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Research and development is critical to the success

of innovative companies such as Samsung, Sony, and

Verizon. Continuous development of new products—

although costly and sometimes difficult to achieve—

is an important aspect of strategic competitiveness.

Strategic Management 
and Strategic Competitiveness

Studying this chapter should provide you with
the strategic management knowledge needed to:

1. Define strategic competitiveness,
competitive advantage, and above-average
returns.

2. Describe the 21st-century competitive
landscape and explain how globalization
and technological changes shape it.

3. Use the industrial organization (I/O)
model to explain how firms can earn
above-average returns.

4. Use the resource-based model to explain
how firms can earn above-average
returns.

5. Describe strategic intent and strategic
mission and discuss their value.

6. Define stakeholders and describe their
ability to influence organizations.

7. Describe the work of strategic leaders.

8. Explain the strategic management
process.
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The Innovation Pipeline: A Lifeline of Survival in Business

Conventional wisdom says to get back to the basics. Conventional wisdom says
to cut costs. Conventional wisdom is doomed. The winners are the innovators
who are making bold thinking an everyday part of doing business.

—Gary Hamel, 2002

Innovation has become an absolute necessity to survive and perform well in
almost every industry.The current competitive landscape demands innova-
tion. Gary Hamel, a well-known writer and management consultant, argues
that firms cannot rely on past successes to perform well today. Furthermore,
he suggests that current success will not carry firms into the future. Man-
agers must have the foresight and courage to continuously innovate.Thus, a
firm’s strategy must include continuous innovation.

DuPont, once known as a highly innovative company, lost its way. As
one author noted, the company has mostly “shot blanks” in the last decade.
Analysts suggest that too many resources have been diverted from developing
innovative products to focus on increasing the productivity of its current
businesses. Furthermore, the firm’s managers have been criticized for failing
to evaluate the market effectively and thereby missing primary opportunities,
such as in the agricultural biotechnology field. It had to sell off its pharma-
ceutical business because it could no longer compete against the larger and
more innovative companies in the industry.Top executives are also consider-
ing divesting some of DuPont’s other businesses, accounting for a major
portion of its sales, because of poor market performance. Its R&D must be
shifted from improving existing products to emphasizing the development of
new products. DuPont executives are now in the process of changing the mix
of R&D dollars spent from about one-third on creating new products and
two-thirds on improving existing ones to two-thirds invested in developing
innovative new market entries.

Interestingly, the large conglomerate Samsung has continued its suc-
cess, largely through innovation.The conventional wisdom was that large,
highly diversified firms could not be innovative and most are not. But Sam-
sung has been very innovative and is among the leaders in many markets in
which it competes. For example, it is the market leader in big-screen TVs,
microwave ovens, LCD displays, and DRAM chips. It is number two in the
flash memory market and number three in cell phones, MP3 players, and
DVD players. Unlike many other large conglomerates, it places a high prior-
ity on investments in R&D.To remain a leader in the markets listed above
requires a steady stream of innovative products.

Innovation is important in many industries, as noted above. For example,
Clear Channel Communications, the largest owner of radio stations, recently



announced that it would market a CD of live recordings from concerts within
five minutes of the conclusion of a show. Verizon recently introduced phone
booths where people can gain access to the Internet.The firm’s intent is to
become the market leader in providing broadband services. Sony, the current
market leader in video games, is not resting on its current product line. In
2003 it announced a powerful handheld player designed to beat one of its
primary competitors, Nintendo.These firms are using innovation to obtain or
maintain market leadership. Without it, they would risk even survival.

While innovation is important, it is difficult and costly to achieve. For
example, large pharmaceutical competitors are now considering cooperating
to develop certain types of drugs because of the costs and risks involved. In
fact, an industry task force has recommended establishing a research consor-
tium of pharmaceutical companies similar to Sematech in the semiconductor
industry. Sematech allowed U.S. semiconductor companies to regain compet-
itiveness in that industry. Such a research consortium could encourage coop-
eration in the development of cancer fighting drugs.The costs and risks
involved in R&D make some firms take a conservative approach and focus on
improving current products. Such research usually has short-term payoffs but
is costly in the longer term when there is a deficit of new products to market.
Internal dissension exists at Hewlett-Packard (HP) because of the pressure
to reduce costs in R&D, which HP scientists argue is hurting the company’s
level of innovation.The tight market for computer hardware and the high costs
of the Compaq acquisition have caused reductions in HP’s R&D budgets. Over
time, HP will learn if these pressures will harm its competitiveness.

SOURCES: C. Edwards, M. Ihlwan, & P. Engardio, 2003, The Samsung way, Business Week, June 16, 56–64; B. J. Feder,
2003, Verizon sets up phone booths to give access to the Internet, New York Times, May 14, http://www.nytimes.com; Sony
takes on Nintendo with new player, 2003, New York Times, May 14, http://www.nytimes.com; A. Pollack, 2003, Companies
may cooperate on cancer drugs, New York Times, May 14, http://www.nytimes.com; J. Markoff, 2003, Innovation at Hewlett
tries to evade the ax, New York Times, May 5, http://www.nytimes.com; M. Mirapaul, 2003, Concert CD’s sold on the spot by
a radio giant, New York Times, May 5, http://www.nytimes.com; G. Hamel, 2002, Innovation now! Fast Company, December,
http://www.fastcompany.com.

Samsung and DuPont’s performances are in sharp contrast. DuPont, a once highly inno-
vative company, lost its competitive edge. Clearly, DuPont changed its strategy to
emphasize productivity and improve its current product line rather than introduce inno-
vative new products. Such actions probably improved the firm’s profits in the short term.
But in the long term, it had to sell off divisions that were no longer competitive and is
experiencing major problems because of the lack of innovation. In contrast, Samsung is
investing in innovation to remain among the leaders in multiple product markets. Again,
these are outcomes of its strategy. Samsung’s strategy formulation and implementation
actions helped it gain an advantage over many of its competitors. Other firms operating
in diverse industries are using innovation as a competitive weapon. Examples include
Verizon’s new telephone booths for access to the Internet, the concert CDs offered by
Clear Channel Communications, and Sony’s new handheld player.

The actions taken by these firms are intended to achieve strategic competitive-
ness and earn above-average returns. Strategic competitiveness is achieved when a firm

Strategic competitiveness
is achieved when a firm
successfully formulates and
implements a value-creating
strategy.
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successfully formulates and implements a value-creating strategy. When a firm imple-
ments such a strategy and other companies are unable to duplicate it or find it too
costly to imitate,1 this firm has a sustained (or sustainable) competitive advantage  (here-
after called simply competitive advantage). An organization is assured of a competitive
advantage only after others’ efforts to duplicate its strategy have ceased or failed. In
addition, when a firm achieves a competitive advantage, it normally can sustain it only
for a certain period.2 The speed with which competitors are able to acquire the skills
needed to duplicate the benefits of a firm’s value-creating strategy determines how
long the competitive advantage will last.3

Understanding how to exploit a competitive advantage is important for firms to
earn above-average returns.4 Above-average returns are returns in excess of what an
investor expects to earn from other investments with a similar amount of risk. Risk is
an investor’s uncertainty about the economic gains or losses that will result from a par-
ticular investment.5 Returns are often measured in terms of accounting figures, such
as return on assets, return on equity, or return on sales. Alternatively, returns can be
measured on the basis of stock market returns, such as monthly returns (the end-of-
the-period stock price minus the beginning stock price, divided by the beginning stock
price, yielding a percentage return). In smaller new venture firms, performance is
sometimes measured in terms of the amount and speed of the growth (e.g., in annual
sales) because they may not have returns early or the asset base is too small to evalu-
ate the returns received.6

Firms without a competitive advantage or that are not competing in an attrac-
tive industry earn, at best, average returns. Average returns are returns equal to those
an investor expects to earn from other investments with a similar amount of risk. In
the long run, an inability to earn at least average returns results in failure. Failure
occurs because investors withdraw their investments from those firms earning less-
than-average returns.

Dynamic in nature, the strategic management process (see Figure 1.1) is the full set
of commitments, decisions, and actions required for a firm to achieve strategic com-
petitiveness and earn above-average returns.7 Relevant strategic inputs derived from
analyses of the internal and external environments are necessary for effective strategy
formulation and implementation. In turn, effective strategic actions are a prerequisite
to achieving the desired outcomes of strategic competitiveness and above-average
returns. Thus, the strategic management process is used to match the conditions of an
ever-changing market and competitive structure with a firm’s continuously evolving
resources, capabilities, and core competencies (the sources of strategic inputs). Effective
strategic actions that take place in the context of carefully integrated strategy formula-
tion and implementation actions result in desired strategic outcomes.8 (See Figure 1.1.)

In the remaining chapters of this book, we use the strategic management process
to explain what firms should do to achieve strategic competitiveness and earn above-
average returns. These explanations demonstrate why some firms consistently achieve
competitive success while others fail to do so.9 As you will see, the reality of global
competition is a critical part of the strategic management process.10

Several topics are discussed in this chapter. First, we examine the challenge of
strategic management. This brief discussion highlights the fact that strategic actions
taken to achieve and then maintain strategic competitiveness demand the best efforts
of managers, employees, and their organizations on a continuous basis.11 Second, we
describe the 21st-century competitive landscape, created primarily by the emergence of
a global economy and rapid technological changes. This landscape provides the con-
text of opportunities and threats within which firms strive to meet today’s competitive
challenges.

We next examine two models that suggest the strategic inputs needed to select
strategic actions necessary to achieve strategic competitiveness. The first model (industrial

A sustained or sustainable
competitive advantage
occurs when a firm imple-
ments a value-creating strat-
egy and other companies are
unable to duplicate it or
find it too costly to imitate.

Above-average returns
are returns in excess of
what an investor expects 
to earn from other invest-
ments with a similar
amount of risk.

Risk is an investor’s uncer-
tainty about the economic
gains or losses that will
result from a particular
investment.

Average returns are
returns equal to those an
investor expects to earn
from other investments 
with a similar amount 
of risk.

The strategic manage-
ment process is the full
set of commitments, deci-
sions, and actions required
for a firm to achieve strate-
gic competitiveness and
earn above-average returns.
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organization) suggests that the external environment is the primary determinant of a
firm’s strategic actions. The key to this model is identifying and competing successfully
in an attractive (i.e., profitable) industry.12 The second model (resource based) suggests
that a firm’s unique resources and capabilities are the critical link to strategic competi-
tiveness.13 Comprehensive explanations in this chapter and the next two chapters show
that through the combined use of these models, firms obtain the strategic inputs needed
to formulate and implement strategies successfully. Analyses of its external and internal
environments provide a firm with the information required to develop its strategic
intent and strategic mission (defined later in this chapter). As shown in Figure 1.1,
strategic intent and strategic mission influence strategy formulation and implementa-
tion actions. The chapter’s discussion then turns to the stakeholders that organizations
serve. The degree to which stakeholders’ needs can be met increases directly with
enhancements in a firm’s strategic competitiveness and its ability to earn above-average
returns. Closing the chapter are introductions to strategic leaders and the elements of
the strategic management process.
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The Strategic Management ProcessFigure 1.1
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The Challenge of Strategic Management

The goals of achieving strategic competitiveness and earning above-average returns are
challenging—not only for large firms such as IBM, but also for those as small as a
local computer retail outlet or dry cleaner. As suggested in the Opening Case, the per-
formances of some companies, such as Samsung, have more than met strategic man-
agement’s challenges to date.

