
Strategic Leadership

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

1. Define strategic leadership and describe
top-level managers’ importance as a
resource.

2. Define top management teams and
explain their effects on firm performance.

3. Describe the internal and external
managerial labor markets and their
effects on developing and implementing
strategies.

4. Discuss the value of strategic leadership
in determining the firm’s strategic
direction.

5. Describe the importance of strategic
leaders in managing the firm’s resources,
with emphasis on exploiting and
maintaining core competencies, human
capital, and social capital.

6. Define organizational culture and explain
what must be done to sustain an effective
culture.

7. Explain what strategic leaders can do to
establish and emphasize ethical practices.

8. Discuss the importance and use of
organizational controls.

Chapter Twelve

K n o w l e d g e  O b j e c t i v e s

12

Andrea Jung, CEO of Avon Products (center), in New

York’s Central Park. Emphasizing women’s health and

self-esteem, Avon Products recently launched “Avon

Running—Global Women’s Circuit,” a series of 10K and

5K fitness walks and prerace clinics in 11 U.S. cities and

16 countries. Andrea Jung, together with Susan Kropf

(COO), have strengthened Avon domestically and abroad.
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Strategic Leadership: The Good, the Bad, and the Guilty

“The truth is that CEOs are flawed individuals who are operating in a com-
plex and imperfect world. . . .They are intensely driven to achieve and they
operate in a marketplace that measures achievement almost wholly in the
short term.They confront a world that moves faster than ever before, and
really, there is little about their unwieldy organizations that they easily con-
trol.” Despite the major scandals and poor performance of corporations, the
current crop of CEOs is no worse overall than previous CEOs. According to
Keith Hammonds, the difference is that they now play in a different “sand-
box” than they did ten years ago. In 1993, the CEOs of American Express,
IBM, and Westinghouse were all forced to resign in the same week.Their
companies were performing poorly.Today, a number of companies are per-
forming poorly and a good number of CEOs have resigned because of their
company’s performance (or because of unethical practices that have come 
to light).

Regardless of the challenges, some effective and successful strategic
leaders do exist. For example, the team of Andrea Jung, CEO, and Susan
Kropf, COO, of Avon Products deftly avoided a potential disaster for the
company in the economic free fall experienced in Argentina, and have taken
other actions to solidify Avon’s position in domestic and international mar-
kets. While 5 percent of Avon’s sales came from Argentina, Jung and Kropf
have effectively expanded sales in other parts of the world.They have made
Avon a major player in the $500 million market in Central and Eastern
Europe and have increased sales by 30 percent in China. In 2002, Avon
achieved its third consecutive year in which its earnings per share increased
by more than 10 percent (an accomplishment in a very weak economy).

Another successful strategic leader is James Morgan, recently retired
CEO of Applied Materials. Before his retirement, Morgan had the distinction
of being the longest-serving CEO in Silicon Valley, having held the position
for 25 years. Morgan was thought of as a forward thinker, but actions leading
to this description caused some analysts to question his strategies. Morgan
took bold actions in slow economic times, a strategy that often produced
revenue and market share growth when the economic turnaround began. In
the 1980s, he moved into Asian markets before most U.S. firms perceived
the opportunities there. Although Morgan’s action was heavily criticized, he
was active in China ten years before his competitors, and his firm recently
received a $200 million contract there. In fact, Morgan’s goal was to have 
5 percent of the firm’s revenue come from China by 2005.The company’s
stock has appreciated in value by 5,600 percent during the previous 20
years, compared to a 500 percent increase in the Standard & Poor’s Stock
Index for the same time period.

