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Preface

In its fifth edition, Strategic Management: An Integrated Approach was the most widely
used strategic management textbook on the market. In every edition we have attracted
new users who share with us the concern for currency in text and examples to ensure that
cutting edge issues and theories in strategic management are addressed. This revision of
Strategic Management Theory was fairly significant. The first edition of this book was writ-
ten in the late 1980s. Although we have always endeavored to keep the book as up-to-date
as possible, we felt that the structure of the book, and some of the key themes, still reflect-
ed strategic thinking as it was then and not as it is today. To make sure that the book was
absolutely current in its content and coverage of material, we decided to embark upon a
significant rewrite. The objective of the rewrite was to maintain all that was good about
prior editions, while adding new material to the text when appropriate, and deleting
materials that most professors now ignore. We believe that the result is a book that is
much more focused on the realities of strategy and competitive advantage in the 2000s
than any other textbook on the market, and is closely aligned with the needs of today’s
professors and students.

The overall organization of this edition, as noted in Figure 1.3 on page 9, reflects that of
previous editions and is designed so that the concepts build upon one another, with early
chapters providing a strong foundation for later ones. Though the overall organization
remains familiar, there have been significant changes in some of the chapters, and new
chapters have been added to reflect current thinking in the field of strategic management.

W Chapter 7, “Strategy in High-Technology Industries” is new. This chapter was added
to strengthen the book’s coverage of strategy in markets driven by rapid technological
change.

m Chapter 11, “Corporate Performance, Governance, and Business Ethics” is new. This
chapter was added to strengthen coverage of material on business ethics and corpo-
rate governance in light of numerous examples of unethical behavior by corporate
managers, the failure of corporate governance mechanisms such as the board of direc-
tors to check unethical behavior, and the negative impact of such failures on corpo-
rate performance. For example, unethical behavior at WorldCom and Enron was
unchecked by the boards of those companies, and contributed to the poor perfor-
mance and bankruptcy o1 both enterprises in 2002.

M The material that appeared in Chapter 2 of the fifth edition, “Stakeholders and the
Corporate Mission” has been merged into other chapters where appropriate. Materi-
al on mission and goals has been moved into Chapter 1, “The Strategic Management
Process.” Material on stakeholders, business ethics, and corporate governance has
been moved to the new Chapter 11 where it has received expanded treatment.

W Chapters 11-14 in the fifth edition have been compressed into two chapters in the sixth
edition, Chapters 12 and 13. Chapter 12 covers implementation issues that are relevant
for firms that compete in a single industry including organizational structure, strategic
control, and culture. It also addresses implementation issues of functional and generic
business-level strategies, along with restructuring and reengineering. Chapter 13
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provides information about implementation issues for firms competing in multiple
businesses, and it specifically focuses on implementing global strategies and the impact
of information technology on strategy implementation.

In Chapter 1 there is a new section added on performance and competitive advantage
to drive home the point that strategy is about attaining a sustainable competitive
advantage.

In Chapter 3 there is a new section on analyzing sources of competitive advantage
and profitability. This section explains in detail how strategic choice impacts the prof-
itability of a company as measured by the return on invested capital. This section
shows how an analysis of financial statements can reveal the financial impact of major
differences in strategic choices. It also explains how strategic managers must think
through the impact of their decisions on the financial position of the company.

In Chapter 5 a new section has been added on business strategy and game theory.
This section shows how managers can make better strategic choices by drawing on
principles derived from game theory.

In Chapter 6 the section on strategy in embryonic and growth industries has been
substantially revised to add more material, particularly on how the nature of compe-
tition changes as industries pass through different growth stages and how this impacts
the choice of strategy. This section looks at why many companies that are successful
in embryonic industries fail to cross the chasm that separates an embryonic industry
from a growth industry.

Chapter 7 is new to this edition. The chapter looks at the importance of technological
standards in industries, the nature of “network economics,” and strategies for winning
“format wars” between companies that are promoting different, and incompatible,
technical standards. Also discussed are the cost structure of high-technology firms
and its strategic implications, strategies for managing intellectual property rights, and
strategies for capturing a first-mover advantage. The chapter closes with a review of
the strategic implications of technological paradigm shifts for both new entrants and
incumbent firms in an industry.

Chapter 9 contains a new section on horizontal integration. This section looks at why
companies in the same industry acquire or merge with each other and the strategic
implications of this. The chapter also contains an expanded treatment of strategic
outsourcing and looks at how companies can outsource activities to attain a compet-
itive advantage.

Chapter 11 is a new chapter that looks at corporate performance, governance, and
business ethics. The chapter explains how poor corporate performance can be caused
by a combination of poor corporate governance systems and unethical behavior. The
chapter reviews the strategic importance of managing stakeholders, putting strong
corporate governance mechanisms in place, and making ethical decisions. Agency the-
ory is used to explain failures of corporate governance and poor managerial ethics.
The chapter draws heavily on recent examples of corporate fraud to illustrate the
main points. The opening case features Enron, and discussions of recently discovered
fraud/unethical behavior at WorldCom, Tyco, and Computer Associates are contained
within the chapter.