For other firms, the challenges are substantial in the dynamic competitive land-
scape. Evidence the rapid changes experienced by Cisco Systems. During the 1990s,
Cisco’s overall performance was among the best—it was among the top ten firms whose
stock price increased over 10,000 percent in that decade. However, in 2001, the firm
experienced significant reductions in its stock price. One writer referred to Cisco as a
fractured fairy tale.14 Cisco’s top management argued that their new strategic actions
would, over time, regain the high performance once enjoyed by the firm.15 In Spring
2003, Cisco announced that it had recovered from the substantial loss suffered in 2001.
In fact, Cisco reported a profit of almost $1.9 billion for 2002, and its stock price was
beginning to increase.16

Business failure is rather common. In 2002, for example, 38,540 U.S. businesses
filed for bankruptcy, down approximately 4 percent from the number filed in 2001. But
the total value of the assets reached a record in 2002. The bankruptcies filed repre-
sented $375.2 billion in assets compared to $258.5 billion in 2001.17 These statistics
suggest that competitive success is transient.18 Thomas J. Watson, Jr., formerly IBM’s
chairman, once cautioned people to remember that “corporations are expendable and
that success—at best—is an impermanent achievement which can always slip out of
hand.”19

As described in a Strategic Focus later in this chapter, both US Airways and
United Airlines filed for bankruptcy, and American Airlines narrowly averted bank-
ruptcy by gaining major wage concessions from its employee unions. In the Opening
Case, several companies were noted to be introducing innovative new products while
others’ capabilities to produce innovation were questioned by knowledgable industry
analysts. Without innovations, firms in most industries will not be able to survive over
time. And, the innovation must be a part of an effective strategy developed to navigate
in the competitive landscape of the 21st century. It is interesting to note that a survey
showed CEOs did not place “strong and consistent profits” as their top priority; in
fact, it was ranked fifth. A “strong and well-thought-out strategy” was regarded as the
most important factor to make a firm the most respected in the future. Maximizing
customer satisfaction and loyalty, business leadership and quality products and ser-
vices, and concern for consistent profits followed this factor.20 These rankings are con-
sistent with the view that no matter how good a product or service is, the firm must
select the “right” strategy and then implement it effectively. In a 2003 survey of the top
100 growth companies, Business Week noted that these firms thrive in a tough econ-
omy because of their risk taking (e.g., innovation) and use of smart strategies.21

Suggesting strategic management’s challenge, Andrew Grove, Intel’s former
CEO, observed that only paranoid companies survive and succeed. Firms must con-
tinuously evaluate their environments and decide on the appropriate strategy. Strategy
is an integrated and coordinated set of commitments and actions designed to exploit
core competencies and gain a competitive advantage. By choosing a strategy, a firm
decides to pursue one course of action over others. The firm’s executives are thus set-
ting priorities for the firm’s competitive actions. Strategies are organic in that they
must be adapted over time as the external environment and the firm’s resource portfo-
lio change.22

Firms can select effective or ineffective strategies. For example, the choice by
Xerox to pursue a strategy other than the development and marketing of the personal

Strategy is an integrated
and coordinated set of
commitments and actions
designed to exploit core
competencies and gain a
competitive advantage.
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computer and laser printers was likely an ineffective one. The purpose of this book is
to explain how firms develop and implement effective strategies. Partly because of
Grove’s approach described above, Intel continuously strives to improve in order to
remain competitive. For Intel and others that compete in the 21st century’s competi-
tive landscape, Grove believes that a key challenge is to try to do the impossible—
namely, to anticipate the unexpected.23

The Current Competitive Landscape
24

The fundamental nature of competition in many of the world’s industries is chang-
ing.25 The pace of this change is relentless and is increasing. Even determining the
boundaries of an industry has become challenging. Consider, for example, how
advances in interactive computer networks and telecommunications have blurred the
definition of the television industry. The near future may find companies such as ABC,
CBS, NBC, and HBO competing not only among themselves, but also with AT&T,
Microsoft, Sony, and others.

Other characteristics of the 21st-century competitive landscape are noteworthy
as well. Conventional sources of competitive advantage, such as economies of scale
and huge advertising budgets, are not as effective as they once were. Moreover, the tra-
ditional managerial mind-set is unlikely to lead a firm to strategic competitiveness.
Managers must adopt a new mind-set that values flexibility, speed, innovation, inte-
gration, and the challenges that evolve from constantly changing conditions. The con-
ditions of the competitive landscape result in a perilous business world, one where the
investments required to compete on a global scale are enormous and the consequences
of failure are severe.26 Developing and implementing strategy remains an important
element of success in this environment. It allows for strategic actions to be planned
and to emerge when the environmental conditions are appropriate. It also helps to
coordinate the strategies developed by business units in which the responsibility to
compete in specific markets is decentralized.27

Hypercompetition is a term often used to capture the realities of the 21st-century
competitive landscape. Hypercompetition results from the dynamics of strategic maneu-
vering among global and innovative combatants. It is a condition of rapidly escalating
competition based on price-quality positioning, competition to create new know-how
and establish first-mover advantage, and competition to protect or invade established
product or geographic markets.28 In a hypercompetitive market, firms often aggressively
challenge their competitors in the hopes of improving their competitive position and
ultimately their performance.29

Several factors create hypercompetitive environments and the 21st-century com-
petitive landscape. The two primary drivers are the emergence of a global economy
and technology, specifically rapid technological change.

As explained in the Strategic Focus, the global automobile market is highly com-
petitive. The U.S. auto market is the largest and perhaps the most important, but most
auto manufacturers compete in markets around the world. Both GM and Ford are
headquartered in the United States, but sell their products globally. Likewise, BMW is
headquartered in Germany, but considers the United States a critically important
market. In fact, many of the new BMW autos were designed specifically for the U.S.
market. BMW is performing well, and GM’s overall performance is improving. But
Ford is in trouble and may encounter challenges to turn around the firm’s fortunes.
Interestingly, in the mid-1990s, Ford was considered the best U.S. auto manufacturer.
But poor strategic decisions and a lack of focus on creating innovative new designs
have reversed its fortunes. The change in Ford exemplifies the impermanence of suc-
cess, especially with global markets and competition.
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Strategic
Focus

Gliding above the Water, Treading Water, and Drowning
The global automobile market is highly competitive.The autos compete in market seg-
ments but performance, design, and quality are important competitive factors in all mar-
ket segments. In an annual quality survey conducted by J.D. Power and Associates, some
autos fared well and others performed badly. For example, the bottom five performers in
quality were Hummer, Land Rover, Kia, MINI, and Saab, whereas the top five performers
were Lexus, Cadillac, Infiniti, Acura, and Buick. Performance on such surveys can greatly
affect sales, so it is quite important. BMW performed well above average with a score
that ranked eighth, whereas two Ford products (Ford and Lincoln) and several GM prod-
ucts (Oldsmobile, Pontiac, GMC, and Saturn) had below-average quality scores.These
outcomes are the result of differing strategies followed by these firms in past years.

BMW has developed and implemented a strategy for growth that entails designing
and manufacturing a number of different autos targeted for multiple different market
segments. BMW is especially targeting the large U.S. auto market, and its goal is to
increase BMW’s sales in the United States by 40 percent by 2008.This would be total
sales of 300,000 cars annually, the largest number of luxury autos sold in one market
globally, and would overtake Lexus, the current leader.This is a bold strategic move at a
time when many of BMW’s competitors are cutting R&D and production. However, the
time may be correct for just such a move. When the economy rebounds, BMW will be in
a strong position to take advantage of the enhanced market. BMW’s actions have already
been winning customers and converts from its primary competitor, Lexus.

In contrast, GM is “treading water” and Ford may be “drowning.” For a number 
of years, GM’s market share was declining because of multiple past strategic mistakes.
The current CEO is providing reasons to believe that GM may turn around its fortunes.
Rick Wagoner, CEO, is changing the culture, placing renewed emphasis on new product
development and introducing competitive tactics such as zero percent financing to regain
a competitive advantage. GM has also reduced both the time and cost of building its
automobiles. For example, the number of labor hours required to produce a Malibu has
been reduced by 25 percent, and the engineering costs on several of its autos have been
reduced by one-third.

Ford, on the other hand, is in deep trouble and faces major challenges to turn
around its fortunes. It lost a total of $6.4 billion in 2001–2002 and the outcomes for
2003 were not bright.The year 2003 marked Ford’s 100th anniversary, but it was one of
the firm’s most challenging times since the early years of its existence. Ford’s competi-
tors have been relentless in developing advantages that Ford is challenged to overcome.
Ford’s autos were ranked last in relia-
bility by Consumer Reports in 2003.
Ford and GM both have substantial
pension funding requirements, but much
of Ford’s obligations have been funded
by debt. As a result, Ford’s debt rating
is only slightly above “junk status.”
Rumors suggest that there are conflicts
among the top management team with
turnover likely by some team members.
One informed observer stated that “if 
it didn’t have the name Ford, it would
be in bankruptcy.” Ford’s competitors
have been building and marketing vehi-
cles that better meet customers’ needs
and desires. Ford managers somehow
lost touch with the market over time
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A 2004 BMW on display 

at a recent U.S. auto show.

BMW has maintained a 

global sustained competitive

advantage through its

reputation in automobile

engineering as well as its

innovations in design. Its long-

term strategic plan entails a

40 percent increase in U.S.

sales by 2008 and greater

attention to market segments

especially intended for the U.S.



The Global Economy

A global economy is one in which goods, services, people, skills, and ideas move freely
across geographic borders. Relatively unfettered by artificial constraints, such as tar-
iffs, the global economy significantly expands and complicates a firm’s competitive
environment.30 Interesting opportunities and challenges are associated with the emer-
gence of the global economy. For example, Europe, instead of the United States, is
now the world’s largest single market with 700 million potential customers. The Euro-
pean Union and the other Western European countries also have a gross domestic
product that is over 35 percent higher than the GDP of the United States.31 In addi-
tion, by 2015, China’s total GDP will be greater than Japan’s, although its per capita
output will likely be lower.32 In recent years, as the competitiveness rankings in Table
1.1 indicate, the Japanese economy has lagged behind that of the United States and a
number of other countries. In fact, Japanese managers once heralded for their
approach have been forced to change their style of operation in order to compete in
global markets.33 A few Asian countries, in particular Malaysia and Taiwan, have
maintained their rankings, which is commendable considering the Asian financial cri-
sis of the latter part of the 1990s.34 Australia and Canada have also ranked highly in
recent years.