A number of other successful strategic leaders exist. For example,
Lindsay Owen-Jones, CEO of L’Oréal, claims part of his success comes from
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allowing employees to make mistakes and to learn from those mistakes. He
also believes if no one makes mistakes, the firm is taking no risks and likely
is overlooking opportunities. Fujio Cho, CEO of Toyota, has been highly suc-
cessful in changing the firm to become a global automaker by expanding into
Eastern Europe and China.Toyota’s goal is to achieve a 15 percent share of
the global auto market, up from 10 percent today. Cho nurtures a culture of
managing costs and simultaneously achieving high quality. Michael O’Leary,
CEO of Ryanair, transferred the concept of a low-cost airline from the United
States (and Southwest Airlines) to Europe. Ryanair’s fares on average are
about 50 percent lower than those of its competitors.The firm provides low
levels of service in terms of food and other amenities on flights, but has fast
turnarounds on the ground (20 minutes).The firm’s revenues increased by 
32 percent and profits grew by 49 percent in 2002. Many of the successful
executives can be described as pathfinders and pragmatists, and as having
the right value set.

The list of failing strategic leaders is too long to present. Recent fail-
ures include William Smithburg, former CEO of Quaker Oats; Jean-Marie
Messier, former CEO of Vivendi Universal; Dennis Kozlowski, former CEO of
Tyco; Jill Barad, former CEO of Mattel; George Shaheen, former CEO of
Webvan; and Samuel Waksal, former CEO of ImClone.The reasons for their
failures vary, but identification of those reasons may help others avoid simi-
lar pitfalls. According to Sydney Finkelstein, these leaders and many others
fail for one or more of the following reasons: they overestimate their ability
to control the firm’s external environment; there is no boundary between
their interests and the company’s; they believe that they can answer all ques-
tions; they eliminate all who disagree with them; they become obsessed with
the company’s image; and they underestimate obstacles and rely on what
worked in the past. Many of these reasons can be summarized by the terms
arrogance or managerial hubris. There is at least one other critical reason not
in the preceding list: a lack of strong ethical values. While Dennis Kozlowski
and Sam Waksal suffered from several of the characteristics noted above,
both have been charged with crimes, and Waksal has already been convicted
and sentenced.

“And so, the razor’s edge. You are a CEO. You have the title, the visibil-
ity, and the responsibility. You’re also isolated. You’re under extraordinary
pressure to deliver results. And, you’re deathly afraid of failing.” Being CEO
is a very difficult job.

SOURCES: S. Finkelstein, 2003, 7 habits of spectacularly unsuccessful executives, Fast Company, July, 84–89; C. Hymowitz,
2003, CEOs value pragmatists with broad, positive views, Wall Street Journal Online, http://www.wsj.com, January 28;
C. Hymowitz, 2003, CEOs raised in affluence confront new vulnerability, Wall Street Journal Online, http://www.wsj.com, Jan-
uary 21; 2003, The best and worst managers of the year, Business Week, January 13, 58–92; K. H. Hammonds & 
J. Collins, 2002, The secret life of the CEO, Fast Company, October, 81–86; N. Byrnes, J. A. Byrne, C. Edwards, & L. Lee,
2002,The good CEO, Business Week, September 23, 80–88.
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As the Opening Case illustrates, all CEOs encounter significant risk, but they also can
make a significant difference in how a firm performs. If a strategic leader can create a
strategic vision for the firm using the forward thinking that was evident during James
Morgan’s leadership of Applied Materials, and then energize the firm’s human capital,
positive outcomes can be achieved. Although the challenge of strategic leadership is
significant, the Opening Case provides examples of several highly successful CEOs.
However, it is difficult to build and maintain success over a sustained period of time.
Some of the CEOs who failed miserably, as described in the Opening Case, had been
recognized for their previous success (e.g., Dennis Kozlowski of Tyco).

As this chapter makes clear, it is through effective strategic leadership that firms
are able to successfully use the strategic management process. As strategic leaders, top-
level managers must guide the firm in ways that result in the formation of a strategic
intent and strategic mission. This guidance may lead to goals that stretch everyone in
the organization to improve their performance.1 Moreover, strategic leaders must facil-
itate the development of appropriate strategic actions and determine how to imple-
ment them. These actions on the part of strategic leaders culminate in strategic com-
petitiveness and above-average returns,2 as shown in Figure 12.1.
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Figure 12.1
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As noted in the Opening Case, there are a number of successful strategic leaders
and several who have been highly unsuccessful. The Opening Case also suggests that
the job of CEO is challenging and stressful, even more so than it was in previous years.
Research suggests that CEO tenure on the job is likely to be three to ten years. The
average tenure of a CEO in 1995 was 9.5 years. In the early 21st century, the average
had decreased to 7.3 years. Additionally, the boards of directors of companies are
showing an increased tendency to go outside the firm for new CEOs or to select “dark
horses” from within the firm. They seem to be searching for an executive who is
unafraid to make changes in the firm’s traditional practices. Still, many new CEOs fail
(as we learn later in this chapter).3

