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PREFACE

This seventh edition of Strategic Management: Formulation, Implementation, and
Control is both the culmination of over 20 years of work by many people and a major
revision designed to accommodate the needs of strategy students in the 21st century.
These are exciting times and we are excited about the many new developments in this
book and the accompanying McGraw-Hill supplements. This preface describes what
we have done to make the seventh edition uniquely effective in preparing students for
strategic decisions in tomorrow’s fast-paced global business arena. It also allows us the
opportunity to recognize many outstanding contributors.

The seventh edition of Strategic Management: Formulation, Implementation, and
Control is divided into 12 chapters that provide a thorough, state-of-the-art treatment
of the critical business skills needed to plan and manage strategic activities. Each chap-
ter has been filled with new, current real-world examples to illustrate concepts in com-
panies students recognize and regularly read about in the news around the world.
Strategic ramifications of topics like executive compensation, E-commerce, the Inter-
net, entrepreneurship, ethics, continuous improvement, virtual organization, cultural
diversity, outsourcing, strategic alliances, and the global economy can be found across
several chapters in this seventh edition. While the text continues a solid academic con-
nection, students will find the text material to be practical, skills oriented, and relevant
to their jobs.

We are excited and honored to have been selected by Business Week to be their ex-
clusive strategic partner among strategic management textbooks. Their editors were
very comfortable with the framework we use to explain strategic management and our
emphasis on practical, relevant coverage in our text. We were thrilled to have unlim-
ited access to the world’s best business publication to create examples, illustration
modules, and various cases. The result is an extensively enhanced text and cases ben-
efiting from hundreds of contemporary examples and illustrations provided by Busi-
ness Week writers worldwide. You will see Business Week’s impact on our discussion
case feature, our Strategy in Action modules, our cases, and our web site. Of course,
we are also pleased with several hundred examples blended into the text material,
which came from recent issues of Business Week or http://www.businessweek.com.
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An Overview of Qur Text Material

The seventh edition continues to use a model of the strategic management process as
the basis for the organization of the text material. Previous adopters have identified
that model as a key distinctive competence for our text because it offers a logical flow,
distinct elements, and an easy-to-understand guide to strategic management. The
model has been modestly refined to reflect strategic analysis at different organizational
levels as well as the importance of internal analysis in the strategic management
process. Adopters see quickly and feel comfortable that the model and subsequent
structure continue to provide a student-friendly approach to the study of strategic man-
agement.

The text material is divided into 12 chapters. The first chapter provides an overview
of the strategic management process and explains what students will find as they use
this book. The remaining 11 chapters cover each part of the strategic management
process and techniques that aid strategic analysis, forecasting, decision making, im-
plementation, and control.

The literature and research in the strategic management area have developed at a
rapid pace in recent years in both the academic and business press. This seventh edi-
tion includes several revisions designed to incorporate major developments from both
these sources. While we have sought to include cutting-edge concepts, we have em-
phasized straightforward, logical, and simple presentation so that students can grasp
these new ideas without additional reading. Some of the revisions that deserve partic-
ular note are:

Corporate Social Responsibility This seventh edition overall, the integrative model for
the book, and Chapter 2 on company mission and direction all give added emphasis to
the issue of corporate social responsibility. Many collegiate business schools have de-
cided that stand-alone courses in business ethics and social responsibility are no longer
necessary. Such decisions make it important that all other business courses accept a
greater role in discussing the relevant topics. Our revision helps professors fulfill this
obligation by presenting a balanced discussion and useful guidelines to students and
managers on key topics in corporate social responsibility.

Agency Theory  Of the recent approaches to corporate governance and strategic man-
agement, probably none has had a greater impact on managerial thinking than agency
theory. While the breadth and measurement of its usefulness continue to be hotly de-
bated, students of strategic management need to understand the role of agency in our
free enterprise, capitalistic system. This seventh edition of Strategic Management pre-
sents agency theory in a coherent and practical manner. We believe that it arms stu-
dents with a cutting-edge approach to increasing their understanding of the priorities
of executive decision making and strategic control.

Resource-Based View of the Firm  One of the most significant conceptual frameworks to
systematize and “measure’ a firm’s strategic capabilities is the resource-based view
(RBV) of the firm. The RBV has received major academic and business press attention
during the last decade helping to shape its value as a conceptual tool adding rigor dur-
ing the internal analysis and strategic analysis phases of the strategic management
process. We have made major changes in the seventh edition, particularly in Chapter 6,
which presents the RBV in a logical and practical manner as an important underpin-
ning of sound strategic thinking. Students will have a much better appreciation of tan-
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gible assets, intangible assets, and organization capabilities after reading this section.
They will see different ways to answer the question “what makes a resource valuable?”
and be able to determine when that resource creates a competitive advantage in a sys-
tematic, disciplined, creative manner.