Achieving improved competitiveness allows a country’s citizens to have a higher
standard of living. Some believe that entrepreneurial activity will continue to influence
living standards during the 21st century. The role of entrepreneurship is discussed fur-
ther in Chapter 13. A country’s competitiveness is achieved through the accumulation
of individual firms’ strategic competitiveness in the global economy. To be competi-
tive, a firm must view the world as its marketplace. For example, Procter & Gamble
believes that it still has tremendous potential to grow internationally because the
global market for household products is not as mature as it is in the United States.
Recently, U.S. midsize and small firms are demonstrating a strong commitment to
competing in the global economy as well as their larger counterparts. For example, 60
percent of U.S. firms now exporting goods are defined as small businesses.

Ikea (discussed further in Chapter 4) has benefited from competing in the global
economy. It has annual sales exceeding $11 billion and employs 70,000 workers. It first
moved outside its home market in Sweden in 1963 and entered the U.S. market in the
mid-1980s. Currently, Ikea has over 150 stores in more than 20 countries. Much of the
firm’s growth and success have come from sales in international markets.35

The March of Globalization

Globalization is the increasing economic interdependence among countries as reflected
in the flow of goods and services, financial capital, and knowledge across country bor-

A global economy is one
in which goods, services,
people, skills, and ideas
move freely across geo-
graphic borders.
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and did not invest in new product development while its competitors were designing new
models. Currently, it is just trying to catch up to GM’s lower costs and speedier produc-
tion (but still using existing designs).

SOURCES: G. Edmondson, C. Palmeri, B. Grow, & C. Tierney, 2003, BMW: Will Panke’s high-speed approach hurt the
brand? Business Week, June 9, 57–60; N. Shirouzu, 2003, Ford’s new development plan: Stop reinventing its wheels, Wall
Street Journal, April 16, A1, A4; K. Kerwin, 2003, Can Ford pull out of its skid? Business Week, March 31, 70–71; D. Hakim,
2003, Long road ahead for Ford, New York Times, March 14, http://www.nytimes.com; D. Welch & K. Kerwin, 2003, Rick
Wagoner’s game plan, Business Week, February 10, 52–60; G. L. White, 2003, GM’s deep-discounting strategy helps auto
maker regain ground, Wall Street Journal, January 17, A1, A4; B. Breen, 2002, BMW: Driven by design, Fast Company, Sep-
tember, 121–134; D. Welch, 2002, A hit parade for BMW? Business Week, September 23, 64–65.



ders.36 In globalized markets and industries, financial capital might be obtained in one
national market and used to buy raw materials in another one. Manufacturing equip-
ment bought from a third national market can then be used to produce products that
are sold in yet a fourth market. Thus, globalization increases the range of opportuni-
ties for companies competing in the 21st-century competitive landscape.

Wal-Mart, for instance, is trying to achieve boundaryless retailing with global
pricing, sourcing, and logistics. Most of Wal-Mart’s original international investments
were in Canada and Mexico, in proximity to the United States. However, the company
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Country 2003 2002
United States 1 1
Australia 2 3
Canada 3 2
Malaysia 4 6
Germany 5 4
Taiwan 6 7
United Kingdom 7 5
France 8 9
Spain 9 8
Thailand 10 13
Japan 11 11
China (mainland) 12 12
Brazil (Sao Paolo) 13 —
China (Zeijiang) 14 —
Korea 15 10
Colombia 16 20
Italy 17 14
South Africa 18 16
India (Maharashtra) 19 —
India 20 17
Brazil 21 15
Philippines 22 18
Romania 23 —
Mexico 24 19
Turkey 25 23
Russia 26 21
Poland 27 22
Indonesia 28 25
Argentina 29 26
Venezuela 30 24

SOURCE: From World Competitiveness Yearbook 2003, IMD, Switzerland. http://www.imd.ch.wcy.esummary, April.
Reprinted by permission.

Country Competitiveness Rankings (Population over 20 Million) Table 1.1



has now moved into Europe, South
America, and Asia. Wal-Mart is the
largest retailer in the world and
changes the structure of business in
many countries it enters. In 2003, Wal-
Mart had 1,295 stores in international
locations representing about 27 per-
cent of its total stores.37

The internationalization of mar-
kets and industries makes it increas-
ingly difficult to think of some firms 
as domestic companies. For example,
Daimler-Benz, the parent company of
Mercedes-Benz, merged with Chrysler
Corporation to create DaimlerChrysler.
DaimlerChrysler has focused on inte-
grating the formerly independent com-
panies’ operations around the world. In

a similar move, Ford acquired Volvo’s car division. Ford now has six global brands:
Ford, Lincoln, Mercury, Jaguar, Mazda, and Aston Martin. It uses these brands to build
economies of scale in the purchase and sourcing of components that make up 60 percent
of the value of a car.38

Neither of these companies has been performing well since the turn of the 21st
century. Problems with the integration of Chrysler into the Daimler organization have
been blamed for the performance problems of DaimlerChrysler. The problems experi-
enced by Ford were enumerated in the Strategic Focus. The U.S. auto market contin-
ues to change, as suggested in the Strategic Focus. In fact, it is predicted that foreign
brands will control about 50 percent of this market by 2007.39 However, auto manu-
facturers should no longer be thought of as European, Japanese, or American. Instead,
they can be more accurately classified as global companies striving to achieve strategic
competitiveness in the 21st-century competitive landscape. Some believe that because
of the enormous economic benefits it can generate, globalization will not be stopped.
It has been predicted that genuine free trade in manufactured goods among the United
States, Europe, and Japan would add 5 to 10 percent to the three regions’ annual eco-
nomic output, and free trade in their service sectors would boost aggregate output by
another 15 to 20 percent. Realizing these potential gains in economic output requires
a commitment from the industrialized nations to cooperatively stimulate the higher
levels of trade necessary for global growth. In 2001, global trade in goods and services
accounted for approximately 25 percent of the world’s GDP and has remained rela-
tively constant since that time.40

Global competition has increased performance standards in many dimensions,
including quality, cost, productivity, product introduction time, and operational effi-
ciency. Moreover, these standards are not static; they are exacting, requiring continu-
ous improvement from a firm and its employees. As they accept the challenges posed
by these increasing standards, companies improve their capabilities and individual
workers sharpen their skills. Thus, in the 21st-century competitive landscape, only
firms capable of meeting, if not exceeding, global standards typically earn strategic
competitiveness.41

The development of emerging and transitional economies also is changing the
global competitive landscape and significantly increasing competition in global mar-
kets.42 The economic development of Asian countries—outside Japan—is increasing
the significance of Asian markets. Firms in the emerging economies of Asia, such as
South Korea, however, are becoming major competitors in global industries. Compa-
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Although other discount

department stores have failed

to thrive, Wal-Mart currently

enjoys success as the largest

retailer in the world through

global pricing, sourcing, and

logistics. Here a shopper loads

his trunk with items purchased

at the largest Wal-Mart store

in the world in Mexico City,

Mexico.
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nies such as Cemex are moving more boldly into international markets and are mak-
ing important investments in Asia. Cemex, a cement producer headquartered in Mex-
ico, also has significant investments in North America and Latin America. Thus, inter-
national investments come from many directions and are targeted for multiple regions
of the world. However, firms’ ability to compete is affected by the resources and insti-
tutional environments (e.g., government regulations, access to financial capital, cul-
ture) in their country. Firms from emerging market countries often are resource poor
and must access resources (often through alliances with resource rich firms) to com-
pete in global markets.43 Thus, the different institutional frameworks in countries
cause firms to follow different strategies. As a result, there are different strategies
across countries, and firms entering markets will vary their strategies according to the
institutional environments in those countries.44

There are risks with these investments (a number of them are discussed in Chap-
ter 8). Some people refer to these risks as the “liability of foreignness.”45 Research sug-
gests that firms are challenged in their early ventures into international markets and
can encounter difficulties by entering too many different or challenging international
markets. First, performance may suffer in early efforts to globalize until a firm devel-
ops the skills required to manage international operations.46 Additionally, the firm’s
performance may suffer with substantial amounts of globalization. In this instance,
firms may overdiversify internationally beyond their ability to manage these diversified
operations.47 The outcome can sometimes be quite painful to these firms.48 Thus, entry
into international markets, even for firms with substantial experience in them, first
requires careful planning and selection of the appropriate markets to enter followed by
developing the most effective strategies to successfully operate in those markets.

Global markets are attractive strategic options for some companies, but they are
not the only source of strategic competitiveness. In fact, for most companies, even for
those capable of competing successfully in global markets, it is critical to remain com-
mitted to and strategically competitive in the domestic market.49 In the 21st-century
competitive landscape, firms are challenged to develop the optimal level of globaliza-
tion that results in appropriate concentrations on a company’s domestic and global
operations.

In many instances, strategically competitive companies are those that have learned
how to apply competitive insights gained locally (or domestically) on a global scale.50

These companies do not impose homogeneous solutions in a pluralistic world. Instead,
they nourish local insights so that they can modify and apply them appropriately in
different regions of the world.51 Moreover, they are sensitive to globalization’s poten-
tial effects. Firms with strong commitments to global success evaluate these possible
outcomes in making their strategic choices.

Technology and Technological Changes

There are three categories of trends and conditions through which technology is sig-
nificantly altering the nature of competition.

IN C R E A S I N G RAT E O F TE C H N O L O G I C A L
CH A N G E A N D DI F F U S I O N
Both the rate of change of technology and the speed at which new technologies
become available and are used have increased substantially over the last 15 to 20 years.
Consider the following rates of technology diffusion:

It took the telephone 35 years to get into 25 percent of all homes in the United
States. It took TV 26 years. It took radio 22 years. It took PCs 16 years. It took
the Internet 7 years.52
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Perpetual innovation is a term used to describe how rapidly and consistently new,
information-intensive technologies replace older ones. The shorter product life cycles
resulting from these rapid diffusions of new technologies place a competitive premium
on being able to quickly introduce new goods and services into the marketplace. In
fact, when products become somewhat indistinguishable because of the widespread
and rapid diffusion of technologies, speed to market may be the primary source of
competitive advantage (see Chapter 5).53 While some people became disenchanted with
information technology because of the “bubble years” when the Internet was overval-
ued, the information technology industry comprises 10 percent of the U.S. economy
and 60 percent of its capital spending. Thus, the waves of innovation it produces will
continue to be highly important.54

There are other indicators of rapid technology diffusion. Some evidence suggests
that it takes only 12 to 18 months for firms to gather information about their com-
petitors’ research and development and product decisions.55 In the global economy,
competitors can sometimes imitate a firm’s successful competitive actions within a few
days. Once a source of competitive advantage, the protection firms possessed previ-
ously through their patents has been stifled by the current rate of technological diffu-
sion. Today, patents are thought by many to be an effective way of protecting propri-
etary technology only for the pharmaceutical and chemical industries. Indeed, many
firms competing in the electronics industry often do not apply for patents to prevent
competitors from gaining access to the technological knowledge included in the patent
application.