Throughout the revision, we have been careful to preserve the balanced and integrated
nature of our account of the strategic management process. Moreover, as we added new
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material, we deleted less current or less important concepts and information to ensure
that students would concentrate on the core concepts and issues in the field. We have also
paid close attention to retaining the book’s readability.

We hope you are excited by the hands-on learning possibilities provided by the exercises/
assignments in the end-of-chapter Practicing Strategic Management sections. Following
the Chapter Summary and Discussion Questions, each chapter contains the following
assignments/exercises:

B Small Group Exercise. This short (20 minute) experiential exercise asks students to
divide into groups and discuss a scenario concerning some aspect of strategic man-
agement. For example, the scenario in Chapter 11 asks students to identify the stake-
holders of their educational institution and evaluate how stakeholders’ claims are
being and should be met.

B Exploring the Web. The Internet exercise requires students to explore a particular
web site and answer chapter-related questions. For example, the Chapter 8 assignment
is to go to the web site of IBM and analyze its strategy for competing in the global
marketplace. This section also asks students to explore the Web for relevant sites of
their own choosing and answer questions.

B Article File. As in the last edition, this exercise requires students to search business
magazines to identify a company that is facing a particular strategic management
problem. For instance, students are asked to locate and research a company pursuing
a low-cost or a differentiation strategy, and to describe this company’s strategy, its
advantages and disadvantages, and the core competencies required to pursue it. Stu-
dents’ presentations of their findings lead to lively class discussions.

B Strategic Management Project. Students, in small groups, choose a company to
study for the whole semester and then analyze the company using the series of ques-
tions provided at the end of every chapter. For example, students might select Ford
Motor Co. and, using the series of chapter questions, collect information on Ford’s top
managers, mission, ethical position, domestic and global strategy and structure, and
so on. Eventually, students would write a case study of their company and present it
to the class at the end of the semester. We treat the students’ own projects as the major
class assignment and their case presentations as the climax of the semester’s learning
experience.

B Closing case study. A short closing case provides an opportunity for a short class
discussion of a chapter-related theme.

In creating these exercises it is not our intention to suggest that they should all be used
for every chapter. For example, over a semester an instructor might combine a group
Strategic Management Project with five to six Article File assignments and five to six
Exploring the Web exercises, while doing eight to ten Small Group Exercises in class.

We have found that our interactive approach to teaching strategic management
appeals to students. It also greatly improves the quality of their learning experience. Our
approach is more fully discussed in the Instructor’s Resource Manual.

Taken together, the teaching and learning features of Strategic Management provide a

package that is unsurpassed in its coverage and that supports the integrated approach that
we have taken throughout the book.
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For the Instructor

B The Instructor’s Resource Manual has been completely revised. For each chapter we
provide a clearly focused synopsis, a list of teaching objectives, a comprehensive lecture out-
line including references to the transparencies, and answers to discussion questions. Each
chapter opening case also has a corresponding teaching note to help guide class discus-
sion. Also, the lecture outlines include summaries and teaching notes for the Strategy in
Action boxes. Finally, the manual includes comments on the Practicing Strategic Man-
agement sections and suggested answers to the Closing Case Discussion Questions.

B The Test Bank (in the Instructor’s Resource Manual) has been revised and offers a set
of comprehensive true/false and multiple-choice questions, and new essay questions
for each chapter in the book. The mix of questions has been adjusted to provide fewer
fact-based or simple memorization items and to provide more items that rely on syn-
thesis or application. Also, more items now reflect real or hypothetical situations in
organizations. Every question is keyed to the teaching objectives in the Instructor’s
Resource Manual and includes an answer and page reference to the textbook.

B New for this edition is the HM ClassPrep with HMTesting CD. This instructor CD
provides a variety of teaching resources in electronic format allowing for easy cus-
tomization to meet specific instructional needs. Included in ClassPrep are Power-
Point slides for classroom presentation and Word files from the Instructor’s Resource
Manual that can be easily edited.

HMTesting, the computerized version of the Test Bank, allows instructors to
select, edit, and add questions, or generate randomly selected questions to produce a
test master for easy duplication. Online Testing and Gradebook functions allow
instructors to administer tests via their local area network or the World Wide Web, set
up classes, record grades from tests or assignments, analyze grades, and produce class
and individual statistics.

B A package of color transparencies is available for adopters. These include nearly all
the figures found in the chapters.

