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PREFACE

Historically, the strategy field has been broken into two discrete fields of study: business
level strategy, focusing on competitive advantage within an industry, and corporate level
strategy, focusing on the overall plan for managing a diversified firm. Pedagogically and
intellectually, this book is an attempt to bridge the schism between these two levels of
analysis, and present a unified treatment of the sources of superior economic performance.

As its subtitle suggests, the book analyzes strategy in terms of “Resources and the Scope
of the Firm.” At the heart of this view is the idea that corporate as well as competitive
advantage is based on the unique resources of a firm, and the way those resources are
deployed in particular competitive settings. The choice of firm boundaries, and the organi-
zational mechanisms that bring strategy to fruition are also essential, and are examined in
similar depth.

The book is primarily designed to address corporate strategy issues, but the view of strat-
egy presented here is dynamic, and integrates both corporate and business levels of analy-
sis. While it recognizes that there are areas of distinction between the two, it also recognizes
that there are many important areas of overlap. The presentation traces the growth and
development of firms, beginning with single-line businesses and gradually reaching to large
diversified and vertically integrated firms. This progression reinforces the inextricable link
between corporate and business strategy, thus decpening the traditional understanding of
both. It also demonstrates that corporate advantage is usually realized at the business level,
through the enhanced performance of individual business units.

A number of insights drawn from two distinct bodies of research: the first is the
resource-based view of the firm, which has gained prominence in the field of strategic man-
agement; the second is organizational economics, in particular transactions cost analysis
and agency theory. Both of these theoretical traditions have made a substantial contribution
to the arguments advanced here.

Although it is founded upon established research traditions, the book also includes a
substantial amount of material that is not available elsewhere. Most importantly, it intro-
duces a unique approach to corporate strategy. that the authors have developed over many
years of research, teaching, and consulting on the topic. Ideas such as the “Zone of Value
Creation,” linking industry and competitive analysis with the resource-based view of the
firm, and the “Triangle of Corporate Advantage,” a unique framework for the assessment
of corporate advantage, are new intellectual developments that are deeply woven into the
central thesis of the text.

This book is an outgrowth of a corporate strategy course we developed and have taught at
the Harvard Business School for the past five years. The course has attracted a wide range of
students, including those who intend to be consultants, investment bankers, or stock analysts,
as well as those who will run family businesses, or look to long-term careers as general man-
agers in major industrial or consumer goods firms. This diversity testifies to the fundamental
nature of the ideas and to the range of companies and settings to which they apply. In addi-
tion, in executive programs, the ideas have also been well received by seasoned managers
whose primary objectives are to acquire useful, pragmatic management tools.
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Preface

A
The Text

The book contains 8 chapters of text, 27 cases, and 3 supplemental appendixes on
related topics. Each chapter is designed to be a discrete intellectual module, and is divid-
ed into two sections—Principles and Practice. The Principles sections introduce each
topic by describing the relevant theory and supporting empirical research. In the Practice
sections, thes: insights are then incorporated into pragmatic frameworks and tools that
can be applied to the case studies and strategic analyses.

Chapter 1 begins with a brief introduction to corporate strategy and introduces the
“Triangle of Corporate Strategy,” the basic organizing framework for the course. The sub-
sequent chapters then address each element of the framework in depth. As the text pro-
ceeds, the material cumulates to an overall picture of how to design and implement an
effective corporate strategy.

Chapter 2 provides the essential theory about resources, and how assets and capabilities
eam economic rents. The argument is made that superior performance at the business and
corporate level is ultimately due to the skillful deployment of competitively superior and
scarce resources. The critical step of matching a firm’s resources with its competitive envi-
ronment is illustrated in the “Zone of Value Creation.”

Chapter 3 addresses a firm’s optimal competitive scope in a given industry, and how its
pattern of resource deployment can shift over time. In doing so, the chapter examines the
forces both inside and outside the firm that cause it to broaden or narrow its scope in order
to compete successfully within its industry. Economies of scale and scope are examined in
detail, and evaluated against the activities in a firm’s value chain.