The other factor in technological change is the development of disruptive tech-
nologies that destroy the value of existing technology and create new markets.56 Some
have referred to this concept as Schumpeterian innovation, from the work by the
famous economist Joseph A. Schumpeter. Others refer to this outcome as radical or
breakthrough innovation.57 While disruptive or radical technologies generally harm
industry incumbents, some are able to adapt based on their superior resources, past
experience, and ability to gain access to the new technology through multiple sources
(e.g., alliances, acquisitions, and ongoing internal basic research).58

TH E IN F O R M AT I O N AG E
Dramatic changes in information technology have occurred in recent years. Personal
computers, cellular phones, artificial intelligence, virtual reality, and massive databases
(e.g., Lexis/Nexis) are a few examples of how information is used differently as a result
of technological developments. An important outcome of these changes is that the
ability to effectively and efficiently access and use information has become an impor-
tant source of competitive advantage in virtually all industries.

Companies are building electronic networks that link them to customers,
employees, vendors, and suppliers. These networks, designed to conduct business over
the Internet, are referred to as e-business,59 and e-business is big business. Internet
trade has exceeded expectations with business-to-business trade reaching $2.4 trillion
and business-to-consumer trade reaching $95 billion in 2003. Productivity gains from
business use of the Internet are also expected to reach $450 billion by 2005.60

Both the pace of change in information technology and its diffusion will continue
to increase. For instance, the number of personal computers in use is expected to reach
278 million by 2010. The declining costs of information technologies and the increased
accessibility to them are also evident in the 21st-century competitive landscape. The
global proliferation of relatively inexpensive computing power and its linkage on a
global scale via computer networks combine to increase the speed and diffusion of
information technologies. Thus, the competitive potential of information technologies
is now available to companies of all sizes throughout the world, not only to large firms
in Europe, Japan, and North America.
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The Internet provides an infrastructure that allows the delivery of information
to computers in any location. Access to significant quantities of relatively inexpensive
information yields strategic opportunities for a range of industries and companies.
Retailers, for example, use the Internet to provide abundant shopping privileges to
customers in multiple locations. The pervasive influence of electronic commerce or e-
business is creating a new culture, referred to as e-culture, that affects the way man-
agers lead, organize, think, and develop and implement strategies.61

IN C R E A S I N G KN OW L E D G E IN T E N S I T Y
Knowledge (information, intelligence, and expertise) is the basis of technology and its
application. In the 21st-century competitive landscape, knowledge is a critical organi-
zational resource and is increasingly a valuable source of competitive advantage.62 As
a result, many companies now strive to translate the accumulated knowledge of indi-
vidual employees into a corporate asset. Some argue that the value of intangible assets,
including knowledge, is growing as a proportion of total shareholder value.63 The
probability of achieving strategic competitiveness in the 21st-century competitive
landscape is enhanced for the firm that realizes that its survival depends on the ability
to capture intelligence, transform it into usable knowledge, and diffuse it rapidly
throughout the company.64 Therefore, firms must develop (e.g., through training pro-
grams) and acquire (e.g., by hiring educated and experienced employees) knowledge,
integrate it into the organization to create capabilities, and then apply it to gain a com-
petitive advantage.65 Thus, firms must develop a program whereby they learn and then
integrate this learning into firm operations. And, they must build routines that facili-
tate the diffusion of local knowledge throughout the organization for use everywhere
it has value.66 To earn above-average returns, firms must be able to adapt quickly to
changes in their competitive landscape. Such adaptation requires that the firm develop
strategic flexibility. Strategic flexibility is a set of capabilities used to respond to vari-
ous demands and opportunities existing in a dynamic and uncertain competitive envi-
ronment. Thus, it involves coping with uncertainty and the accompanying risks.67

Firms should develop strategic flexibility in all areas of their operations. To achieve
strategic flexibility, many firms have to develop organizational slack—slack resources
that allow the firm some flexibility to respond to environmental changes.68 When larger
changes are required, firms may have to undergo strategic reorientations to change their
competitive strategy. Strategic reorientations often result from a firm’s poor perfor-
mance. For example, when a firm earns negative returns, its stakeholders (discussed later
in this chapter) are likely to pressure top executives to make major changes.69

To be strategically flexible on a continuing basis, a firm has to develop the capac-
ity to learn. Continuous learning provides the firm with new and up-to-date sets of
skills, which allow the firm to adapt to its environment as it encounters changes.70 As
illustrated in the Strategic Focus, most of the airlines, especially US Airways and
United Airlines, have been unable to adapt to a turbulent and negative economic envi-
ronment. They followed flawed strategies too long and failed. As these firms realized,
being flexible, learning, and making the necessary changes are difficult, but they are
necessary for continued survival.

Next, we describe two models used by firms to generate the strategic inputs
needed to successfully formulate and implement strategies and to maintain strategic
flexibility in the process of doing so.

The I/O Model of Above-Average Returns

From the 1960s through the 1980s, the external environment was thought to be the pri-
mary determinant of strategies that firms selected to be successful.71 The industrial
organization (I/O) model of above-average returns explains the dominant influence of

Strategic flexibility is a
set of capabilities used to
respond to various demands
and opportunities existing
in a dynamic and uncertain
competitive environment.
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the external environment on a firm’s strategic actions. The model specifies that the
industry in which a firm chooses to compete has a stronger influence on the firm’s per-
formance than do the choices managers make inside their organizations.72 The firm’s
performance is believed to be determined primarily by a range of industry properties,
including economies of scale, barriers to market entry, diversification, product differ-
entiation, and the degree of concentration of firms in the industry.73 These industry
characteristics are examined in Chapter 2.

Grounded in economics, the I/O model has four underlying assumptions. First,
the external environment is assumed to impose pressures and constraints that deter-
mine the strategies that would result in above-average returns. Second, most firms
competing within a particular industry or within a certain segment of it are assumed
to control similar strategically relevant resources and to pursue similar strategies in
light of those resources. The I/O model’s third assumption is that resources used to
implement strategies are highly mobile across firms. Because of resource mobility, any
resource differences that might develop between firms will be short-lived. Fourth,
organizational decision makers are assumed to be rational and committed to acting in
the firm’s best interests, as shown by their profit-maximizing behaviors.74 The I/O
model challenges firms to locate the most attractive industry in which to compete.
Because most firms are assumed to have similar valuable resources that are mobile
across companies, their performance generally can be increased only when they oper-
ate in the industry with the highest profit potential and learn how to use their resources
to implement the strategy required by the industry’s structural characteristics.

The five forces model of competition is an analytical tool used to help firms with
this task. The model (explained in Chapter 2) encompasses several variables and tries
to capture the complexity of competition. The five forces model suggests that an
industry’s profitability (i.e., its rate of return on invested capital relative to its cost of
capital) is a function of interactions among five forces: suppliers, buyers, competitive
rivalry among firms currently in the industry, product substitutes, and potential
entrants to the industry.75 Firms can use this tool to understand an industry’s profit
potential and the strategy necessary to establish a defensible competitive position,
given the industry’s structural characteristics. Typically, the model suggests that firms
can earn above-average returns by manufacturing standardized products or producing
standardized services at costs below those of competitors (a cost leadership strategy)
or by manufacturing differentiated products for which customers are willing to pay a
price premium (a differentiation strategy, described in depth in Chapter 4).

As shown in Figure 1.2, the I/O model suggests that above-average returns are
earned when firms implement the strategy dictated by the characteristics of the gen-
eral, industry, and competitor environments. Companies that develop or acquire the
internal skills needed to implement strategies required by the external environment are
likely to succeed, while those that do not are likely to fail. Hence, this model suggests
that external characteristics, rather than the firm’s unique internal resources and capa-
bilities, primarily determine returns.

Research findings support the I/O model. They show that approximately 20 per-
cent of a firm’s profitability can be explained by the industry. In other words, 20 per-
cent of a firm’s profitability is determined by the industry or industries in which it
chooses to operate. This research also shows, however, that 36 percent of the variance
in profitability could be attributed to the firm’s characteristics and actions.76 The
results of the research suggest that both the environment and the firm’s characteristics
play a role in determining the firm’s specific level of profitability. Thus, there is likely
a reciprocal relationship between the environment and the firm’s strategy, thereby
affecting the firm’s performance.77

A firm is viewed as a bundle of market activities and a bundle of resources. Mar-
ket activities are understood through the application of the I/O model. The develop-
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ment and effective use of a firm’s resources, capabilities, and core competencies are
understood through the application of the resource-based model. As a result, execu-
tives must integrate the two models to develop the most effective strategy.

Profitability in the airline industry has been exceptionally low since we moved
into the 21st century. In fact, it is an unattractive industry except for Southwest Air-
lines and a few other innovative carriers, such as JetBlue in the United States and Vir-
gin Atlantic in the United Kingdom. The industry might become more efficient over
time if opened to international competition, but this would undoubtedly lead to con-
solidation and fewer airlines globally. As shown in the Strategic Focus, however, the
key to success is building a portfolio of valuable resources. Southwest Airlines has
done so and performed much better than the other large airlines in the industry.
Resources are Wal-Mart’s key to success as well. Therefore, we must attempt to inte-
grate the I/O model discussed above with the resource-based model explained next.
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The External Environment
•  The general environment
•  The industry environment
•  The competitor environment

An Attractive Industry
• An industry whose structural
 characteristics suggest above-
 average returns

Strategy Formulation
• Selection of a strategy linked with
 above-average returns in a
 particular industry

Assets and Skills
• Assets and skills required to
 implement a chosen strategy

Strategy Implementation
• Selection of strategic actions linked
 with effective implementation of
 the chosen strategy

Superior Returns
• Earning of above-average
 returns

1. Study the external
 environment, especially
 the industry environment.

2. Locate an industry with
 high potential for above-
 average returns.

3. Identify the strategy called
 for by the attractive
 industry to earn above-
 average returns.

4. Develop or acquire assets
 and skills needed to
 implement the strategy.

5. Use the firm’s strengths (its
 developed or acquired assets
 and skills) to implement
 the strategy.

The I/O Model of Above-Average Returns Figure 1.2



How Do Firms Succeed in a Highly Challenging Economic
Environment with Strong Competition? It Is Resources, Stupid!
Airlines exist in one of the most challenging economic environments since the depression
of the 1930s in the United States.This industry is reeling from the poor economic environ-
ment in the United States and beyond, the terrorist attack on September 11, 2001, the
SARS outbreak in Asia, and war in the Middle East. Because of decreased demand and
overcapacity in the industry, most airlines have had substantial net losses since the turn of
the century. In fact, two major airlines, US Airways and United Airlines, had to file for
bankruptcy, and others, such as American Airlines, have narrowly averted it.These major
airlines are searching for new strategies and business models. As in the past, several large
airlines have stated publicly that they were going to start a low-cost airline (e.g., United,
Delta), while others have proclaimed that they will become a low-cost airline. Of course,
these decisions are designed to emulate Southwest Airlines. (These actions are described
further in Chapter 5’s Opening Case.) Several airlines have tried to imitate Southwest in
the past and have failed.The primary problem is that the major airlines have had cost
structures substantially higher than Southwest’s (from 60 percent higher to more than
100 percent higher). One industry analyst called for a relaxation of the regulations to
allow foreign competition.The analyst suggested that this would lead to a more efficient
industry. While correct, there are significant forces against this proposal.