B New Videos from CNN’s award-winning “CEO Exchange” series are available to
adopters. This series uses in-depth interviews with internationally recognized and
respected CEOs to shed light on those managerial, organizational, and technological
issues that are shaping the marketplace of ideas. In addition, this series explores the
personal side of commerce, as industry icons discuss the values and experiences that
shape and influence their business philosophies, strategies, and decisions. The pro-
grams that accompany this book are “Jack Welch: Icon of Leadership,” “Creating New
Categories, Businesses, and Markets” (featuring Thomas Stemberg, chairman and
CEO of Staples, and Carl Yankowski, former CEO of Palm, a market leader in hand-
held computers), “The Built to Order Revolution” (featuring Michael Dell, chairman
and CEO of Dell Computer Corporation, and Frederick Smith, chairman, president,
and CEO of FedEx Corporation), and “Innovators of Silicon Valley” (featuring Scott
McNealy, chairman and CEO of Sun Microsystems, and Marc Andreessen, chairman
of Loudcloud and co-founder of Netscape). Each program includes business students
and faculty asking questions of the discussants. We are confident this video series will
help highlight many issues of interest and can be used to spark class discussion.

B An extensive web site contains many features to aid instructors including download-
able files from the Instructor’s Resource Manual, the downloadable PowerPoint slides,

the Video Guide, and sample syllabi. Additional materials on the student web site may
also be of use to instructors.



xvi Preface

Acknowledgments

For the Student

B A student web site provides help for students as they make their way through the
course. The web site features links to the companies highlighted in each chapter’s boxes
and opening and closing cases, links to other sites of general interest while studying
strategic management, the Exploring the Web exercises with any updates as necessary
to account for the inevitable changes that occur to the relevant sites, ACE self-tests
related to each chapter, and a glossary and flashcards of key terms.

B The Real Deal UpGrade CD-ROM includes a glossary of key terms, chapter learning
objectives, brief chapter outlines, chapter summaries, and quizzes to test understand-
ing of the major concepts.

This book is the product of far more than two authors. We are grateful to George Hoff-
man, our editor-in-chief, and Steve Mikels, our marketing manager, for their help in pro-
moting and developing the book and for providing us with timely feedback and infor-
mation from professors and reviewers that have allowed us to shape the book to meet the
needs of its intended market. We are also grateful to Susan Kahn, associate sponsoring
editor, for ably coordinating the planning of our book and for managing the creation of
the ancillary materials; and grateful to Rachel D’Angelo Wimberly, senior project editor,
and May Jawdat, editorial assistant, for their adept handling of production. We also thank
the departments of management at the University of Washington and Texas A&M Uni-
versity for providing the setting and atmosphere in which the book could be written, and
the students of these universities who reacted to and provided input for many of our
ideas. In addition, the following reviewers of this and earlier editions gave us valuable sug-

gestions for improving the manuscript from its original version to its current form:

Ken Armstrong, Anderson University

Kunal Banerji, West Virginia University

Glenn Bassett, University of Bridgeport

Thomas H. Berliner, The University of
Texas at Dallas

Richard G. Brandenburg, University of
Vermont

Steven Braund, University of Hull

Philip Bromiley, University of Minnesota

Geoffrey Brooks, Western Oregon State
College

Lowell Busenitz, University of Houston

Gene R. Conaster, Golden State University

Steven W. Congden, University of Hartford

Catherine M. Daily, Ohio State University

Robert DeFillippi, Suffolk University
Sawyer School of Management

Helen Deresky, SUNY—Plattsburgh

Gerald E. Evans, The University of
Montana

John Fahy, Trinity College, Dublin

Patricia Feltes, Southwest Missouri State
University

Mark Fiegener, Oregon State University

Isaac Fox, Washington State University

Craig Galbraith, University of North
Carolina at Wilmington

Scott R. Gallagher, Rutgers University

Eliezer Geisler, Northeastern Illinois
University

Gretchen Gemeinhardt, University of
Houston

Lynn Godkin, Lamar University

Robert L. Goldberg, Northeastern
University

Graham L. Hubbard, University of
Minnesota

Tammy G. Hunt, University of North
Carolina at Wilmington

James Gaius Ibe, Morris College

W. Grahm Irwin, Miami University

Jonathan L. Johnson, University of
Arkansas Walton College of Business
Administration

Marios Katsioloudes, St. Joseph’s University

Robert Keating, University of North
Carolina at Wilmington

Geoffrey King, California State
University—Fullerton

Rico Lam, University of Oregon

Robert J. Litschert, Virginia Polytechnic
Institute and State University

Franz T. Lohrke, Louisiana State University

Lance A. Masters, California State
University—San Bernardino

Robert N. McGrath, Embry-Riddle
Aeronautical University

Charles Mercer, Drury College

Van Miller, University of Dayton

Joanna Mulholland, West Chester
University of Pennsylvania

Francine Newth, Providence College

Paul R. Reed, Sam Houston State
University

Rhonda K. Reger, Arizona State University

Malika Richards, Indiana University

Ronald Sanchez, University of Illinois

Joseph A. Schenk, University of Dayton

Brian Shaffer, University of Kentucky

Pradip K. Shukla, Chapman University

Dennis L. Smart, University of Nebraska at
Omaha

Barbara Spencer, Clemson University

Lawrence Steenberg, University of
Evansville

Kim A. Stewart, University of Denver

Ted Takamura, Warner Pacific College

Bobby Vaught, Southwest Missouri State

Robert P. Vichas, Florida Atlantic
University

Daniel L. White, Drexel University

Edgar L. Williams, Jr., Norfolk State
University

Charles W. L. Hill
Gareth R. Jones



ParT |

i
!
[ |
i
)
l\
i
!
i
i
|
i
J

e

Contents

Preface  xii

Introduction to Strategic Management

The Strategic Management Process ]