Chapter 4 addresses the deployment of resources across industries, and the economic
rationale for diversified firms. While highly diversified firms have long been considered a
class unto themselves, this discussion shows that they, in fact, share much in common with
other firms. Most notably, the laws governing performance in diversified firms are not
unique, but part of a much more general phenomenon relating to the value of a firm’s
resources and the attractivenenss of the markets in which it competes.

Up to this point, the book has proceeded as if a firm’s boundaries are wholly determined
by its environmental opportunities and available resources. Chapter 3 complicates this pic-
ture by asking not whether a particular activity should be performed, but where it should be
performed—inside the corporate hierarchy or through some form of market exchange.
Arguments from agency theory and transaction cost analysis introduce fundamental ques-
tions that challenge the primacy of the organizational hierarchy, and demonstrate the need
to consider a range of alternatives before committing to this choice. Here the issues are pri-
marily illustrated in the context of vertically integrated firms.

Chapter 6 addresses the implementation of strategy, and the systems, structures, and
processes that allow a hierarchy to function and a strategy to be fully realized. Many fail-
ures of corporate strategy are due not to bad ideas, but to poor implementation. This chap-
ter addresses this predicament by linking the organizational design of a firm to the critical
elements of its strategy. Special emphasis is given to the role of the corporate office in shar-
ing resources and coordinating the activities of the business.

Chapter 7 shifts from a focus on individual elements to a broader examination of how
the Triangle of Corporate Strategy works as a complete and integrated system. Key points
from earlier chapters are synthesized, and criteria and methods for the overall evaluation of
a corporate strategy are introduced. '




Management texts often assume that senior managers are both able and willing to craft
corporate strategies that increase the value of a firm. However, recent upheavals in corpo-
rate governance reveal that this is not always the case. Chapter § discusses the evidence of
this phenomenon, and presents several theories that explain why corporate managers do not
always act in the interests of shareholders. The chapter concludes with a discussion of the
responsibilities that accompany the privilege of formulating and implementing corporate
strategy, and the structural forces that have emerged to discipline errant corporate behavior.

A
Acknowledgments

This book is the result of a five-year intellectual odyssey for the authors. As such, we
must acknowiedge all the assistance received along the way: colleagues at the Harvard
Business School, including the Research Directors who supported and funded our work;
other faculty in the Competition and Strategy area, particularly Steve Bradley, Pankaj
Ghemawat, Michael Porter, and David Yoffie; our colieagues who allowed us to use their
cases in this book, Norm Berg, Rosabeth Kanter, Jay Lorsch, Gary Loveman, Anita
McGahan,and Gary Pisano; interested (and interesting) friends outside the area, including
George Baker, Nancy Koehn, and Joe Bower; as well as our research associates over the
years, Toby Stuart, and Dianna Magnani; and our support staff, “I"” Harrison, Michael
McCole, Jill Dipmann, and Julie Mundt. ‘

Outside the school, we have learned from those who actively work in the field, and we
have benefited greatly from those, t00 numerous to mention, who have taught and com-
mented on the cases. Personally, we owe a debt to Jay Barney, Richard Rumelt, and
Philippe Haspeslagh, for case contributions and for many enlightening conversations. In
England, the work of Michael Goold, Andrew Campbell, and Marcus Alexander has paral-
leled our own. Theirs is the closest to our own approach to corporate strategy, and we
(David Collis, in particular} owe much to many valuable discussions. Our thanks also go
out to our colleagues who reviewed the final draft of the manuscript for the text:
Kathryn Harrigan, Columbia University; Philip Bromiley, University of Minnesota;
Richard A. Bettis, University of North Carolina; Sahasranam “Sam” Hariharan, University
of Southern California; Marvin Lieberman, University of California, Los Angeles; Ron
Sanchez, University of Illinois; and J.L. Stimpert, Michigan State University. And we
appreciate the valuable input we received from the following individuals who reviewed the
book proposal: Raffi Amit, University of British Columbia; Jay Bamney, Texas A&M;
Jennifer Bethel, New York University; Philip Bromiley, University of Minnesota; Thomas
Brush, Purdue University; Jordi Canals, [ESE; Sayan Chatterjee, Case Western Reserve
University; Bob de Wit, Erasmus University; David Jemison, University of Texas; Robert
Kazanjian, Emory University; Ron Meyer, Rotterdam School of Management; Hugh M.
O’Neill, University of North Carolina at Chapel Hill; Nitin Pangarkar, University of
Minnesota; Margaret Peteraf, Northwestern University; Laura Poppo, Washington
University; Joan E. Ricart, IESE; Bill Richardson, Sheffield Business School; Peter Smith
Ring, Loyola Marymount University; Garth Saloner, Stanford University; Richard
Schoenberg, Imperial College; Joan Winn, University of Denver; Akbar Zaheer, University
of Minnesota; Todd Zenger, Washington University.