Southwest Airlines has been the nemesis of the major airlines for many years. It
has made a profit every year of its existence, the only airline to do so. Certainly, strategic
decisions made early in its history (such as the use of only one type of aircraft) have
helped it maintain a low cost structure. But many now believe that the primary reason
for the phenomenal success of Southwest Airlines is its resources. Southwest has two
important resources not possessed by other major airlines—substantial human capital
and a positive corporate culture. Because of its positive work environment and caring
culture, Southwest is able to hire outstanding employees who are loyal and productive.
An example of the reason for this ability is that Southwest refused to lay off employees
with the major downturn in demand after September 11. It was able to do so because it
had amassed a major cache of cash in a contingency fund for use in emergencies. All
other airlines had substantial employee layoffs. In Fortune’s 2003 annual survey of the
most admired companies, Southwest Airlines was ranked number two out of all possible
companies. Southwest Airlines has been ranked among the top ten companies on this sur-
vey since 1999, and it ranked number two in both 2002 and 2003. We further discuss

Southwest’s uses of its resources in a
Strategic Focus in Chapter 4.

The number one ranked firm in
Fortune’s 2003 survey was Wal-Mart,
the largest company in the world.
Warren Buffett provided the following
description of the firm: “Wal-Mart . . .
hasn’t lost a bit of its dynamism that 
it had back when Sam Walton started
it . . . I think that’s enormously impres-
sive.”To be ranked number one, it had
to fare well in evaluations of its finan-
cial soundness, quality of management,
quality of products and services,
employee talent, use of corporate
assets, and innovation, among other
criteria.Thus, many evaluators believe
that Wal-Mart has more than economic

An airline “graveyard” shown

in the Arizona desert. With

few successes, and many

bankruptcies or near-

bankruptcies, the airline

industry has experienced

substantial losses for decades.

Turning the industry around

may depend on increasing

international competition.
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The Resource-Based Model of Above-Average Returns

The resource-based model assumes that each organization is a collection of unique
resources and capabilities that provides the basis for its strategy and that is the primary
source of its returns. This model suggests that capabilities evolve and must be managed
dynamically in pursuit of above-average returns.78 According to the model, differences
in firms’ performances across time are due primarily to their unique resources and capa-
bilities rather than the industry’s structural characteristics. This model also assumes
that firms acquire different resources and develop unique capabilities. Therefore, not all
firms competing within a particular industry possess the same resources and capabili-
ties. Additionally, the model assumes that resources may not be highly mobile across
firms and that the differences in resources are the basis of competitive advantage.

Resources are inputs into a firm’s production process, such as capital equipment,
the skills of individual employees, patents, finances, and talented managers. In general,
a firm’s resources can be classified into three categories: physical, human, and organi-
zational capital. Described fully in Chapter 3, resources are either tangible or intangi-
ble in nature.

Individual resources alone may not yield a competitive advantage.79 In general,
competitive advantages are formed through the combination and integration of sets of
resources. A capability is the capacity for a set of resources to perform a task or an
activity in an integrative manner. Through the firm’s continued use, capabilities become
stronger and more difficult for competitors to understand and imitate. As a source of
competitive advantage, a capability “should be neither so simple that it is highly
imitable, nor so complex that it defies internal steering and control.”80

The resource-based model of superior returns is shown in Figure 1.3. Instead of
focusing on the accumulation of resources necessary to implement the strategy dic-
tated by conditions and constraints in the external environment (I/O model), the
resource-based view suggests that a firm’s unique resources and capabilities provide
the basis for a strategy. The strategy chosen should allow the firm to best exploit its
core competencies relative to opportunities in the external environment.

Not all of a firm’s resources and capabilities have the potential to be the basis for
competitive advantage. This potential is realized when resources and capabilities are
valuable, rare, costly to imitate, and nonsubstitutable.81 Resources are valuable when
they allow a firm to take advantage of opportunities or neutralize threats in its exter-
nal environment. They are rare when possessed by few, if any, current and potential
competitors. Resources are costly to imitate when other firms either cannot obtain
them or are at a cost disadvantage in obtaining them compared with the firm that
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power due to its size; it must have substantial resources in its human capital, ability to be
innovative, etc. Resources are the key to maintaining strategic flexibility and, thus, the
ability to respond to major changes in the environment.They also allow firms to develop
and implement the strategies needed to gain and sustain a competitive advantage. South-
west and Wal-Mart have performed so well over time because of the resources they have
and the way in which they have managed those resources.

SOURCES: M. Maynard, 2003, United shifts focus on low-cost airline, New York Times, http://www.nytimes.com, May 30;
W. Zellner & M. Arndt, 2003, Can anything fix the airlines? Business Week, April 7, 52–53; K. L. Alexander, 2003, US Air-
ways CEO talks shop, Washington Post, http://www.washingtonpost.com, April 4; N. Stein, 2003, America’s most admired
companies, Fortune, March 3, 81–94; W. Zellner & M. Arndt, 2003, Holding steady: As rivals sputter, can Southwest stay
on top? Business Week, February 3, 66–68; S. McCartney, 2003, U.S. airlines would benefit from foreign competition, Wall
Street Journal, http://www.wsj.com, January 22.

Resources are inputs into
a firm’s production process,
such as capital equipment,
the skills of individual
employees, patents, finances,
and talented managers.

A capability is the capacity
for a set of resources to per-
form a task or an activity in
an integrative manner.



already possesses them. And, they are nonsubstitutable when they have no structural
equivalents. Many resources can either be imitated or substituted over time. Therefore,
it is difficult to achieve and sustain a competitive advantage based on resources.82

When these four criteria are met, however, resources and capabilities become core
competencies. Core competencies are resources and capabilities that serve as a source
of competitive advantage for a firm over its rivals. Often related to a firm’s functional
skills (e.g., the marketing function is a core competence of Philip Morris, a division of
the Altria Group, Inc.), core competencies, when developed, nurtured, and applied
throughout a firm, may result in strategic competitiveness.

Managerial competencies are important in most firms. For example, managers
often have valuable human (education and experience) and social capital (ties to
important customers or critical external organizations such as suppliers).83 Such com-
petencies may include the capability to effectively organize and govern complex and
diverse operations and the capability to create and communicate a strategic vision.84

Managerial capabilities are important in a firm’s ability to take advantage of its
resources. Firms must also continuously develop their competencies to keep them up

Core competencies are
resources and capabilities
that serve as a source of
competitive advantage for 
a firm over its rivals.20
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1. Identify the firm’s resources.
 Study its strengths and
 weaknesses compared with
 those of competitors.

Resources
• Inputs into a firm’s production
 process

Capability
• Capacity of an integrated set of
 resources to integratively perform a
 task or activity

Competitive Advantage
• Ability of a firm to outperform
 its rivals

An Attractive Industry
• An industry with opportunities that
 can be exploited by the firm’s
 resources and capabilities

Strategy Formulation and
Implementation
• Strategic actions taken to earn above-
 average returns

Superior Returns
• Earning of above-average returns

2. Determine the firm’s
 capabilities. What do the
 capabilities allow the firm
 to do better than its
 competitors?

3. Determine the potential
 of the firm’s resources
 and capabilities in terms of
 a competitive advantage.

4. Locate an attractive
 industry.

5. Select a strategy that best
 allows the firm to utilize
 its resources and capabilities
 relative to opportunities in
 the external environment.

The Resource-Based Model of Above-Average ReturnsFigure 1.3



to date. This development requires a systematic program for updating old skills and
introducing new ones. Dynamic core competencies are especially important in rapidly
changing environments, such as those that exist in high-technology industries. Thus,
the resource-based model suggests that core competencies are the basis for a firm’s
competitive advantage, its strategic competitiveness, and its ability to earn above-
average returns.

Recent research shows that both the industry environment and a firm’s internal
assets affect that firm’s performance over time.85 Thus, both are important in the devel-
opment and implementation of firm strategy.86 As a result, we integrate analysis of the
external environment (Chapter 2) with the evaluation of the firm’s internal resources and
capabilities (Chapter 3) in the development of the most effective strategy for the firm.

Strategic Intent and Strategic Mission

Resulting from analyses of a firm’s internal and external environments is the informa-
tion required to form a strategic intent and develop a strategic mission (see Figure 1.1).
Both intent and mission are linked with strategic competitiveness.

Strategic Intent

Strategic intent is the leveraging of a firm’s resources, capabilities, and core competen-
cies to accomplish the firm’s goals in the competitive environment.87 Strategic intent
exists when all employees and levels of a firm are committed to the pursuit of a spe-
cific (and significant) performance criterion. Some argue that strategic intent provides
employees with the only goal worthy of personal effort and commitment: to unseat the
best or remain the best, worldwide.88 Strategic intent has been effectively formed when
employees believe strongly in their company’s product and when they are focused on
their firm’s ability to outperform its competitors.

It appears as if Apple Computer is changing its strategic intent. While Steven Jobs
has been able to steady a rapidly deteriorating firm after becoming CEO again in the late
1990s, Apple’s market share in the computer market has decreased to 2.3 percent, down
from 9.3 percent in 1993. Thus, Jobs has turned the company toward development of
digital entertainment with a new online music service. His contacts in the entertainment
industry have helped him obtain the agreements to offer the music of popular perform-
ers such as the Eagles through Apple’s new service. The competition will be stiff; how-
ever, the change in strategic intent may be a matter of survival for Apple.89

It is not enough for a firm to
know its own strategic intent. Perform-
ing well demands that the firm also
identify its competitors’ strategic
intent. Only when these intentions are
understood can a firm become aware
of the resolve, stamina, and inventive-
ness (traits linked with effective strate-
gic intents) of those competitors.90 For
example, Apple must now identify and
understand not only Dell Inc.’s strate-
gic intent but also that of Vivendi’s
Universal Music Group. A company’s
success may also be grounded in a keen
and deep understanding of the strate-
gic intent of its customers, suppliers,
partners, and competitors.91

Strategic intent is the
leveraging of a firm’s
resources, capabilities, and
core competencies to accom-
plish the firm’s goals in the
competitive environment.
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Strategic Mission

As the preceding discussion shows, strategic intent is internally focused. It is concerned
with identifying the resources, capabilities, and core competencies on which a firm can
base its strategic actions. Strategic intent reflects what a firm is capable of doing with
its core competencies and the unique ways they can be used to exploit a competitive
advantage.