Opening Case: Dell Computer |
Overview 3
Superior Performance and Competitive Advantage 3
Firm-Specific Performance and Profitability 4 ¥ Industry Structure and Profitability 5 ¥ Performance in
Nonprofit Enterprises 5
Strategic Managers 6
Corporate-Level Managers 6 0 Business-Level Managers 7 0 Functional-Level Managers 8
Strategic Planning 8
A Model of the Strategic Planning Process 8 H§ Mission Statement 10
Strategy in Action 1.1: Strategic Planning at Microsoft 11
External Analysis 16 U Internal Analysis 16 B SWOT Analysis and the Business Model 16 [ Strategy
Implementation 17 B The Feedback Loop 17
Strategy as an Emergent Process 17
Strategy Making in an Unpredictable World 18 U Strategy Making by Lower-Level Managers 18 1
Serendipity and Strategy 18
Strategy in Action 1.2: A Strategic Shift at Microsoft 19
Strategy in Action 1.3: The Genesis of Autonomous Action at 3M 20
Intended and Emergent Strategies 20
Strategic Planning in Practice 22
Scenario Planning 22 B Involving Functional Managers 22
Strategy in Action 1.4: Scenario Planning at Duke Energy 23
Strategic Intent 24
Strategic Leadership and Decision Making 25
Strategic Leadership and Emotional Intelligence 25 ¥ Cognitive Biases and Strategic Decision Making 28 |}
Groupthink and Strategic Decisions 29 ¥ Techniques for Improving Decision Making 29
Summary of Chapter 30 B Discussion Questions 31
Practicing Strategic Management 31
Small-Group Exercise: Designing a Planning System B Article File 1 1 Strategic Management
Project: Module 1 B Exploring the Web: Visiting 3M B General Task
Closing Case: The Evolution of Strategy at Yahoo 33

External Analysis; The Identification of Industry Opportunities and Threats 35

Opening Case: Boom and Bust in Telecommunications 35
Overview 37
Defining an Industry 37
Industry and Sector 38 B Industry and Market Segments 38 ¥ Changing Industry Boundaries 39
Porter’s Five Forces Model 40
Risk of Entry by Potential Competitors 40 ¥ Rivalry Among Established Companies 43
Strategy in Action 2.1: Entry Barriers into the Japanese Brewing Industry 44
Strategy in Action 2.2: Price Wars in the Breakfast Cereal Industry 47
The Bargaining Power of Buyers 47 B The Bargaining Power of Suppliers 48 B Substitute Products 49 1§
A Sixth Force: Complementors 50



Pagrt Il

J

Contents

Strategic Groups Within Industries 50
Running Case: Dell—Changing Rivalry in the Personal Computer Industry 51
Implications of Strategic Groups 53 B The Role of Mobility Barriers 53
Industry Life Cycle Analysis 54
Embryonic Industries 54 B Growth Industries 55 I Industry Shakeout 55 B Mature Industries 56 I
Declining Industries 57
Limitations of Models for Industry Analysis 57
Life Cycle Issues 58 B Innovation and Change 58 B Company Differences 60
The Macro-environment 60
Economic Forces 60 B Technological Forces 62 B Demographic Forces 63 1 Social
Forces 63 B Political and Legal Forces 64
The Global and National Environments 64
The Globalization of Production and Markets 64
Strategy in Action 2.3: Finland’s Nokia 66
National Competitive Advantage 67
Summary of Chapter 70 B Discussion Questions 70
Practicing Strategic Management 71
Small-Group Exercise: Competing with Microsoft B Article File2 B Strategic Management Project: Module 2
B Exploring the Web: Visiting Boeing and Airbus B General Task
Closing Case: How the Internet Revolutionized the Stockbrokerage Industry 72

The Nature of Competitive Advantage

[nternal Analysis; Distinctive Competencies,
Competitive Advantage, and Profitahility 14