Elizabeth Wynne Johnson deserves a special mention for her role in researching, and
above all, writing the book. She went way beyond and above the duty of a research associ-
ate in helping us complete the book. We are enormously grateful that we found someone
who so willingly dedicated herself to our project, and contributed so much.

Ajx

Preface



Ax

Preface

Finally we each want to thank our families in our own way. Birger Wernerfelt, Cynthia’s
husband, niot only was one of the original contributors to the Resource Based View, but he
has personally given us the benefit of his insights throughout the development of this book.
David could not have written this book without the loving support of his wife, Jill. She took
care of the family’s life so that he could concentrate on writing without distraction. And
William, Emma, and Charlotte, who accepted an absentee father for so long, can now have
the time and attention they deserve. ‘




Brief Contents

STRUCTUREOSYSTEMS, PROCE SSES

Vision, Goals, and Objectives

Chapter 1 An Introduction to Corporate Strategy 1
‘ Appendix A: Past Approaches to Corporate Strategy 15
Resources
Chapter 2 Resources and Rents 25
Appendix B: Business Strategy and Industry Analysis 48
Businesses
Chapter 3 Scale and Scope within an Industry 57
Chapter 4 Diversified Expansion 75
Structure, Systems, and Processes
Chapter 5 Organizational Limits to Firm Scope 99
Chapter 6 Managing the Multibusiness Corporation 127
Appendix C: Mechanisms for Achieving Control
and Coherence 150
Putting It All Together
Chapter 7 Creating Corporate Advantage 167

Chapter 8 .

Corporate Governance 179 xi




Axii

Table of Contents

Case 1-1 The Walt Disney Company (A):

Corporate Strategy 199
Case 1-2 The Walt Disney Company (B): Sustaining
Growth 213
Case 1-3 Portfolio Planning at Ciba-Geigy and the Newport
Investment Proposal 245
Case 2-1 Marks and Spencer, Ltd. (A) 259
Case 2-2 Berkshire Partners 282
Case 2-3 Saturn Corporation’s Module Il Decision 301
Case 3-1 Banc One Corporation, 1989 319
Case 3-2 Masco Corporation (A) 343
Case 3-3 The Household Furniture Industry in 1986 356
Case 3-4 Cat Fight in the Pet Food Industry (A) 369
Case 4-1 EnClean: Malcolm Waddell’s Story (A) 383
Case 4-2 Cooper Industries’ Corporate Strategy 407
Case 4-3 Asahi Glass Company: Diversification Strategy 434
Case 5-1 VisiCorp 1978-1984 458
Case 5-2 Birds Eye and the U.K. Frozen Food Industry (A) 479
Case 5-3 Crown Equipment Corporation: Design
Services Strategy 499
Case 5-4 Habitat for Humanity International 518
Case 6-1 Textron, Inc. 543
Case 6-2 Pepsico’s Restaurants 569
Case 6-3 Codman & Shurtleff, Inc.: Planning and
Control System 597
Case 6-4 Newell Company: Acquisition Strategy 613
Case 6-5 Sharp Corporation: Technology Strategy 635
Case 6-6 Smashing the Cube: Corporate Transformation at
Ciba-Geigy, Ltd. 663
Case 7-1 Beatrice Companies—1985 684
Case 8-1 1Cl and Hanson {(A) 701
Case 8-2 The General Mills Board and Strategic Planning 731
Case 8-3 Lukens Inc.: The Melters’ Committee {A) 741