Strategic mission flows from strategic intent. Externally focused, strategic mission
is a statement of a firm’s unique purpose and the scope of its operations in product and
market terms.92 A strategic mission provides general descriptions of the products a firm
intends to produce and the markets it will serve using its core competencies. An effec-
tive strategic mission establishes a firm’s individuality and is inspiring and relevant to
all stakeholders.93 Together, strategic intent and strategic mission yield the insights
required to formulate and implement strategies.

The strategic mission of Johnson & Johnson focuses on customers, stating that
the organization’s primary responsibility is to “the doctors, nurses, and patients, moth-
ers and fathers and all others who use our products and services.”94 An effective strate-
gic mission is formed when the firm has a strong sense of what it wants to do and of
the ethical standards that will guide behaviors in the pursuit of its goals.95 Because
Johnson & Johnson specifies the products it will offer in particular markets and pres-
ents a framework within which the firm operates, its strategic mission is an application
of strategic intent.96

Research has shown that having an effective intent and mission and properly
implementing them have a positive effect on performance as measured by growth in
sales, profits, employment, and net worth.97 When a firm is strategically competitive
and earning above-average returns, it has the capacity to satisfy stakeholders’ interests.

Stakeholders

Every organization involves a system of primary stakeholder groups with whom it
establishes and manages relationships.98 Stakeholders are the individuals and groups
who can affect, and are affected by, the strategic outcomes achieved and who have
enforceable claims on a firm’s performance.99 Claims on a firm’s performance are
enforced through the stakeholders’ ability to withhold participation essential to the
organization’s survival, competitiveness, and profitability.100 Stakeholders continue to
support an organization when its performance meets or exceeds their expectations.
Also, recent research suggests that firms effectively managing stakeholder relation-
ships outperform those that do not. Stakeholder relationships can therefore be man-
aged to be a source of competitive advantage.101

Although organizations have dependency relationships with their stakeholders,
they are not equally dependent on all stakeholders at all times; as a consequence, not
every stakeholder has the same level of influence. The more critical and valued a stake-
holder’s participation is, the greater is a firm’s dependency on it. Greater dependence,
in turn, gives the stakeholder more potential influence over a firm’s commitments,
decisions, and actions. Managers must find ways to either accommodate or insulate the
organization from the demands of stakeholders controlling critical resources.102

Cisco changed from being a star to most of its stakeholders to displeasing many
of them. In particular, its substantial reduction in stock price concerned shareholders.
Its employee layoffs created concern and displeasure among Cisco’s workforce, partic-
ularly because the need to cut costs was caused by poor strategic decisions that pro-
duced large inventories. However, as noted in the Strategic Focus, Cisco has survived
the dot-com crash and its performance is improving. While Cisco’s stock price is still
much lower than in the heady times of the late 1990s, its future looks bright with a

Strategic mission is a
statement of a firm’s unique
purpose and the scope of its
operations in product and
market terms.
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the strategic outcomes
achieved and who have
enforceable claims on a
firm’s performance.



Strategic
Focus 

Is Cisco a Survivor?
In the decade of the 1990s, Cisco Systems created more wealth for its shareholders than
any other firm. Its stock price increased by 124,825 percent—a $100 investment in
Cisco stock in 1990 was worth $1,248,250 by the end of the decade. Cisco was able to
satisfy many of its stakeholders during the decade, but with the downturn in the U.S.
economy and the poor performance of Internet-based and telecommunications firms
(Cisco’s major customers), its fortunes turned sour. Its stock price declined by almost 
78 percent, from a high of over $71 in 2000 to below $16 in 2001, and Cisco had to lay
off employees.

During the earlier strong economy, Cisco experienced delays in obtaining supplies
and was unable to meet customers’ orders for its systems. As a result, it signed long-term
contracts with suppliers to ensure supply. When sales declined significantly, Cisco was
faced with large inventories. One analyst suggested that Cisco managers did not know
what to do when the economy slowed. Neither shareholders nor employees were pleased
with the results.

During this slowdown, CEO John Chambers remained optimistic and vowed to stay
the course. But, he compared the Internet slump to a 100-year flood that had not been
anticipated by his team. Such a flood causes considerable destruction, so his analogy was
appropriate. Chambers suggested that the firm’s focus had changed from revenue growth
to profitability, earnings contribution, and growth through internal development rather than
acquisitions. While Cisco experienced a net loss of $1.0 billion in 2001, down from a $2.7
billion profit in 2000, Chambers’ optimism seems well founded. Cisco reported a net profit
in 2002 of almost $1.9 billion, representing a significant turnaround. Additionally, its cash
reserves were higher in 2002 than they were in 2000, the previous high, and profits contin-
ued to increase in 2003.Thus, Cisco appears to be in good financial condition.

Chambers predicted that brand would become especially important and promised
to protect the good brand of Cisco. Recent actions show that Chambers was serious.
Cisco filed suit against Huawei Technologies, a Chinese company, for infringement of its
patents. In June 2003, a U.S. federal judge issued an injunction against Huawei prevent-
ing it from selling, importing, exporting, or using the software questioned by Cisco.
Huawei withdrew the products in question from the U.S. market.

SOURCES: 2003, Judge issues injunction against Chinese company in suit by Cisco, New York Times, http://www.nytimes.
com, June 9; 2003, Cisco Annual Report 2002, http://www.cisco.com, March; B. Elgin, 2001, A do-it-yourself plan at Cisco,
Business Week, September 10, 52; G. Anders, 2001, John Chambers after the deluge, Fast Company, July, 100–111;
S. N. Mehta, 2001, Cisco fractures its own tale, Fortune, May 14, 105–112; P. Abrahams, 2001, Cisco chief must sink or
swim, Financial Times, http://www.ft.com, April 19.

good net profit in 2002 (especially in poor economic times) and a strong cash position.
Cisco is a survivor, and its stakeholders should be relieved, if not highly pleased to see
the performance turnaround.

Classification of Stakeholders

The parties involved with a firm’s operations can be separated into at least three
groups.103 As shown in Figure 1.4, these groups are the capital market stakeholders
(shareholders and the major suppliers of a firm’s capital), the product market stake-
holders (the firm’s primary customers, suppliers, host communities, and unions repre-
senting the workforce), and the organizational stakeholders (all of a firm’s employees,
including both nonmanagerial and managerial personnel).
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Each stakeholder group expects those making strategic decisions in a firm to
provide the leadership through which its valued objectives will be accomplished.104 The
objectives of the various stakeholder groups often differ from one another, sometimes
placing managers in situations where trade-offs have to be made. The most obvious
stakeholders, at least in U.S. organizations, are shareholders—those who have invested
capital in a firm in the expectation of earning a positive return on their investments.
These stakeholders’ rights are grounded in laws governing private property and private
enterprise.

Shareholders want the return on their investment (and, hence, their wealth) to be
maximized. Maximization of returns sometimes is accomplished at the expense of
investing in a firm’s future. Gains achieved by reducing investment in research and
development, for example, could be returned to shareholders, thereby increasing the
short-term return on their investments. However, this short-term enhancement of
shareholders’ wealth can negatively affect the firm’s future competitive ability, and
sophisticated shareholders with diversified portfolios may sell their interests if a firm
fails to invest in its future. Those making strategic decisions are responsible for a firm’s
survival in both the short and the long term. Accordingly, it is not in the interests of
any stakeholders for investments in the company to be unduly minimized.

In contrast to shareholders, another group of stakeholders—the firm’s customers—
prefers that investors receive a minimum return on their investments. Customers could
have their interests maximized when the quality and reliability of a firm’s products are
improved, but without a price increase. High returns to customers might come at the
expense of lower returns negotiated with capital market shareholders.

Because of potential conflicts, each firm is challenged to manage its stakehold-
ers. First, a firm must carefully identify all important stakeholders. Second, it must pri-
oritize them, in case it cannot satisfy all of them. Power is the most critical criterion in

24

PA
R

T 
1

/ S
tr

at
eg

ic
 M

an
ag

em
en

t 
In

pu
ts

Stakeholders
People who are affected by a firm’s
performance and who have claims on
its performance



prioritizing stakeholders. Other criteria might include the urgency of satisfying each
particular stakeholder group and the degree of importance of each to the firm.105

When the firm earns above-average returns, the challenge of effectively manag-
ing stakeholder relationships is lessened substantially. With the capability and flexibil-
ity provided by above-average returns, a firm can more easily satisfy multiple stake-
holders simultaneously. When the firm is earning only average returns, it is unable to
maximize the interests of all stakeholders. The objective then becomes one of at least
minimally satisfying each stakeholder. Trade-off decisions are made in light of how
important the support of each stakeholder group is to the firm. For example, environ-
mental groups may be very important to firms in the energy industry but less impor-
tant to professional service firms.106 A firm earning below-average returns does not
have the capacity to minimally satisfy all stakeholders. The managerial challenge in
this case is to make trade-offs that minimize the amount of support lost from stake-
holders. Societal values also influence the general weightings allocated among the
three stakeholder groups shown in Figure 1.4. Although all three groups are served by
firms in the major industrialized nations, the priorities in their service vary because of
cultural differences.

CA P I TA L MA R K E T STA K E H O L D E R S
Shareholders and lenders both expect a firm to preserve and enhance the wealth they
have entrusted to it. The returns they expect are commensurate with the degree of risk
accepted with those investments (that is, lower returns are expected with low-risk
investments, and higher returns are expected with high-risk investments). Dissatisfied
lenders may impose stricter covenants on subsequent borrowing of capital. Dissatis-
fied shareholders may reflect their concerns through several means, including selling
their stock.

When a firm is aware of potential or actual dissatisfactions among capital mar-
ket stakeholders, it may respond to their concerns. The firm’s response to dissatisfied
stakeholders is affected by the nature of its dependency relationship with them (which,
as noted earlier, is also influenced by a society’s values). The greater and more signifi-
cant the dependency relationship is, the more direct and significant the firm’s response
becomes.

As discussed in a previous Strategic Focus, United Airlines and US Airways have
both filed for bankruptcy and their stock has very little value. The capital market
stakeholders in this case (i.e., stockholders and lenders) lost a large amount of money
on their investments or loans. There is little that they can do to recoup their monies.
In another Strategic Focus, it was noted that Cisco’s stock price remains low, but the
future of the firm is looking brighter. Thus, this firm’s stockholders likely will want to
hold on to their shares of stock in the hopes that the firm’s profits will drive up the
stock price. Lenders may also be feeling relief after news of Cisco’s recent profits and
positive future projections.