Opening Case: BJ’s Wholesale-Competitive Advantage 74
Overview 76
Distinctive Competencies and Competitive Advantage 76
Strategy, Distinctive Competencies, and Competitive Advantage 76 B Competitive Advantage, Value Creation,
and Profitability 79 ¥ Differentiation and Cost Structure 82 1
The Value Chain 83
Primary Activities 84
Strategy in Action 3.1: Value Creation at Pfizer 85
Support Activities 86
The Generic Building Blocks of Competitive Advantage 86
Efficiency 87 W Quality: Reliability and Other Attributes 88
Strategy in Action 3.2: Southwest Airlines’ Low Cost Structure 89
Innovation 90
Strategy in Action 3.3: Continental Airlines Goes from Worst to First 91
Responsiveness to Customers 91
Analyzing Competitive Advantage and Profitability 92
The Dura_bilitz of Competitive Advantage 95
Running Case: Drivers of Profitability for Dell Computer and Compaq 96
Barriers to Imitation 97 B Capability of Competitors 99 1 Industry Dynamism 99
Avoiding Failure and Sustaining Competitive Advantage 100
Why Companies Fail 100 B Steps to Avoid Failure 102
Strategy in Action 3.4: The Road to Ruin at DEC 103
The Role of Luck 104
Strategy in Action 3.5: Bill Gates’s Lucky Break 105
Summary of Chapter 105 B Discussion Questions 106



Part Il

Contents v

Practicing Strategic Management 106 ‘
Small-Group Exercise: Analyzing Competitive Advantage W Article File3 1 Strategic Management Project:
Module 3 B Exploring the Web: Visiting Johnson & Johnson B General Task 1§

Closing Case: Cisco Systems 107

Building Competitive Advantage Through Functional-Level Strateqy 109

Opening Case: CSX—Getting the Trains to Run on Time 109

Overview 110

Achieving Superior Efficiency 111
Efficiency and Economies of Scale 112 1 Efficiency and Learning Effects 114 B Efficiency and the
Experience Curve 115
Strategy in Action 4.1: Too Much Experience at Texas Instruments 116

Efficiency, Flexible Manufacturing, and Mass Customization 118
Strategy in Action 4.2: Toyota’s Lean Production System 119 B Marketing and Efficiency 120 §
Materials Management, Just-in-Time, and Efficiency 121 R R&D Strategy and Efficiency 122
Strategy in Action 4.3: Supply Chain Management at Office Superstores 123
Human Resource Strategy and Efficiency 124 B Information Systems, the Internet, and Efficiency 125
Running Case: Dell’s Utilization of the Internet 126
[nfrastructure and Efficiency 127

Achieving Superior Quality 128
Attaining Superior Reliability 128
Strategy in Action 4.4: General Electric’s Six Sigma Quality Improvement Process 129
Implementing Reliability Improvement Methodologies 130 B Developing Superior
Attributes 133 1
Strategy in Action 4.5: Improving Quality in Health Care 133

Achieving Superior Innovation 135
The High Failure Rate of Innovation 136 B Building Competencies in Innovation 138

Achieving Superior Responsiveness to Customers 142
Customer Focus 142 1 Satisfying Customer Needs 144

Summary of Chapter 145 N Discussion Questions 146

Practicing Strategic Management 146
Small-Group Exercise: Identifying Excellence B Article File4 I Strategic Management Project: Module 4§
Exploring the Web: Visiting Applied Materials I General Task

Closing Case: Reinventing Levi’s 147

Strategies

Building Competitive Advantage Through Business-Level Strategy 149

Opening Case: Toyota’s Goal? A High-Value Vehicle to Match Every Customer Need 149
Overview 150

What Is Business-Level Strategy? 151
Customer Needs and Product Differentiation 151 § Customer Groups and Market Segmentation 153 g
Distinctive Competencies 154 1 The Dynamics of Business-Level Strategy 154
Choosing a Generic Business-Level Strategy 156
Cost-Leadership Strategy 156
Strategy in Action 5.1: Levi Strauss’s Big Challenge 159
Differentiation Strategy 160
Strategy in Action 5.2: Why So Many American Express Cards? 163
Cost Leadership and Differentiation Strategy 165 B Focus Strategies: Low Cost and Differentiation 166
Strategy in Action 5.3: Finding a Niche in the Outsourcing Market 168



vi

Contents

Stuck in the Middle 169
Strategy in Action 5.4: Holiday Inns on Six Continents 171

Competitive Positioning and Business-Level Strategy 172 4
Strategic Group Analysis 172 B Choosing an Investment Strategy at the Business Level 173 B Business-
Level Strategy and Game Theory 178
Strategy in Action 5.5: Coca-Cola and PepsiCo Go Head to Head 184

Summary of Chapter 185 B Discussion Questions 185

Practicing Strategic Management 186
Small-Group Exercise: Finding a Strategy for a Restaurant § Article File 5 B Strategic Management Project:
Module 5 B Exploring the Web: Visiting the Luxury Car Market B General Task