This chapter begins with a definition of strategic leadership and its importance as
a potential source of competitive advantage. Next, we examine top management teams
and their effects on innovation, strategic change, and firm performance. Following this
discussion is an analysis of the internal and external managerial labor markets from
which strategic leaders are selected. Closing the chapter are descriptions of the five key
components of effective strategic leadership: determining a strategic direction, effec-
tively managing the firm’s resource portfolio, sustaining an effective organizational cul-
ture, emphasizing ethical practices, and establishing balanced organizational control
systems.

Strategic Leadership

Strategic leadership is the ability to anticipate, envision, maintain flexibility, and
empower others to create strategic change as necessary. Multifunctional in nature, strate-
gic leadership involves managing through others, managing an entire enterprise rather
than a functional subunit, and coping with change that continues to increase in the 21st-
century competitive landscape, as suggested in the Opening Case. Because of this land-
scape’s complexity and global nature, strategic leaders must learn how to effectively
influence human behavior, often in uncertain environments. By word or by personal
example, and through their ability to envision the future, effective strategic leaders mean-
ingfully influence the behaviors, thoughts, and feelings of those with whom they work.4

The ability to manage human capital may be the most critical of the strategic
leader’s skills.5 In the 21st century, intellectual capital, including the ability to manage
knowledge and create and commercialize innovation, affects a strategic leader’s suc-
cess.6 Competent strategic leaders also establish the context through which stakehold-
ers (such as employees, customers, and suppliers) can perform at peak efficiency.7

“When a public company is left with a void in leadership, for whatever reason, the rip-
ple effects are widely felt both within and outside the organization. Internally, a
company is likely to suffer a crisis of morale, confidence and productivity among
employees and, similarly, stockholders may panic when a company is left rudderless
and worry about the safety and future of their investment.”8 The crux of strategic
leadership is the ability to manage the firm’s operations effectively and sustain high
performance over time.9

A firm’s ability to achieve strategic competitiveness and earn above-average
returns is compromised when strategic leaders fail to respond appropriately and quickly
to changes in the complex global competitive environment. The inability to respond or
to identify the need to respond is one of the reasons that some of the CEOs mentioned
in the Opening Case failed. A firm’s “long-term competitiveness depends on managers’
willingness to challenge continually their managerial frames.”10 Strategic leaders must
learn how to deal with diverse and complex competitive situations. Individual judgment
is an important part of learning about and analyzing the firm’s external conditions.11

However, managers also make errors in their evaluation of the competitive conditions.
These errors in perception can produce less-effective decisions. But, usually, it means
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Strategic leadership is the
ability to anticipate, envi-
sion, maintain flexibility,
and empower others to
create strategic change as
necessary.
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that managers must make decisions under more uncertainty. Some can do this well, but
some cannot. Those who cannot are likely to be ineffective and short-term managers.
However, to survive, managers do not have to make optimal decisions. They only need
to make better decisions than their competitors.12 Effective strategic leaders are willing
to make candid and courageous, yet pragmatic, decisions—decisions that may be diffi-
cult, but necessary—through foresight as they reflect on external conditions facing the
firm. They also need to understand how such decisions will affect the internal systems
currently in use in the firm. Effective strategic leaders use visioning to motivate employ-
ees. They often solicit corrective feedback from peers, superiors, and employees about
the value of their difficult decisions and vision. Ultimately, they develop strong partners
internally and externally to facilitate execution of their strategic vision.13