Value Chain Analysis Outsourcing has become standard business practice in virtually
every facet of what business organizations undertake. This trend has enhanced the use-
fulness of the value chain approach in strategic analysis. We have simplified our treat-
ment of this useful conceptual framework and added several contemporary examples
to enable students to quickly and automatically incorporate the value chain perspective
into their strategic thinking process.

Executive Compensation ~While our text has led the field in its attempts to provide a
practice-oriented approach to strategic management, we have redoubled our efforts to
treat topics with an emphasis on application. Our new section on executive compensa-
tion in Chapter 10 is a clear example in the seventh edition. You will find an extended
discussion of executive bonus options that provides a comparison of the relative mer-
its of the five most popular approaches in use today.

Balanced Scoreboard A recent evolution in the motivation that underpins strategic
management is reflected in the widespread adoption of the Balanced Scoreboard ap-
proach to corporate performance evaluation. While the maximization of shareholder
wealth retains the top spot in executive priorities, the guideline is now widely accepted
that strategic initiatives must produce favorable outcomes over a range of stakeholder
objectives. We try to help our readers gain an appreciation for this perspective in our
seventh edition.

Bankruptcy Many times our revisions are driven by changes in business trends. No
where is that more evident in this edition than in our discussion of company bank-
ruptcy. In the 1980s bankruptcy was treated as a last option that precluded any future
for the firm. In the first decade of the 2000s the view has dramatically changed. Bank-
ruptcy has been elevated to the status of a strategic option, and executives need to be
well versed in its potentials and limitations, as you will see in Chapter 7.

Strategic Analysis and Choice We have divided the discussion of strategic analysis and
choice into two chapters. Chapter 8 examines the single business setting; Chapter 9 the
multibusiness company and the diversification decision. We’ve added an interesting
new section delineating the advantages of diversification and the case against it. Busi-
ness Week has helped us add numerous outstanding examples to these two chapters
from business writers around the world. DaimlerChrysler, Nokia, Caterpillar, and
Amazon.com are just a few of the names your students will quickly recognize in cov-
erage that illustrates and helps them more easily understand how strategic analysis is
conducted and choices made.

Value of Simplicity in Implementation ~We regularly conduct strategic management train-
ing programs with executives worldwide. We like to ask them about their current chal-
lenges running their companies. One refrain we always hear is the value of simplicity
and specificity in implementing strategy. We have refined our discussion of functional
tactics to incorporate this admonition from practicing managers, and to include an
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excellent example that will help your students understand this point in Business Week
Strategy in Action 10-2.

Crossfunctional, Product-Team Structures If there is one area in organizational structure
that has become the mainstay of how newly global companies seek to implement
strategies and build value in the process, it is in the use of often temporary product-
team groups across functional areas, and corporate and national boundaries. We have
given increased attention to this organizing approach to include several useful illustra-
tions in Chapter 11.

Strategic Change: Structure, Leadership, and Culture in the 21st Century The once unthink-
able decline of many of the world’s largest corporations has become all too common in
the 21st century global economy. Hesitancy to change, clinging to outdated organiza-
tional structure, antiquated leadership, and change-resistant cultures have found many
well-known companies losing sales and slipping into a survival crisis. And there is an
even more critical danger: the inability to adapt to the speed and turbulence of techno-
logical change. After massive high-tech investments, managers are only beginning to
make the organizational changes needed to transform information technology into the
potent competitive weapon that it will need to be in the 21st century. We have added a
major section in Chapter 11 that examines this 21st century environment of rapid, pro-
found, constant strategic change. We benefited in the creation of this section from se-
nior Business Week writer John Byrne and his work examining the “corporation of the
future” for Business Week. The result is a very lively examination of the “playing field”
your students will soon enter or already face. It includes a thorough look at Cisco, a
company many feel is at the forefront of what the “new corporation” will look like.