Closing Case: How E*Trade Uses the Internet to Gain a Low-Cost Advantage 186

Competitive Strategy and the Industry Environment 188

Opening Case: Information Technology, the Internet, and Changing Strategies in the
Fashion World 188
Overview 189
Strategies in Fragmented Industries 190
Chaining 191 B Franchising 192 B Horizontal Merger 192 B Using IT and the
Internet 192
Strategy in Action 6.1: Clear Channel Creates a National Chain of Local Radio Stations 193
Strategies in Embryonic and Growth Industries 194
The Changing Nature of Market Demand 195
Strategic Implications: Crossing the Chasm 197
Strategic Implications of Market Growth Rates 199
Strategy in Action 6.2: How Prodigy Fell into the Chasm 200
Strategy in Mature Industries 203
Strategies to Deter Entry: Product Proliferation, Pricing Games, and Maintaining Excess Capacity 204
Strategy in Action 6.3: Toys "R" Us’s New Competitors 208
Strategies to Manage Rivalry 209
Strategy in Action 6.4: Fast Food Is a Ruthless Business 213
Supply and Distribution Strategy 215
Running Case: Compaq and Dell Go Head-to-Head in Customer Service 217
Strategies in Declining Industries 218
The Severity of Decline 218 B Choosing a Strategy 219
Strategy in Action 6.5: How to Make Money in the Vacuum Tube Business 220
Summary of Chapter 221 B Discussion Questions 222
Practicing Management Strategy 222
Small-Group Exercise: How to Keep the Hot Sauce Hot B Article File 6 B Strategic Management Project:
Module 6 B Exploring the Web: Visiting Wal-Mart 8 General Task
Closing Case: How eBay Revolutionized the Auction Business 223

Strateqy in High-Technology Industries 24

Opening Case: Extending the Wintel Monopoly to Wireless 224
Overview 225

Technical Standards and Format Wars 226
Examples of Standards 226 B Benefits of Standards 228
Strategy in Action 7.1: Where Is the Standard for DVD Recorders? 229
Establishment of Standards 229 B Network Effects, Positive Feedback, and Lockout 230
Strategy in Action 7.2: How Dolby Became the Standard in Sound Technology 233



Contents vii

Strategies for Winning a Format War 234
Ensure a Supply of Complements 234 B Leverage Killer Applications 234 B Aggressively Price and
Market 235 B Cooperate with Competitors 236 B Licensing the Format 236
Costs in High-Technology Industries 237
Comparative Cost Economies 237 B Strategic Significance 238
Strategy in Action 7.3: Lowering Costs Through Digitalization 239
Managing Intellectual Property Rights 240
Intellectual Property Rights 240 B Digitalization and Piracy Rates 241 B Strategies for Managing Digital
Rights 241
Capturing First-Mover Advantages 242
First-Mover Advantages 243 B First-Mover Disadvantages 244 W Strategies for Exploiting First-Mover
Advantages 245
Technological Paradigm Shifts 248
Paradigm Shifts and the Decline of Established Companies 249
Strategy in Action 7.4: Disruptive Technology in Mechanical Excavators 252
Strategic Implications for Established Companies 253 B Strategic Implications for New Entrants 254
Summary of Chapter 255 B Discussion Questions 255
Practicing Strategic Management 256
Small-Group Exercise: Burning DVDs B Article File7 B Strategic Management Project: Module 7 I
Exploring the Web: Visiting Kodak B General Task
Closing Case: The Evolution of IBM 257

Strategy in the Global Environment 9

Opening Case: MTV Has to Sing a New Song as It Expands Globally 259
Overview 261
Increasing Profitability Through Global Expansion 261
Location Economies 261 B The Experience Curve 262 B Transferring Distinctive Competencies 263
Strategy in Action 8.1: McDonald’s Is Here, There, and Everywhere 264
Leveraging the Skills of Global Subsidiaries 265
Strategy in Action 8.2: Hewlett Packard in Singapore 266
Pressures for Cost Reductions and Local Responsiveness 267
Pressures for Cost Reductions 267 B Pressures for Local Responsiveness 268
Choosing a Global Strategy 270
[nternational Strategy 271 B Multidomestic Strategy 272 B Global Strategy 272
Strategy in Action 8.3: IKEA’s Swedish Ways 273
Transnational Strategy 274
Basic Entry Decisions 277
Which Overseas Markets to Enter 277 B Timing of Entry 277
Strategy in Action 8.4: Merrill Lynch in Japan 278
Scaling of Entry and Strategic Commitments 280
The Choice of Entry Mode 281
Exporting 281 B Licensing 282 B Franchising 283 B Joint Ventures 284 B Wholly Owned
Subsidiaries 285 B Choosing Among Entry Modes 286
Running Case: Dell’s Global Business 286
Global Strategic Alliances 288
Advantages of Strategic Alliances 289 E Disadvantages of Strategic Alliances 289
Making Strategic Alliances Work 290
Partner Selection 290 B Alliance Structure 291 B Managing the Alliance 292
Summary of Chapter 293 B Discussion Questions 294
Practicing Strategic Management 294
Small-Group Exercise: Developing a Global Strategy B Article File 8 B Strategic Management
Project: Module 8 § Exploring the Web: Visiting IBM 1 General Task
Closing Case: Global Strategy at General Motors 295



viii

J

Contents

Corporate Strategy: Horizontal lutegralion, |
Yertical Integration, and Strategic Outsourcing 07