The primary responsibility for effective strategic leadership rests at the top, in par-
ticular, with the CEO. Other commonly recognized strategic leaders include members of
the board of directors, the top management team, and divisional general managers.
Regardless of their title and organizational function, strategic leaders have substantial
decision-making responsibilities that cannot be delegated.14 Strategic leadership is an
extremely complex, but critical, form of leadership. Strategies cannot be formulated and
implemented to achieve above-average returns without effective strategic leaders.
Because strategic leadership is a requirement of strategic success, and because organiza-
tions may be poorly led and over-managed, firms competing in the 21st-century com-
petitive landscape are challenged to develop effective strategic leaders.15

Managers as an Organizational Resource

As we have suggested, top-level managers are an important resource for firms seeking
to formulate and implement strategies effectively.16 The strategic decisions made by
top-level managers influence how the firm is designed and whether or not goals will be
achieved. Thus, a critical element of organizational success is having a top manage-
ment team with superior managerial skills.17

Managers often use their discretion (or latitude for action) when making strate-
gic decisions, including those concerned with the effective implementation of strate-
gies.18 Managerial discretion differs significantly across industries. The primary factors
that determine the amount of decision-making discretion a manager (especially a top-
level manager) has include (1) external environmental sources (such as the industry
structure, the rate of market growth in the firm’s primary industry, and the degree to
which products can be differentiated),
(2) characteristics of the organization
(including its size, age, resources, and
culture), and (3) characteristics of the
manager (including commitment to
the firm and its strategic outcomes,
tolerance for ambiguity, skills in work-
ing with different people, and aspira-
tion levels) (see Figure 12.2). Because
strategic leaders’ decisions are
intended to help the firm gain a com-
petitive advantage, how managers
exercise discretion when determining
appropriate strategic actions is critical
to the firm’s success.19 Top executives
must be action oriented; thus, the
decisions that they make should spur
the company to action.
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In addition to determining new strategic initiatives, top-level managers develop
the appropriate organizational structure and reward systems of a firm. In Chapter 11,
we described how the organizational structure and reward systems affect strategic
actions taken to implement different strategies. Top executives also have a major effect
on a firm’s culture. Evidence suggests that managers’ values are critical in shaping a
firm’s cultural values.20 Accordingly, top-level managers have an important effect on
organizational activities and performance.21

The effects of strategic leaders on the firm’s performance are evident at Avon,
described in the Opening Case. Avon received approximately 5 percent of its revenue
from Argentina before the country experienced an economic disaster. Top executives
Andrea Jung and Susan Kropf acted quickly to avoid revenue and cash problems for
the firm. In short, they promoted and enhanced Avon’s sales in Eastern Europe and in
China to overcome the revenue losses in Argentina.

The decisions and actions of strategic leaders can make them a source of com-
petitive advantage for the firm. In accordance with the criteria of sustainability dis-
cussed in Chapter 3, strategic leaders can be a source of competitive advantage only
when their work is valuable, rare, costly to imitate, and nonsubstitutable. Effective
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Factors Affecting Managerial DiscretionFigure 12.2

Managerial

Discretion

Characteristics of
the Manager

•  Tolerance for ambiguity
•  Commitment to the
 firm and its desired
 strategic outcomes
•  Interpersonal skills
•  Aspiration level
•  Degree of self-
 confidence

External Environment

•  Industry structure
•  Rate of market growth
•  Number and type of
 competitors
•  Nature and degree of
 political/legal
 constraints
•  Degree to which
 products can be
 differentiated

Characteristics of the
Organization

•  Size
•  Age
•  Culture
•  Availability of
 resources
•  Patterns of
 interaction among
 employees

SOURCE: Adapted from S. Finkelstein & D. C. Hambrick, 1996, Strategic Leadership: Top Executives and Their Effects on Orga-
nizations, St. Paul, MN: West Publishing Company.
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strategic leaders become a source of competitive advantage when they focus their work
on the key issues that ultimately shape the firm’s ability to earn above-average returns.22