PRO D U C T MA R K E T STA K E H O L D E R S
Some might think that there is little commonality among the interests of customers,
suppliers, host communities, and unions (product market stakeholders). However, all
four groups can benefit as firms engage in competitive battles. For example, depending
on product and industry characteristics, marketplace competition may result in lower
product prices being charged to a firm’s customers and higher prices being paid to its
suppliers (the firm might be willing to pay higher supplier prices to ensure delivery of
the types of goods and services that are linked with its competitive success).

As is noted in Chapter 4, customers, as stakeholders, demand reliable products
at the lowest possible prices. Suppliers seek loyal customers who are willing to pay the
highest sustainable prices for the goods and services they receive. Host communities
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want companies willing to be long-term employers and providers of tax revenues with-
out placing excessive demands on public support services. Union officials are inter-
ested in secure jobs, under highly desirable working conditions, for employees they rep-
resent. Thus, product market stakeholders are generally satisfied when a firm’s profit
margin reflects at least a balance between the returns to capital market stakeholders
(i.e., the returns lenders and shareholders will accept and still retain their interests in
the firm) and the returns in which they share.

All product market stakeholders are important in a competitive business envi-
ronment, but many firms emphasize the importance of the customer. As the preceding
Strategic Focus suggests, Cisco experienced problems with consumer demand even
before the poor economic conditions at the end of the decade. Some of Cisco’s share-
holders and employees (organizational stakeholders) were displeased with the firm’s
establishment of long-term contracts with suppliers that produced large investments in
inventories when the economy slowed. These extra costs required Cisco to cut costs in
other areas (e.g., by laying off employees) and contributed to a lower stock price. Cisco
seems to have weathered the storm and is returning to profitability, as shown by its
2002 results and its continuing positive performance in 2003.

ORG A N I Z AT I O NA L STA K E H O L D E R S
Employees—the firm’s organizational stakeholders—expect the firm to provide a
dynamic, stimulating, and rewarding work environment. They are usually satisfied work-
ing for a company that is growing and actively developing their skills, especially those
skills required to be effective team members and to meet or exceed global work stan-
dards. Workers who learn how to use new knowledge productively are critical to organi-
zational success. In a collective sense, the education and skills of a firm’s workforce are
competitive weapons affecting strategy implementation and firm performance.107

Strategic Leaders

Strategic leaders are the people responsible for the design and execution of strategic
management processes. These individuals may also be called top-level managers, exec-
utives, the top management team, and general managers. Throughout this book, these
names are used interchangeably. As discussed in Chapter 12, top-level managers can be
a source of competitive advantage as a result of the value created by their strategic
decisions.

Small organizations may have a single strategic leader; in many cases, this person
owns the firm and is deeply involved with its daily operations. At the other extreme,
large, diversified firms often have multiple top-level managers. In addition to the CEO
and other top-level officials (e.g., the chief operating officer and chief financial offi-
cer), other managers of these companies are responsible for the performance of indi-
vidual business units.

Top-level managers play critical roles in a firm’s efforts to achieve desired strate-
gic outcomes. In fact, some believe that every organizational failure is actually a fail-
ure of those who hold the final responsibility for the quality and effectiveness of a
firm’s decisions and actions. Failure can stem from changing strategic assumptions,
which can cause the strategic mission to become a strategic blunder. This appears to
have been a problem at United Airlines and US Airways described earlier in a Strate-
gic Focus. While they all exist in a highly changing environment, several other airlines
are not in danger of bankruptcy, and a few, especially Southwest, are profitable. This
suggests that the decisions made by strategic leaders at United Airlines and US Air-
ways were not as effective as those made by the strategic leaders at other airlines.
Recent research suggests that many smart executives make major mistakes and fail.
For example, these otherwise intelligent executives remove all people on the staff who
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disagree with them. As a result, no dissenting opinions are offered and major mistakes
are inevitable.108

Decisions that strategic leaders make include how resources will be developed or
acquired, at what price they will be obtained, and how they will be used. Managerial
decisions also influence how information flows in a company, the strategies a firm
chooses to implement, and the scope of its operations. In making these decisions, man-
agers must assess the risk involved in taking the actions being considered. The level of
risk is then factored into the decision.109 The firm’s strategic intent and managers’
strategic orientations both affect their decisions. The decisions made by a firm’s strate-
gic leaders affect its ability to develop a competitive advantage.

Critical to strategic leadership practices and the implementation of strategies,
organizational culture refers to the complex set of ideologies, symbols, and core values
that are shared throughout the firm and that influence how the firm conducts business.
Thus, culture is the social energy that drives—or fails to drive—the organization. For
example, Southwest Airlines, one of the successful firms discussed in an earlier Strate-
gic Focus, is known for having a unique and valuable culture. Its culture encourages
employees to work hard but also to have fun while doing so. Moreover, its culture
entails respect for others—employees and customers alike. The firm also places a pre-
mium on service, as suggested by its commitment to provide POS (Positively Outra-
geous Service) to each customer. These core values at Southwest Airlines provide a
particular type of social energy that drives the firm’s efforts. Organizational culture
thus becomes a potential source of competitive advantage.

Given the importance of strategic leaders to a firm’s success, the selection of
those to fill these positions is critical. Planning for the succession of key leaders is
important. Most planned successions of CEOs, for example, have been found to have
positive effects on a firm’s stock price regardless of whether the successor comes from
the inside or outside.110 When strategic change is needed, however, an outside succes-
sor is often selected for a key strategic leadership position. This is done because he or
she can bring new ideas to the firm and is not tied to past decisions or to internal polit-
ical processes. But, outside successors are disadvantaged early because of their lack of
firm-specific knowledge. Thus, early performance after such a change may not be pos-
itive. Outside successors, however, are likely to make changes that have long-term pos-
itive consequences for the firm.111 Careful decisions regarding leadership succession
are important because of the potential for mistakes made by executives, as noted
above. When executives are powerful, they are more likely to display hubris and make
mistakes. When “heirs apparent” are selected from inside the firm relatively early, they
are more likely to have greater power
when they move into the strategic
leadership position.112 After the new
strategic leader is chosen, his or her
focus is on making effective strategic
decisions.

The Work of Effective
Strategic Leaders

Perhaps not surprisingly, hard work,
thorough analyses, a willingness to be
brutally honest, a penchant for want-
ing the firm and its people to accom-
plish more, and common sense are pre-
requisites to an individual’s success as a
strategic leader.113 In addition to pos-
sessing these characteristics, effective

Organizational culture
refers to the complex set of
ideologies, symbols, and core
values that are shared
throughout the firm and
that influence how the firm
conducts business.
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strategic leaders must be able to think clearly and ask many questions. In particular,
top-level managers are challenged to “think seriously and deeply . . . about the pur-
poses of the organizations they head or functions they perform, about the strategies,
tactics, technologies, systems, and people necessary to attain these purposes and about
the important questions that always need to be asked.”114

As the Internet has changed the nature of competition, it is also changing strate-
gic decision making. Speed has become a much more prominent competitive factor,
and it makes strategic thinking even more critical. Most high-tech firms operate in
hypercompetitive industry environments. As a result of the intense competition in
these industries, some product life cycles have decreased from a period of one to two
years to a period of six to nine months, leaving less time for a company’s products to
generate revenue. Speed and flexibility have become key sources of competitive advan-
tage for companies competing in these industries. Thinking strategically, in concert
with others, increases the probability of identifying bold, innovative ideas.115 When
these ideas lead to the development of core competencies, they become the foundation
for taking advantage of environmental opportunities.

Our discussion highlights the nature of a strategic leader’s work. Strategic lead-
ers often work long hours, and the work is filled with ambiguous decision situations
for which effective solutions are not easily determined.116 However, the opportunities
afforded by this work are appealing and offer exciting chances to dream and to act.
The following words, given as advice to the late Time Warner chairman and co-CEO
Steven J. Ross by his father, describe the opportunities in a strategic leader’s work:

There are three categories of people—the person who goes into the office, puts his
feet up on his desk, and dreams for 12 hours; the person who arrives at 5A.M. and
works for 16 hours, never once stopping to dream; and the person who puts his feet
up, dreams for one hour, then does something about those dreams.117

The organizational term used for a dream that challenges and energizes a com-
pany is strategic intent (discussed earlier in this chapter). Strategic leaders have oppor-
tunities to dream and to act, and the most effective ones provide a vision (the strategic
intent) to effectively elicit the help of others in creating a firm’s competitive advantage.

Predicting Outcomes of Strategic Decisions: Profit Pools

Strategic leaders attempt to predict the outcomes of strategic decisions they make
before they are implemented. In most cases, outcomes are determined only after the
decisions have been implemented. For example, executives at Montana Power decided
to change the firm from a utility company to a high-tech company focusing on broad-
band services. The firm announced in March 2000 that it would invest $1.6 billion to
build a coast-to-coast fiber optic network. Unfortunately for Montana Power, the util-
ity industry began to grow and the broadband industry declined substantially in 2001.
As a result, the firm’s stock price declined from $65 per share in 2000 to less than $1
per share in 2001. In fact, the new firm in which the assets were invested, Touch Amer-
ica, was on the verge of bankruptcy in 2003. While it may have been difficult for Mon-
tana Power to predict the rapid decline in the high-tech businesses, it should have been
much easier to predict the growth in the utility business.118 One means of helping man-
agers understand the potential outcomes of their strategic decisions is to map their
industry’s profit pools. There are four steps to doing this: (1) define the pool’s bound-
aries, (2) estimate the pool’s overall size, (3) estimate the size of the value-chain activ-
ity in the pool, and (4) reconcile the calculations.119

A profit pool entails the total profits earned in an industry at all points along the
value chain.120 Analyzing the profit pool in the industry may help a firm see something
others are unable to see by helping it understand the primary sources of profits in an
industry. After these sources have been identified, managers must link the profit poten-

A profit pool entails the
total profits earned in an
industry at all points along
the value chain.
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tial identified to specific strategies. In a sense, they map the profit potential of their
departmental units by linking to the firm’s overall profits. They can then better link the
strategic actions considered to potential profits.121

Mapping profit pools and linking potential profits to strategic actions before
they are implemented should be a regular part of the strategic management process.
General Motors’ strategic leaders would have done well to take these actions when
they decided to continue investing resources in the Oldsmobile brand instead of invest-
ing them in their Saturn brand. The firm’s investments in Oldsmobile in essence starved
Saturn for resources, even though Oldsmobile was no longer a successful product in the
market. Finally, after making a decision to stop marketing Oldsmobile, GM decided
to invest $1.5 billion in developing a full line of Saturn products.122

The Strategic Management Process

As suggested by Figure 1.1, the strategic management process is intended to be a rational
approach to help a firm effectively respond to the challenges of the 21st-century com-
petitive landscape. Figure 1.1 also outlines the topics examined in this book to study
the strategic management process. Part 1 of this book shows how this process requires
a firm to study its external environment (Chapter 2) and internal environment (Chap-
ter 3) to identify marketplace opportunities and threats and determine how to use its
resources, capabilities, and core competencies to pursue desired strategic outcomes.
With this knowledge, the firm forms its strategic intent to leverage its resources, capa-
bilities, and core competencies and to win competitive battles. Flowing from its strate-
gic intent, the firm’s strategic mission specifies, in writing, the products the firm
intends to produce and the markets it will serve when leveraging those resources, capa-
bilities, and core competencies.