Opening Case: The Rise of WorldCom 297
Overview 299
Horizontal Integration 300

Benefits of Horizontal Integration 301

Running Case: Beating Dell: Why Hewlett Packard Wanted to Acquire Compaq 303

Drawbacks and Limits of Horizontal Integration 304

Strategy in Action 9.1: Horizontal Integration in Health Care 305

Vertical Integration 306 B Increasing Profitability Through Vertical Integration 308

Strategy in Action 9.2: Specialized Assets and Vertical Integration in the Aluminum Industry 310
Arguments Against Vertical Integration 311 B Bureaucratic Costs and the Limits of Vertical Integration 313

Alternatives to Vertical Integration: Cooperative Relationships 313

Short-Term Contracts and Competitive Bidding 313 B Strategic Alliances and Long-Term Contracting 314
B Building Long-Term Cooperative Relationships 315

Strategy in Action 9.3: DaimlerChrysler’s U.S. Keiretsu 316

Strategic Outsourcing 317 W Benefits of Outsourcing 318

Strategy in Action 9.4: Cisco’s $2 Billion Blunder 319

Identifying and Managing the Risks of Outsourcing 322

Summary of Chapter 323 B Discussion Questions 323
Practicing Strategic Management 323

Small-Group Exercise: Comparing Vertical Integration Strategies B Article File9 1§ Strategic
Management Project: Module 9§ Exploring the Web: Visiting Motorola 8 General Task

Closing Case: AOL Time Warner: Horizontal and Vertical Integration 324

Corporate Strategy:
Diversification, Acquisitions, and Internal New Ventures 326

Opening Case: Tyco International 326
Overview 328
Expanding Beyond a Single Industry 328

A Company as a Portfolio of Distinctive Competencies 329 B The Multibusiness Model 331

Increasing Profitability Through Diversification 332

Transferring Competencies 332 0 Leveraging Competencies 333 § Sharing Resources: Economies of
Scope 334

Strategy in Action 10.1: Diversification at 3M: Leveraging Technology 335

Managing Rivalry: Multipoint Competition 336 ¥ Exploiting General Organizational Competencies 337

Types of Diversification 339

Strategy in Action 10.2; Related Diversification at Intel 340

The Limits of Diversification 341

Bureaucratic Costs and Diversification Strategy 342 W Diversification That Dissipates Value 345

Entry Strategy: Internal New Ventures 346

The Attractions of Internal New Venturing 346 B Pitfalls of New Ventures 347 B Guidelines for
Successful Internal New Venturing 348

Entry Strategy: Acquisitions 350

Attractions of Acquisitions 350 B Acquisition Pitfalls 351

Strategy in Action 10.3: Postacquisition Problems at Mellon Bank 352
Strategy in Action 10.4:JDS Uniphase’s $40 Billion Error 354
Guidelines for Successful Acquisition 355



ParT IV

Contents 1X

Entry Strategy: Joint Ventures 357

Restructuring 358
Why Restructure? 358 [ Exit Strategies 359

Summary of Chapter 360 1§ Discussion Questions 361

Practicing Strategic Management 361
Small-Group Exercise: Dun & Bradstreet  Article File 10 I Strategic Management Project:
Module 10§ Exploring the Web: Visiting General Electric § General Task

Closing Case: The Changing Boundaries of AT&T, 1995-2002 363

Implementing Strategy

Corporate Performance, Governance, and Business Ethics 365

Opening Case: The Fall of Enron 365
Overview 367
The Causes of Poor Performance 368
Poor Management 368 1 High Cost Structure 369 [ Inadequate Differentiation 369 §
Overexpansion 370 H Structural Shifts in Demand and New Competitors 370 ¥ Organizational Inertia 370
Strategic Change: Improving Performance 371
Changing the Leadership 371 [ Changing the Strategy 371 § Changing the Organization 372
Stakeholders and Corporate Performance 374
Strategy in Action 11.1: Bill Agee at Morrison Knudsen 375
Stakeholder Impact Analysis 376 H The Unique Role of Stockholders 377 # Profitability and Stakeholder
Claims 377
Strategy in Action 11.2: Price Fixing at Sotheby’s and Christie’s 380
Agency Theory 380
Principal-Agent Relationships 381 ¥ The Agency Problem 381
Strategy in Action 11.3: The Agency Problem and the Collapse of Barings Bank 384
Governance Mechanisms 386
The Board of Directors 386 H Stock-Based Compensation 388 I Financial Statements and Auditors 389
Strategy in Action 11.4: Did Computer Associates Inflate Revenues to Enrich Managers? 391
The Takeover Constraint 392 0 Governance Mechanisms Inside a Company 393
Ethics and Strategy 395
The Purpose of Business Ethics 395 [ Shaping the Ethical Climate of an Organization 396 § Thinking
Through Ethical Problems 397
Summary of Chapter 398 #§ Discussion Questions 399
Practicing Strategic Management 399
Small-Group Exercise: Evaluating Stakeholder Claims 1 Article File 11§ Strategic Management Project:
Module 11 & Exploring the Web: Visiting Merck 1§ General Task
Closing Case: Chainsaw Al Gets the Ax 400