Index




CONTENTS

A
CHAPTER 1: AN INTRODUCTION TO CORPORATE STRATEGY 1

The Need for Corporate Strategy 1
The Pressure to Change 2

The Story Today: “No There, There” 4
PRINCIPLES 5

What Is Corporate Strategy? 5
PRACTICE 7

A Framework for Corporate Strategy 7
Vision 7

Goals and Objectives 8

Resources 9

Businesses 10

Structure, Systems, and Processes 10
Corporate Advantage 11

Enduring Logic 12

The Road Ahead 13

Recommended Readings 14

APPENDIX A: PAST APPROACHES TO
CORPORATE STRATEGY 15
The Concept of Corporate Strategy 15
Organization Structure and Diversification 17
Portfolio Planning 17
Value-Based Strategy 19
Generic Corporate Strategies 21
Resource-Based View 22

A
‘CHAPTER 2: RESOURCES AND RENTS 25

Introduction 25

PRINCIPLES 26

Business-Unit Strategy 26

Stocks and Flows 27

Resources 28

What Are Resources? 28

What Makes Resources Valuable? 30
Intrinsic Properties of Resources 36
Economic Rent 38

The Sting of Schumpeterian Competition 39

xiii




PRACTICE 41

Resource-Based Strategy 41
Identification of Valuable Resources 41
Investing in Resources 43

Upgrading Resources 45

Leveraging Resources 46
Recommended Readings 47

APPENDIX B: BUSINESS STRATEGY AND
INDUSTRY ANALYSIS 48
Strategy Identification 48
Industry Analysis 49
The Degree of Rivalry 50
The Threat of Entry 51
The Threats of Substitutes 53
Buyer Power 53
Supplier Power 54
Summary 54
Generic Strategies 54

A xiv

Contents

. A .
CHAPTER 3: SCALE AND SCOPE WITHIN AN INDUSTRY 57

Introduction 57

PRINCIPLES 58

Dimensions of Scope 58

Expansion within an Industry 60

Economies of Scale 61

Experience Curve 63

Limits to Scale and Experience 64

Economies of Scope 65

Obstacles to Exploiting Scale and Scope 67

PRACTICE 68

The Search for Scale and Scope Effects 68

Identifying Scale and Scope Effects 69

Scale and Scope Along the Value Chain 70

Conclusion 73

Recommended Readings 73

A
CHAPTER 4: DIVERSIFIED EXPANSION 75
Introduction 75
Guiding Growth 75
PRINCIPLES 76



Why Do Firms Diversify? 76

Choice of Businesses 78

Matching Resources and Businesses 78

A Sequence of Steps 79

Resources as a Springboard 81
Divetsification and Firm Performance 84
Performance Implications 85

The Importance of the Industry Effect 87
Summary 88

PRACTICE: MODE OF EXPANSION 89
Mergers and Acquisitions 89

Benefits 90

Drawbacks 91

Internal Development 93

Drawbacks 94

Benefits 94

Alliances 95

Benefits 95

Drawbacks 95

Recommended Readings 96

Axv

Contents

A
CHAPTER 5: ORGANIZATIONAL LIMITS TO FIRM SCOPE 99

Introduction 99

PRINCIPLES 100

Scope of the Firm: Resources and Competitive Advantage 100
Scope of the Firm: Market or Hierarchy 100

The Market 103

Benefits of the Market 103

Costs of the Market: Transaction Costs and Market Failure 104
Other Sources of Market Failure 107

Summary 108

The Hierarchy 108

Benefits of the Hierarchy 108

Costs of the Hierarchy 109

Summary 113

Conclusion: The Choice between Market and Hierarchy 113
Intermediate Forms of Organization 114

PRACTICE 115




A xvi

Contents

Choosing the Scope of the Firm 115

Bias to the Market 116

A Decision Process 116

Step 1: Disaggregate the Industry Value Chain 116
Step 2: Competitive Advantage 117