Top Management Teams

The complexity of the challenges faced by the firm and the need for substantial
amounts of information and knowledge require teams of executives to provide the
strategic leadership of most firms. The top management team is composed of the key
managers who are responsible for selecting and implementing the firm’s strategies.
Typically, the top management team includes the officers of the corporation, defined
by the title of vice-president and above or by service as a member of the board of direc-
tors.23 The quality of the strategic decisions made by a top management team affects
the firm’s ability to innovate and engage in effective strategic change.24

TO P MA NAG E M E N T TE A M, FI R M PE R F O R M A N C E,
A N D ST R AT E G I C CH A N G E
The job of top-level executives is complex and requires a broad knowledge of the
firm’s operations, as well as the three key parts of the firm’s external environment—
the general, industry, and competitor environments, as discussed in Chapter 2. There-
fore, firms try to form a top management team that has the appropriate knowledge and
expertise to operate the internal organization, yet also can deal with all the firm’s
stakeholders as well as its competitors.25 This normally requires a heterogeneous top
management team. A heterogeneous top management team is composed of individuals
with different functional backgrounds, experience, and education. The more heteroge-
neous a top management team is, with varied expertise and knowledge, the more
capacity it has to provide effective strategic leadership in formulating strategy.26

Members of a heterogeneous top management team benefit from discussing the
different perspectives advanced by team members. In many cases, these discussions
increase the quality of the top management team’s decisions, especially when a syn-
thesis emerges from the diverse perspectives that is generally superior to any one indi-
vidual perspective.27 For example, heterogeneous top management teams in the airline
industry have the propensity to take stronger competitive actions and reactions than
do more homogeneous teams.28 The net benefit of such actions by heterogeneous
teams has been positive in terms of market share and above-average returns. Research
shows that more heterogeneity among top management team members promotes
debate, which often leads to better strategic decisions. In turn, better strategic deci-
sions produce higher firm performance.29

It is also important that the top management team members function cohesively.
In general, the more heterogeneous and larger the top management team is, the more dif-
ficult it is for the team to effectively implement strategies.30 Comprehensive and long-
term strategic plans can be inhibited by communication difficulties among top executives
who have different backgrounds and different cognitive skills.31 Alternatively, communi-
cation among diverse top management team members can be facilitated through elec-
tronic communications, sometimes reducing the barriers before face-to-face meetings.32

As a result, a group of top executives with diverse backgrounds may inhibit the process
of decision making if it is not effectively managed. In these cases, top management teams
may fail to comprehensively examine threats and opportunities, leading to a sub-optimal
strategic decision.

Having members with substantive expertise in the firm’s core functions and busi-
nesses is also important to the effectiveness of a top management team. In a high-
technology industry, it may be critical for a firm’s top management team to have R&D
expertise, particularly when growth strategies are being implemented.33

The characteristics of top management teams are related to innovation and strate-
gic change.34 For example, more heterogeneous top management teams are associated

The top management
team is composed of the
key managers who are
responsible for selecting 
and implementing the
firm’s strategies.
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positively with innovation and strategic change. The heterogeneity may force the team
or some of the members to “think outside of the box” and thus be more creative in
making decisions.35 Therefore, firms that need to change their strategies are more likely
to do so if they have top management teams with diverse backgrounds and expertise.
When a new CEO is hired from outside the industry, the probability of strategic change
is greater than if the new CEO is from inside the firm or inside the industry.36 While hir-
ing a new CEO from outside the industry adds diversity to the team, the top manage-
ment team must be managed effectively to use the diversity in a positive way. Thus, to
create strategic change, the CEO should exercise transformational leadership.37 A top
management team with various areas of expertise is more likely to identify environ-
mental changes (opportunities and threats) or changes within the firm that require a
different strategic direction.38

TH E CEO A N D TO P MA NAG E M E N T TE A M POW E R
As noted in Chapter 10, the board of directors is an important governance mechanism
for monitoring a firm’s strategic direction and for representing stakeholders’ interests,
especially those of shareholders. In fact, higher performance normally is achieved when
the board of directors is more directly involved in shaping a firm’s strategic direction.39