mplementing Strateqy in Companies That Compete in a Single Industry ~ 402

Opening Case: Strategy Implementation at Dell Computer 402
Overview 404
Implementing Strategy Through Organizational Structure, Control, and Culture 404
Building Blocks of Organizational Structure 405
Grouping Tasks, Functions, and Divisions 406 § Allocating Authority and Responsibility 406
Strategy in Action 12.1: Union Pacific Decentralizes to Increase Customer Responsiveness 409
Integration and Integrating Mechanisms 410
Strategic Control Systems 411
Levels of Strategic Control 413 [ Types of Strategic Control System 413 1§ Using Information Technology 416



Contents

Strategy in Action 12.2: Control at Cypress Semiconductor 417
Strategic Reward Systems 417
Organizational Culture 417
Culture and Strategic Leadership 419 B Traits of Strong and Adaptive Corporate Cultures 419
Strategy in Action 12.3: How Ray Kroc Established McDonald’s Culture 420
Building Distinctive Competencies at the Functional Level 421
Grouping by Function: Functional Structure 422 B The Role of Strategic Control 422 B Developing
Culture at the Functional Level 423
Strategy in Action 12.4: Gateway’s New Rules Backfire 425
Functional Structure and Bureaucratic Costs 426 B The Outsourcing Option 428
Implementing Strategy in a Single Industry 428
Implementing a Cost-Leadership Approach 430 B Implementing a Differentiation Approach 430 1
Implementing a Broad Product Line—Product Structure 431 B Increasing Responsiveness to Customer
Groups—Market Structure 432
Strategy in Action 12.5: Kodak’s Product Structure 433
Expanding Nationally—Geographic Structure 434
Competing in Fast-Changing, High-Tech Environments—Product-Team and Matrix
Structures 435 B Focusing on a Narrow Product Line 438
Strategy in Action 12.6: Restructuring at Lexmark 439
Restructuring and Reengineering 440
Summary of Chapter 442 B Discussion Questions 442
Practicing Strategic Management 443
Small-Group Exercise: Deciding on an Organizational Structure B Article File 12 B Strategic Management
Project: Module 12 B Exploring the Web: Visiting Home Depot B General Task
Closing Case: Sam Walton’s Approach to Implementing Wal-Mart’s Strategy 444

[mplementing Strategy in Companies
That Compete Across Industries and Countries

Opening Case: The “New HP” Gets Up to Speed 446
Overview 447
Managing Corporate Strategy Through the Multidivisional Structure 448
Advantages of a Multidivisional Structure 450
Strategy in Action 13.1: GM’s Multidivisional Structure Changes over Time 451
Problems in Implementing a Multidivisional Structure 453
Strategy in Action 13.2: Amoco, ARCO, and Burmah Castrol Become Part of BP 454
Structure, Control, Culture, and Corporate-Level Strategy 455
Strategy in Action 13.3: Alco Standard Gets It Right 457
The Role of Information Technology 459
Implementing Strategy Across Countries 460
Implementing a Multidomestic Strategy 461 8 Implementing International Strategy 462 1
Implementing Global Strategy 463 B Implementing Transnational Strategy ~ 464
Strategy in Action 13.4: Using IT to Make Nestlé’s Global Structure Work 466
Entry Mode and Implementation 468
Internal New Venturing 468 B Joint Venturing 470 B Mergers and Acquisitions 472
IT, the Internet, and Outsourcing 474
IT and Strategy Implementation 474
Strategy in Action 13.5: Oracle’s New Approach to Control 476
Strategic Outsourcing and Network Structure 476
Strategy in Action 13.6: Li & Fung's Global Supply Chain Management 478
Summary of Chapter 479 B Discussion Questions 480

446



Contents

Practicing Strategic Management 480
Small-Group Exercise: Deciding on an Organizational Structure Continued ¥ Article File 13 | Strategic
Management Project: Module 13 B Exploring the Web: Visiting Sears B General Task

Closing Case: Hughes Aircraft Changes Its Divisional Structure 481

Endnotes 483

Appendix: Analyzing a Case Study and Writing a Case Study Analysis

Index

11

What Is a Case Study Analysis?  CI
Analyzing a Case Study C2
Writing a Case Study Analysis C7
Guidelines for the Strategic Management Project C8
The Role of Financial Analysis in Case Study Analysis C8
Profit Ratios ~ C9
Liquidity Ratios  CI0
Activity Ratios  C10
Leverage Ratios  Cl1
Shareholder-Return Ratios  CI1
Cash Flow ClI2

Conclusion CI3

Xi

(1