General Electric and Jack Welch—A Classic Case for Strategic Management Principles We
have adapted the popular discussion case feature of our book, which is described more
fully below. But it bears mentioning at this point that the discussion case modules at
the ends of Chapters 11 and 12 take a comprehensive look at General Electric and the
leadership of Jack Welch in order to provide your students with a comprehensive ex-
ample of outstanding strategic management practices. Jack Welch and GE have be-
come legends among business writers, investors, managers, and strategic management
scholars because of the incredible success his leadership and the company have
achieved over the last 20 years, building more value for shareholders than almost any
other company in the history of the world. These two discussion cases make use of
wonderful material and insights generated by senior Business Week writers who were
given unprecedented access to GE, Welch, and their management team. The result is
an exciting revelation and confirmation of all this book is about in a way that will in-
terest, motivate, and educate your students with practical confirmation of what they
have read and studied during the semester.

Our Strategic Alliance and Partnership with Business Week

Thanks to the insightful, determined leadership of Craig Beytien at McGraw-Hill and
the staff at Business Week, we have realized a true dream that will in multiple ways
benefit every teacher and student that uses this book. That dream is the selection of our
book as Business Week’s exclusive strategic partner among strategic management text-
books provided to the collegiate market. We have long felt Business Week to be the un-
questionable leader among business periodicals for its coverage of strategic issues in
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businesses, industries, and economies worldwide. Personal surveys of collegiate fac-
ulty teaching strategic management confirmed our intuition: While there are many out-
standing business magazines and new publications, none match the consistent quality
found in Business Week for the coverage of corporate strategies, case stories, and top-
ics of interest to students and teachers of strategic management.

Through this partnership, we get unconditional access to Business Week material for
this book and the insights of their writers and editorial staff in the use of their cutting-
edge stories and topical coverage. Business Week gets to become more involved in the
educational market as a supplements provider and they do so with the strategy book of
their choosing to get increased exposure to strategic management teachers and students
entering the business world. They plan to make their publication available on very fa-
vorable terms with the expectation that those initial users will roll over into long-term
subscribers. From our point of view, this is a unique four-way win-win; teachers, stu-
dents, authors and Business Week all stand to gain in many ways. We are most proud
of their selection criteria: the strategy book that provides the most logical, proven
framework to explain strategic management and that does so prioritizing practical, fre-
quent illustrations. The most direct way you can see the impact of the Business Week
alliance is in three book features: the discussion case, strategy in action modules, and
short cases.

The Discussion Case Feature We pioneered the cohesion case innovation several years
ago and continue to be pleased by notes and comments from adopters that consider it
very useful. The last two editions have used the Coca-Cola Company as the basis for
discussion cases. Business Week writers liked the feature and suggested we consider
using different companies and stories based on their extensively researched cover sto-
ries in recent domestic and international editions. After considerable discussion and
adopter review, we decided to implement this new idea. The result has been the cre-
ation of a Business Week Discussion Case at the end of each chapter that illustrates key
topics from that chapter in much the same way that the previous cohesion cases had
done. Rather than every “story” covering the same company, we examine a variety of
companies across the 12 stories. While they are still cohesive in that they help tie the
text material together and comprehensively illustrate it, we think you will find the va-
riety of exciting companies covered combined with the incredible depth of the Busi-
ness Week research that underlies these stories make this feature a true pedagogical
innovation once again. Amazon.com, Toyota-Japan, DaimlerChrysler, Caterpillar, and
General Electric are just a few of the exciting situations examined in depth by Business
Week’s senior staff and shared in detail with your students in a very readable fashion.

Strategy in Action Modules Another pedagogical feature we pioneered, strategy in ac-
tion modules, have become standard fare in most strategy books. While such affirma-
tion is pleasing, we have long seen the need to obtain quality illustrations to be a
difficult permissions and editorial task. No more. Our strategic alliance with Business
Week lets us once again pioneer an innovation. We have worked with Business Week
field correspondents worldwide to fill over 35 new Business Week Strategy in Action
modules with short, hard-hitting current illustrations of key chapter topics. Your stu-
dents will recognize the companies, for many are from the emerging E-commerce
world while others sell products or provide services of interest to 20-something peo-
ple. We are the only strategy book to have Business Week—derived illustration modules,
and we are energized by the excitement, interest, and practical illustration value our
students tell us they provide.
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Short Cases  As professors of strategy management, we continually look for content or
pedagogical developments or enhancements that make the strategy course more valu-
able. We have been concerned for some time about the length of cases typically avail-
able for classroom use. On the one hand, length often accommodates a breadth of
information that in turn assures a class discussion that covers “all the bases.” It even
honors the professorial instruction we both experienced as students that “it is your job
to extract the relevant information” from the lengthy case. The answer, we have long
felt, is to have a blend of cases in terms of length—some long, to cover many issues
within a company and allow for a truly comprehensive strategic analysis; but also
some shorter cases that focus on one incident, or which allow for a case discussion of
only 20 to 30 minutes in concert with other material, or which provide a springboard
for discussion of truly current situations perhaps supplemented by web site and Inter-
net-derived information. In brainstorming this issue in focus groups and with Business
Week’s staff, we created the idea of short cases based on solidly developed Business
Week articles. These short cases have generated useful class discussions while allow-
ing coverage of other material during the case portion of the course or as a supplement
and source of variety during the text portion of the course. We think you will find it
useful. We have included 42 such cases in the book while continuing to include 21
more traditional cases.