Step 3: Market Failure 119

Step 4: Need for Coordination 120

Step 5: Importance of Incentives 121

Summary 123

Recommended Readings 124

A
CHAPTER 6: MANAGING THE MULTIBUSINESS
CORPORATION 127
Introduction 127
PRINCIPLES 128
The Administrative Context 128
Designing the Context 128
Form and Function 129
Applying Organizational Economics 131
Organization Structure 133
Systems and Processes 136
Control 136
Coherence 139
Summary: Linking Administrative Context to Purpose 142
PRACTICE 142
Roles of the Corporate Office 142
Set Strategy 143
Resource Guardian 143
General Overhead Functions 144
Setting the Administrative Context 145
Control 146
Coherence 148
Summary: The Size of the Corporate Office 150
Recommended Readings 152 A

APPENDIX C: MECHANISMS FOR ACHIEVING
CORPORATE COHERENCE 154

Transferring Resources and Skills 154
Coordination of Activities 159

Coordinating Strategies 162
Coordinating Market Position 162
Coordinating Multimarket Competition 163




A

CHAPTER 7: CREATING CORPORATE ADVANTAGE 167

Introduction 167

PRINCIPLES 167

A System of Value Creation 167

Consistency between Resources and Businesses 168
Consistency between Businesses and Organizational Structure,
Systems, and Processes 169

Consistency between Organizational Structure, Systems, and Processes
and Resources 170

A Continuum of Effective Corporate Strategies 170
PRACTICE 173

Evaluating Corporate Strategy 173

Vision 173

Internal Consistency 174

External Consistency 174

Feasibility 175

Corporate Advantage 176

Summary 177

A
CHAPTER 8: CORPORATE GOVERNANCE 179

Introduction 179

PRINCIPLES 180

Why Governance Fails 180

Agency Problems and Self-Interest 180
Contextual Factors 182

Evidence of Failures in Governance 183
Managerial Indulgences 184

Empire Building 185

PRACTICE 186

Modern Corporate Governance 186
The Market for Corporate Control 187
Institutional Investors 188

Relationship Investing 191

The Role of the Corporate Board 192
Disengaged Directors 192

The Structure of Good Governance 193
Limitations on the Board’s Ability to Govern 195
Role of the CEO 196

Creating Corporate Advantage 196
Recommended Readings 197

Ayvit

Contents




A
CASE 1-1: THE WALT DISNEY COMPANY (A): 199

A xviii

Contents

A
CASE 1-2: THE WALT DISNEY COMPANY (B):
SUSTAINING GROWTH 223

A
CASE 1-3: PORTFOLIO PLANNING AT CIBA-GEIGY
AND THE NEWPORT INVESTMENT PROPOSAL 245

A
CASE 2-1: MARKS AND SPENCER, LTD. (A) 259

A
CASE 2-2: BERKSHIRE PARTNERS 282

A
CASE 2-3: SATURN CORPORATION’S MODULE Il
DECISION 301

A
CASE 3-1: BANC ONE CORPORATION, 1989 319

A
CASE 3-2: MASCO CORPORATION (A) 343

' A
CASE 3-3: THE HOUSEHOLD FURNITURE INDUSTRY
IN 1986 356

’ A
CASE 3-4: CAT FIGHT IN THE PET FOOD INDUSTRY () 369

A
CASE 4-1: ENCLEAN: MALCOLM WADDELLS STORY (A) 383




A
CASE 4-2: COOPER INDUSTRIES’ CORPORATE STRATEGY 407

A
CASE 4-3: ASAHI GLASS COMPANY:
DIVERSIFICATION STRATEGY 434

A
CASE 5-1: VISICORP 1978-1984 458

A
CASE 5-2: BIRDS EYE AND THE U.K. FROZEN
FOOD INDUSTRY (A) 479

A
CASE 5-3: CROWN EQUIPMENT CORPORATION:
DESIGN SERVICES STRATEGY 499

A
CASE 5-4: HABITAT FOR HUMANITY INTERNATIONAL 518

A
CASE 6-1: TEXTRON, INC. 543

A
CASE 6-2: PEPSICO’S RESTAURANTS 569

A
CASE 6-3: CODMAN & SHURTLEFE INC.: 597

A
CASE 6-4: NEWELL COMPANY: ACQUISITION STRATEGY 613

A
CASE 6-5: SHARP CORPORATION: TECHNOLOGY
STRATEGY 635

A xix

Contents



