt.

Flexibility of use. You can choose to use either the Text and Cases version of the book, or —
if you don’t use longer cases (or have your own) — the Text-only version. The provision of
Key Debates, Commentaries and Strategy ‘Lenses’ allow you to dig deeper into the tensions
and complexity of strategy.

The two versions are complemented by a concise version of the text, Fundamentals of Strategy, and
instructors also have the option of further customising the text. Visit www.pearsoned.co.uk/
CustomPublishing for more details.

Up-to-date materials. As well as a new chapter on mergers, acquisitions and alliances, we
have fully revised the other chapters, incorporating new research and updating references
so that you can easily access the latest research.

Encouraging critical thinking. As well as the Strategy Lenses, we encourage critical think-

ing by ending each chapter with a ‘key debate’, introducing students to research evidence
and theory on key issues of the chapter and encouraging them to take a view.

Our ‘three circles’ model — depicting the overlapping issues of strategic position, strategic
choices and strategy-in-action — also challenges a simple linear, sequential view of the strategy
process.

Case and examples. A wide range of Illustrations, Case Examples and (in the Text and Cases
version) longer Case Studies are fresh and engage with student interests and day-to-day
experience. The majority of these are entirely new to this edition; we have extensively revised
the remainder. Finally, we draw these examples from all over the world and use examples
from the public and voluntary sectors as well as the private.

Teaching and learning support. You and your students can access a wealth of resources at

www.pearsoned.co.uk/mystrategylab, including the following:

For students

@ The Strategy Experience simulation, which puts the student in the driving seat and
allows them to experience the real world of strategic decision-making.

® A personalised study plan that helps students focus their attention and efforts on the
areas where they're needed the most.

@ Flashcards, a multilingual glossary, and weblinks for revision and research.



EXPLORING STRATEGY XXV

For instructors

# An Instructor’s Manual which provides a comprehensive set of teaching support, includ-
ing guidance on the use of case studies and assignments, and advice on how to plan a
programme using the text.

» PowerPoint slides.
@ A test-bank of assessment questions.

# Classic Cases from previous editions of the book.
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-> Critical thinking and further study

ATW CHARTER Y INNDVATION AND ENTREFHENEURSHIF

KEY DEBATE

Tha tameus Auatran acanomist Joseph Schurrpeter
propusad that -

| Are Large firms better innovators than small firms?

e

Thers hes been plenty of resesrch on whether

innavative than small hrme. Thin proposiion is

vative. Some resaarchars have focused o the input J
borig .

of strategy.

Mory scientns sed engineers irom leavng thew
| 13730 67 emphorer 10 o4t p D e vacaren 1

Oy research intanaien 4 Yerrma of RAD srpents-
5% 3 & perraniage of sslen Oiher revsarchers

| 10 Mowp o buying up wall nmeraii. et ané
\ sartung them s thae s Carzorate g

8 whether Large (v hows pregaranataly grsater
fumbers af putents far isnevatons. There i no

ot huge,
\ mmummumum
innovalion m computer sotiware:
Sehumpetse s progasibon for \he sdventages of
arge frms i innevation has sererdt pons in s
|
| @ Larye frms nove greater and mare Gacse
| reseurces. haiing fhar e g logathe 38 e

Howmvor. findings suggest that 1o
genaral |
® Larye firma are retatively |ass research imtenarer
1 by tachastogy oustnen, lor sxampie e
sottmare

GUIDED TOUR XXvii

The Key debate at the end of each chapter invites
you to reflect on topical and contentious questions

troes.
® Large firms are reistwely mere moveie i et
e e (o i mamudacireg induatres

| ® Large firms may hive & grester progensity for
onovation risk. Knawing that the can sbsorh the

1 soomne at the rasearch os fac cannst provite
tema

|
i
|

© Lirge hrmms have beter ncenties 1o
| rresciaydylgesdip el dpessend
Capialin on rememation, having i 1he reured.

/

vl b 1l et fest md b e amret

O the oiter hand.thary aev goed rvanems mey small
| e i b ars e
» Sl firma are typicaily mare cohwsve, so that

| @ Sl frms arw typically more Nesitte and less

DUTEAUCTRLIC 48 INAE My Can intvate taster and
mars baldly

-

i gaitedy

LI p——
WORK ASSIGNMENTS @ |
|
e |
02e |
i |
comaany + investars are Uksly to banat mors? |
1030 |
e compatine
o8
scgumvons.