Boards of directors, however, may find it difficult to direct the strategic actions
of powerful CEOs and top management teams.40 It is not uncommon for a powerful
CEO to appoint a number of sympathetic outside board members or have inside board
members who are also on the top management team and report to the CEO.41 In either
case, the CEO may have significant control over the board’s actions. “A central ques-
tion is whether boards are an effective management control mechanism . . . or whether
they are a ‘management tool,’ . . . a rubber stamp for management initiatives . . . and
often surrender to management their major domain of decision-making authority,
which includes the right to hire, fire, and compensate top management.”42

In the poor performance of Vivendi Universal and Tyco mentioned in the Opening
Case, the board of directors can clearly be faulted. In both firms, the CEOs, Jean-Marie
Messier (Vivendi Universal) and Dennis Kozlowski (Tyco) made multiple acquisitions
that eventually greatly harmed the financial strength of the companies. The boards
should have stopped these actions before they caused such harm. Alternatively, recent
research shows that social ties between the CEO and board members may actually
increase board members’ involvement in strategic decisions. Thus, strong relationships
between the CEO and the board of directors may have positive or negative outcomes.43

CEOs and top management team members can achieve power in other ways. A
CEO who also holds the position of chairman of the board usually has more power
than the CEO who is not simultaneously serving as chairman of the firm’s board.44

Although this practice of CEO duality (when the CEO and the chairperson of the
board are the same) has become more common in U.S. businesses, it has come under
heavy criticism. Duality has been blamed for poor performance and slow response to
change in a number of firms.45

DaimlerChrysler CEO Jürgen Schrempp, who holds the dual positions of chair-
man of the board and CEO, has substantial power in the firm. In fact, insiders suggest
that he was purging those individuals who are outspoken and who represent potential
threats to his dominance. In particular, many former Chrysler executives left the firm,
although research suggests that retaining key employees after an acquisition con-
tributes to improved post-acquisition performance.46 Thus, it has been particularly dif-
ficult to turn around the U.S. operations.47 Dieter Zetsche, a German who is likely next
in line to be CEO at DaimlerChrysler, is leading the team that is seeking to reverse
Chrysler’s fortunes. However, Chrysler’s fortunes have not been reversed since the
acquisition in 1998. In July 2003, Zetsche called on Joe Eberhardt, manager of the
company’s operations in the United Kingdom, to try to fix Chrysler’s sales and mar-
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keting strategy problems and thereby reverse its performance. Simultaneous with
Eberhardt’s appointment was an announcement of a $1.2 billion loss by Chrysler in
the second quarter of 2003.48

Although it varies across industries, duality occurs most commonly in the largest
firms. Increased shareholder activism, however, has brought CEO duality under
scrutiny and attack in both U.S. and European firms. Historically, an independent
board leadership structure in which the same person did not hold the positions of
CEO and chair was believed to enhance a board’s ability to monitor top-level man-
agers’ decisions and actions, particularly in terms of the firm’s financial perform-
ance.49 And, as reported in Chapter 10, many believe these two positions should be
separate in most companies today in order to make the board more independent from
the CEO. Stewardship theory, on the other hand, suggests that CEO duality facilitates
effective decisions and actions. In these instances, the increased effectiveness gained
through CEO duality accrues from the individual who wants to perform effectively and
desires to be the best possible steward of the firm’s assets. Because of this person’s pos-
itive orientation and actions, extra governance and the coordination costs resulting
from an independent board leadership structure would be unnecessary.50

Top management team members and CEOs who have long tenure—on the team
and in the organization—have a greater influence on board decisions.51 And, CEOs
with greater influence may take actions in their own best interests, the outcomes of
which increase their compensation from the company.52 Long tenure is known to
restrict the breadth of an executive’s knowledge base. With the limited perspectives
associated with a restricted knowledge base, long-tenured top executives typically
develop fewer alternatives to evaluate in making strategic decisions.53 However, long-
tenured managers also may be able to exercise more effective strategic control, thereby
obviating the need for board members’ involvement because effective strategic control
generally produces higher performance.54