The firm’s strategic inputs provide the foundation for its strategic actions to for-
mulate and implement strategies. Both formulating and implementing strategies are
critical to achieving strategic competitiveness and earning above-average returns. As
suggested in Figure 1.1 by the horizontal arrow linking the two types of strategic
actions, formulation and implementation must be simultaneously integrated. In for-
mulating strategies, thought should be given to implementing them. During imple-
mentation, effective strategic leaders also seek feedback to improve selected strategies.
Only when these two sets of actions are carefully integrated can the firm achieve its
desired strategic outcomes.

In Part 2 of this book, the formulation of strategies is explained. First, we exam-
ine the formulation of strategies at the business-unit level (Chapter 4). A diversified firm
competing in multiple product markets and businesses has a business-level strategy for
each distinct product market area. A company competing in a single product market has
but one business-level strategy. In all instances, a business-level strategy describes a firm’s
actions designed to exploit its competitive advantage over rivals. On the other hand,
business-level strategies are not formulated and implemented in isolation (Chapter 5).
Competitors respond to and try to anticipate each other’s actions. Thus, the dynamics of
competition are an important input when selecting and implementing strategies.

For the diversified firm, corporate-level strategy (Chapter 6) is concerned with
determining the businesses in which the company intends to compete as well as how
resources are to be allocated among those businesses. Other topics vital to strategy for-
mulation, particularly in the diversified firm, include the acquisition of other compa-
nies and, as appropriate, the restructuring of the firm’s portfolio of businesses (Chap-
ter 7) and the selection of an international strategy (Chapter 8). Increasingly important
in a global economy, cooperative strategies are used by a firm to gain competitive
advantage by forming advantageous relationships with other firms (Chapter 9).
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To examine actions taken to implement strategies, we consider several topics in
Part 3 of the book. First, the different mechanisms used to govern firms are explained
(Chapter 10). With demands for improved corporate governance voiced by various
stakeholders, organizations are challenged to satisfy stakeholders’ interests and the
attainment of desired strategic outcomes. Finally, the organizational structure and
actions needed to control a firm’s operations (Chapter 11), the patterns of strategic
leadership appropriate for today’s firms and competitive environments (Chapter 12),
and strategic entrepreneurship (Chapter 13) are addressed.

As noted earlier, competition requires firms to make choices to survive and suc-
ceed. Some of these choices are strategic in nature, including those of selecting a
strategic intent and strategic mission, determining which strategies to implement,
choosing an appropriate level of corporate scope, designing governance and organiza-
tion structures to properly coordinate a firm’s work, and, through strategic leadership,
encouraging and nurturing organizational innovation.123 The goal is to achieve and
maintain a competitive advantage over rivals.

Primarily because they are related to how a firm interacts with its stakeholders,
almost all strategic decisions have ethical dimensions.124 Organizational ethics are
revealed by an organization’s culture; that is to say, a firm’s strategic decisions are a
product of the core values that are shared by most or all of a company’s managers and
employees. Especially in the turbulent and often ambiguous 21st-century competitive
landscape, those making strategic decisions are challenged to recognize that their deci-
sions affect capital market, product market, and organizational stakeholders differ-
ently and to evaluate the ethical implications of their decisions.

As you will discover, the strategic management process examined in this book
calls for disciplined approaches to the development of competitive advantage. These
approaches provide the pathway through which firms will be able to achieve strategic
competitiveness and earn above-average returns in the 21st century. Mastery of this
strategic management process will effectively serve readers and the organizations for
which they choose to work.

30

PA
R

T 
1

/ S
tr

at
eg

ic
 M

an
ag

em
en

t 
In

pu
ts

Summary SummarySummary
• Through their actions, firms seek strategic competitive-

ness and above-average returns. Strategic competitiveness
is achieved when a firm has developed and learned how 
to implement a value-creating strategy. Above-average
returns (in excess of what investors expect to earn from
other investments with similar levels of risk) allow a firm
to simultaneously satisfy all of its stakeholders.

• In the 21st-century competitive landscape, the fundamen-
tal nature of competition has changed. As a result, those
making strategic decisions must adopt a new mind-set
that is global in nature. Firms must learn how to compete
in highly turbulent and chaotic environments that produce
disorder and a great deal of uncertainty.The globalization
of industries and their markets and rapid and significant
technological changes are the two primary factors con-
tributing to the 21st-century competitive landscape.

• There are two major models of what a firm should do to
earn above-average returns.The I/O model suggests that
the external environment is the primary determinant of

the firm’s strategies. Above-average returns are earned
when the firm locates an attractive industry and success-
fully implements the strategy dictated by that industry’s
characteristics.

• The resource-based model assumes that each firm is a
collection of unique resources and capabilities that deter-
mine its strategy. Above-average returns are earned when
the firm uses its valuable, rare, costly-to-imitate, and non-
substitutable resources and capabilities (i.e., core compe-
tencies) as the source of its competitive advantage(s).

• Strategic intent and strategic mission are formed in light
of the information and insights gained from studying a
firm’s internal and external environments. Strategic intent
suggests how resources, capabilities, and core competen-
cies will be leveraged to achieve desired outcomes.The
strategic mission is an application of strategic intent.The
mission is used to specify the product markets and cus-
tomers a firm intends to serve through the leveraging of
its resources, capabilities, and core competencies.



• Stakeholders are those who can affect, and are affected
by, a firm’s strategic outcomes. Because a firm is depen-
dent on the continuing support of stakeholders (share-
holders, customers, suppliers, employees, host communi-
ties, etc.), they have enforceable claims on the company’s
performance. When earning above-average returns, a firm
can adequately satisfy all stakeholders’ interests. How-
ever, when earning only average returns, a firm’s strategic
leaders must carefully manage all stakeholder groups 
in order to retain their support. A firm earning below-
average returns must minimize the amount of support it
loses from dissatisfied stakeholders.

• Strategic leaders are responsible for the design and exe-
cution of an effective strategic management process.

Today, the most effective of these processes are grounded
in ethical intentions and conduct. Strategic leaders can be
a source of competitive advantage.The strategic leader’s
work demands decision trade-offs, often among attractive
alternatives. Successful top-level managers work hard,
conduct thorough analyses of situations, are brutally and
consistently honest, and ask the right questions of the
right people at the right time.

• Managers must predict the potential outcomes of their
strategic decisions.To do so, they must first calculate
profit pools in their industry that are linked to the value
chain activities. In so doing, they are less likely to formu-
late and implement an ineffective strategy.
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Review Questions Review QuestionsReview Questions
1. What are strategic competitiveness, competitive advan-

tage, and above-average returns?

2. What are the characteristics of the 21st-century land-
scape? What two factors are the primary drivers of this
landscape?

3. According to the I/O model, what should a firm do to earn
above-average returns?

4. What does the resource-based model suggest a firm
should do to earn above-average returns?

5. What are strategic intent and strategic mission? What is
their value for the strategic management process?

6. What are stakeholders? How do the three primary stake-
holder groups influence organizations?

7. How would you describe the work of strategic leaders?

8. What are the elements of the strategic management
process? How are they interrelated?

Experiential Exercise
For the experiential exercises in Part 1, choose a company or
an industry in which you would like to work. You can gain
valuable insight about your future employment while learning
about the strategic management process. You will find it
helpful to peruse the business press (e.g., Wall Street Journal,
Business Week, Fortune, and so forth) for information about
the firm or industry of interest to you.

Effective Stakeholder Management
Effective stakeholder management is an important part of
successful strategic management processes. Stakeholders are
the individuals or groups with objectives or interests that can
be affected by the firm’s strategic outcomes. Each stake-
holder group also has the ability to affect the outcomes
achieved by the firm.

Prepare a report for the top management team at the firm
of interest to you.The purpose of your report is to provide
advice about how to effectively manage the firm’s stakehold-
ers. Your report should include the following:

a. Identify all important stakeholders for your company (or
industry).

b. Determine the primary objectives of each stakeholder
group.

c. Assess the power of each group to affect the firm’s
strategic outcomes and the ways in which this power 
may be exercised.

d. Explain how the firm may satisfy the interests or objec-
tives of each group.

e. Recommend trade-offs that managers may make in
satisfying stakeholder groups that will improve firm
performance.

Strategic Mission Statements
A strategic mission describes a firm’s unique purpose and 
the scope of its operations in terms of the products it intends
to produce and the markets it will serve using its core

Experiential Exercise



competencies. An effective strategic mission establishes a
firm’s individuality and is inspiring and relevant to all
stakeholders.

On the basis of this description of a strategic mission, evalu-
ate the following mission statements of several competitors
in the pharmaceutical industry. Each statement was clearly
identified on the company’s website as the company’s mis-
sion. Examine the similarities and differences. In your opin-
ion, which firm has the most effective mission statement?
Why? Discuss ways in which the statements could be
changed to provide a more effective basis for strategy formu-
lation or implementation.

GlaxoSmithKline: GSK’s mission is to improve the quality of
human life by enabling people to do more, feel better and live
longer.

AstraZeneca: The people of AstraZeneca are dedicated to dis-
covering, developing and delivering innovative pharmaceuti-
cal solutions; enriching the lives of patients, families, com-
munities and other stakeholders; and creating a challenging
and rewarding work environment for everyone.

Bristol-Myers Squibb: At Bristol-Myers Squibb, our mission is
to extend and enhance human life by providing the highest-

quality pharmaceuticals and health care products. Our medi-
cines are making a difference in the lives of millions of cus-
tomers across the globe. And by living our mission and grow-
ing our company for well over a century, we are making a
difference in the lives of our shareholders, employees and
neighbors as well.

Merck & Co., Inc.: The mission of Merck is to provide society
with superior products and services by developing innovations
and solutions that improve the quality of life and satisfy cus-
tomer needs, and to provide employees with meaningful work
and advancement opportunities, and investors with a superior
rate of return.

Novartis: We want to discover, develop, and successfully mar-
ket innovative products to cure diseases, to ease suffering
and to enhance the quality of life. We also want to provide a
shareholder return that reflects outstanding performance and
to adequately reward those who invest ideas and work in our
company.

Pfizer: We will become the world’s most valued company to
patients, customers, colleagues, investors, business partners,
and the communities where we work and live.
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