Cases in the Seventh Edition

We are truly excited about the 63 cases and industry notes assembled in this seventh
edition. Never before have we seen such an interesting, up-to-date collection of cases
that offer such variety and yet name recognition appeal to 20-something readers. All of
our cases involve current issues, or settings with current relevance. We place a major
emphasis on strategy implementation issues versus offerings most commonly found in
strategy texts. We have a good mixture of small and large firms, start-ups and industry
legends, global and domestic market commitments, and service, retail, technology, and
manufacturing activities. We have some cases that examine entrepreneurs and the com-
panies they have pioneered into industry leaders based on unique, interesting strate-
gies. And we have over 40 short cases from Business Week, which we described in the
previous paragraph. They give you tremendous flexibility in the case portion of your
strategy course, as well as the option to include short cases during earlier parts of a
course where text material is primarily the topic of discussion.

Multiple industry situations may be examined using the cases assembled for this edi-
tion. The fast-food industry is set up for examination with a note on that industry along
with cases about KFC, McDonald’s, and Wendy’s. A related case on Starbucks may also
be examined in relationship to this industry. A second industry note about the U.S. airline
industry accompanied by cases on Southwest, ValuJet, and a Business Week short case
about Boeing make for an interesting series. Of particular interest in most classrooms is
an industry note about the emerging U.S. education industry and an accompanying case
about The Apollo Group [University of Phoenix]. It offers an exciting adventure into an
industry in revolution and a company that has generated global excitement not to men-
tion the largest private school in the United States in a few short years!

Qur Web Site

We are pleased to offer a substantial web site designed to aid your use of this book. It
includes areas accessible only to instructors and areas specifically designed to assist
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your students. The instructor section includes downloadable supplements, which keep
your work area less cluttered and let you quickly obtain information you may not have
at your fingertips. We include an interactive discussion feature for instructors so that
you can share and use ideas about the course, the book, the cases, and the supplements.
It functions much like a chat room and is available exclusively to instructors using our
book. We also include a section that provides regular case updates to assist your teach-
ing these cases. Similarly, Business Week provides regular updates relevant to compa-
nies, illustrations, and cases in our book. Business Week also provides access to the
article archives through the instructor web site. We provide an elaborate array of link-
ages to company web sites and other sources that you might find useful in your course
preparation. The student resources section of the web site provides interactive discus-
sion groups where students and groups using the book may interact with other students
around the world doing the same thing. Students are provided company and related
business periodical (and other) web site linkages to aid and expedite their case research
and preparation efforts. Practice quizzes and tests are provided that help your students
prepare for tests on the text material and attempt to lower their anxiety in that regard.
Access to Business Week articles that update the cases and key illustration modules in
the book are provided. We expect your students will find the web site useful and inter-
esting. Please visit us at www.mhhe.com/pearce.

Supplements

Components of our teaching package include a revised, comprehensive instructor’s
manual, test bank, PowerPoint presentation, and a computerized test bank. These are
all available to qualified adopters of the text.

Professors can also choose between two simulation games as a possible package
with this text: The Business Strategy Game (Thompson/Stappenbeck) or the Interna-
tional Business Management Decision Simulation (McDonald/Neelankavil).

» The Business Strategy Game provides an exercise to help students understand how
the functional pieces of a business fit together. Students will work with the numbers,
explore options, and try to unite production, marketing, finance, and human resource
decisions into a coherent strategy.

» The International Business Management Decision Simulation is also a Windows
based simulation that provides an international business analysis and plan simulation
that allows students to create multinational business plans and compete with other
student groups. Fifteen countries representing three regions of the world along with
4 product categories are included in the simulation. Students assess business plans
by using the financial reports contained in the simulation.
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