To strengthen the firm, boards of directors should develop an effective relation-
ship with the firm’s top management team. The relative degrees of power held by the
board and top management team members should be examined in light of an individ-
ual firm’s situation. For example, the abundance of resources in a firm’s external envi-
ronment and the volatility of that environment may affect the ideal balance of power
between boards and top management teams.55 Moreover, a volatile and uncertain envi-
ronment may create a situation where a powerful CEO is needed to move quickly, but
a diverse top management team may create less cohesion among team members and
prevent or stall a necessary strategic move.56 Through the development of effective
working relationships, boards, CEOs, and other top management team members are
able to serve the best interests of the firm’s stakeholders.57

Managerial Labor Market

The choice of top executives—especially CEOs—is a critical organizational decision
with important implications for the firm’s performance.58 Many companies use leader-
ship screening systems to identify individuals with managerial and strategic leadership
potential. The most effective of these systems assess people within the firm and gain
valuable information about the capabilities of other companies’ managers, particularly
their strategic leaders.59 Based on the results of these assessments, training and devel-
opment programs are provided for current managers in an attempt to preselect and
shape the skills of people who may become tomorrow’s leaders. The “ten-step talent”
management development program at GE, for example, is considered one of the most
effective in the world.60

Organizations select managers and strategic leaders from two types of managerial
labor markets—internal and external.61 An internal managerial labor market consists of

An internal managerial
labor market consists of
the opportunities for mana-
gerial positions within a
firm.
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The Times Are Changing: Is Wonder Woman Still Required
for Top Executive Positions in the 21st Century?
Total employment in the United States is expected to increase by 22.2 million jobs during
the period 2000–2010.The number of women in the workforce is expected to increase by
15.1 percent to 75.5 million, while the number of men in the workforce is projected to
climb by 9.3 percent to 82.2 million. As such, women should compose approximately 48
percent of the workforce in 2010. However, despite gains, only a few of the major U.S.
corporations have women CEOs. Do they have to be wonder women to attain such posi-
tions? To receive consideration for a CEO position requires an exceptional record. Still,
corporate America seems to be highly underutilizing a valuable asset, female human capi-
tal. But, times are changing.Ten percent of the Fortune 500 companies have women in 25
percent of their corporate officer teams.This represents an increase from 5 percent 
of the Fortune 500 in 1995. And, most of the women who now hold officer positions no
longer refer to their gender. However, important issues remain in the gender gap. For
example, a wage gap between men and women holding the same jobs is prevalent in most
industries.This gap exists not only in the United States, but also in Europe.The gap is
smallest in Luxembourg (11 percent) and largest in Austria (33 percent). However, the
women who are members of top management teams enjoy more pay equity than women
in other positions.

There are many more examples of successful women executives in the current
corporate environment than in the past. Well-known women CEOs include Carly Fiorina
(Hewlett-Packard), Anne Mulcahy (Xerox), and Meg Whitman (eBay). But there are
others who might be considered as “trail blazers” who should also receive recognition.
For example, Catherine Elizabeth Hughes began her career in 1969 and became the first
African American woman to head a firm that was publicly traded on a U.S. stock
exchange. Muriel Siebert began her career in 1954 and in 1967 became the first woman
to purchase a seat on the New York Stock Exchange. Judith Regan started as a secretary
and then became a reporter for the National Enquirer in the late 1970s. She then devel-

oped a highly successful series of books for Simon and Schus-
ter in the 1980s on celebrities such as Rush Limbaugh and
Howard Stern. In 1994, she was given her own imprint at
HarperCollins called ReganBooks, along with a TV show on
Fox News.Today, two of the highest-profile women CEOs are
Anne Mulcahy and Carly Fiorina.