Integrative assignmant

104
Types of entreproneur?
- VIDED ASSIGNMENT @j
Work and Video assignments at the R 7w )
end of each chapter provide stimulating e 5 s [ = fo
questions which encourage you to AecoMMENDED KEr REAOIS
explore key concepts and applications. )t bk s s e 4 o e S |
B e e e e e e m
i PR
fovpstpoprdr ooy
S COMMENTARY ON PART | THE STRATEGIC POSITION

Commentaries at the
end of each part of the
book present a view of
strategy through four
‘lenses’ to help you see
strategic issues in
different ways.

P-un—n-n—-l—d—-t—-—--—\—-—.

these @ficremt Sorces i problermatic. Not only wrw thers many of them. bot e (her el are dificul te
peedict

¢ therelore chalkging lor managers. In (his Commentary the four strategy lenses introducod i the initial

The sxperience sas suggest that s (moerant fo:




BRIEF CONTENTS

Chapter 1 Introducing strategy 2
Commentary The strategy lenses 27
Part | THE STRATEGIC POSITION 45
Introduction to Part | 46
Chapter 2 The environment 48
Chapter 3 Strategic capabilities 82
Chapter 4 Strategic purpose 118
Chapter 5 Culture and strategy 156
Commentary on Part | The strategic position 190
Part Il STRATEGIC CHOICES 193
Introduction to Part |l 194
Chapter 6 Business strategy 196
Chapter 7 Corporate strategy and diversification 230
Chapter 8 International strategy 264
Chapter 9 Innovation and entrepreneurship 294
Chapter 10 Mergers, acquisitions and alliances 326
Commentary on Part Il Strategic choices 356
Part Ill STRATEGY IN ACTION 359
Introduction to Part Ill 361
Chapter 11 Evaluating strategies 362
Chapter 12 Strategy development processes 396
Chapter 13 Organising for success 430
Chapter 14 Leadership and strategic change 462
Chapter 15 The practice of strategy 498
Commentary on Part Ill Strategy in action 532
CASE STUDIES 535
Glossary 745
Index of names 751
General index 755

Acknowledgements 771



CONTENTS

List of illustrations and key debates
List of figures
List of tables

Preface

Exploring Strategy
Guided tour

1 INTRODUCING STRATEGY

1.3
1.4
1.5

1.6

Introduction

What is strategy?

1.2.1 Defining strategy

1.2.2 Levels of strategy
1.2.3 Strategy statements
Working with strategy
Studying strategy

The Exploring Strategy Model
1.5.1 Strategic position
1.5.2 Strategic choices

1.5.3 Strategy in action
1.5.4 Exploring strategy in different contexts
The strategy lenses

Summary

Work assignments

Recommended key readings

References

Case example: Glastonbury - from hippy weekend to international festival

Commentary The strategy lenses

PART I
THE STRATEGIC POSITION

Introduction to Part |

2 THE ENVIRONMENT

2.1

Introduction

2.2 The macro-environment

2.2.1 The PESTEL framework
2.2.2 Building scenarios

Xvi
xviii
xxi
xxii
XXiv
XXVi

NWWww N

11
14
16
17
18
19
20
22
22
23
23
24

27

46

48

49
50
50
51



viii CONTENTS

2.3 Industries and sectors 54
2.3.1 Competitive forces - the five forces framework 54
2.3.2 The dynamics of industry structure 62

2.4 Competitors and markets 69
2.4.1 Strategic groups 69
2.4.2 Market segments 71
2.4.3 Blue Ocean thinking 73

2.5 Opportunities and threats 74

Summary 76

Video assignment 76

Work assignments 77

Recommended key readings 77

References 78

Case example: Global forces and the Western European brewing industry 79

3 STRATEGIC CAPABILITIES 82

3.1 Introduction 83

3.2 Foundations of strategic capability 84
3.2.1 Resources and competences 84
3.2.2 Dynamic capabilities 85
3.2.3 Threshold and distinctive capabilities 87

3.3 'VRIN' strategic capabilities as a basis of competitive
advantage 89
3.3.1 V -value of strategic capabilities 90
3.3.2 R -rarity 90
3.3.3 | - inimitability 91
3.3.4 N - non-substitutability 93
3.3.5 Organisational knowledge as a basis of competitive

advantage 94

3.4 Diagnosing strategic capabilities 96
3.4.1 Benchmarking 926
3.4.2 The value chain and value network 97
3.4.3 Activity systems 102
3.4.4 SWOT 106

3.5 Managing strategic capability 108
3.5.1 Managing activities for capability development 109
3.5.2 Managing people for capability development 109

Summary 111

Work assignments 112

Video assignment 112

Recommended key readings 113

References 113

Case example: ‘Inside Dyson': a distinctive company? 115

4 STRATEGIC PURPOSE 118

4.1 Introduction 119

4.2 Organisational purpose: values, mission, vision and objectives 120