Anne Mulcahy was promoted to president and COO of
Xerox only a short time before it encountered significant diffi-
culties and performance declined precipitously. Many ques-
tioned whether or not Xerox could survive. But, it has done so
under Mulcahy’s steady guidance. Because of her leadership,
Xerox has returned to profitability, and she has become the
chairman and CEO of the company. As CEO, she has several
priorities for Xerox. Her first priority is to provide value to
customers and growth for Xerox. Her second priority is people,
those who work for the company. In fact, she argues that the
success of Xerox is fully based on the Xerox human capital.
Her third priority is shareholder value; many CEOs have this 
as their first and only priority. Her fourth priority is corporate
governance. She has taken several important actions to
improve the governance processes at Xerox. And, her fifth
priority is to provide effective leadership. She claims that the
most successful leaders are self-effacing and give credit to
others. Yet, they have a strong resolve to take whatever actions
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Anne Mulcahy, CEO of Xerox,

has quietly but successfully

turned around the financial

performance of the firm she

leads. Currently only 10

percent of Fortune 500

companies have women in 

25 percent of their corporate

officer teams—that represents

an increase of only 5 percent

since 1995.
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the opportunities for managerial positions within a firm, whereas an external manage-
rial labor market is the collection of career opportunities for managers in organiza-
tions other than the one for which they work currently. Several benefits are thought to
accrue to a firm when the internal labor market is used to select an insider as the new
CEO. Because of their experience with the firm and the industry environment in which
it competes, insiders are familiar with company products, markets, technologies, and
operating procedures. Also, internal hiring produces lower turnover among existing
personnel, many of whom possess valuable firm-specific knowledge. When the firm is
performing well, internal succession is favored to sustain high performance. It is
assumed that hiring from inside keeps the important knowledge necessary to sustain
the performance.

Given the phenomenal success of GE and its highly effective management devel-
opment program, an insider, Jeffrey Immelt, was chosen to succeed Jack Welch.62 As
noted in a later Strategic Focus, Immelt is making a number of changes in GE. This is
surprising because new CEOs from inside the firm are less likely to make changes, and
GE has performed better than many other firms over the last two decades. However,
changes in the economic and competitive environments have produced needs for
changes in the firm. Thus, Immelt is trying to create a new strategy and ensure con-
tinued success for the firm. One of his actions has been to create a more independent
board and improve the governance system. For an inside move to the top to occur suc-
cessfully, firms must develop and implement effective succession management pro-
grams. In that way, managers can be developed so that one will eventually be prepared
to ascend to the top.63 Immelt was well prepared to take over the CEO job at GE.

It is not unusual for employees to have a strong preference for the internal man-
agerial labor market to be used to select top management team members and the CEO.
In the past, companies have also had a preference for insiders to fill top-level manage-
ment positions because of a desire for continuity and a continuing commitment to the
firm’s current strategic intent, strategic mission, and chosen strategies.64 However,
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are necessary to see that the firm succeeds.The future of Xerox looks bright with Anne
Mulcahy as the CEO.

Carly Fiorina is perhaps the highest-profile woman strategic leader as CEO of
Hewlett-Packard. She has had many challenges during her relatively short tenure as
CEO, the most prominent of which was the contested acquisition of Compaq. With each
of these challenges, beginning with her appointment as CEO, analysts argued that she
would fail.To date, although sometimes scarred in battle, she has overcome all of the
major challenges. Fiorina was hired as CEO of HP in 1998 with a mandate from the
board to transform the firm and breathe new life into it.To do so, she has had to take on
and change long-standing practices and traditions as well as revise and revive the innova-
tive culture that once existed. Fiorina has made shrewd strategic moves and has shown
that she can “play the game” with the best of them and win. She has made HP more
nimble and lean and a company that is active and on the move.Time will tell if HP and
Fiorina will be truly successful, but there is little doubt that Fiorina has also been a trail
blazer. Because of her leadership as CEO, few are likely to question if a woman CEO
knows how to fight and win. She has shown that she can do both.

SOURCES: J. Gettings & D. Johnson, 2003,Wonder Women: Profiles of leading female CEOs and business executives, Info-
please, http://www.infoplease.com, July 13; 2003, Online Fact Book, Xerox at a glance, http://www.xerox.com, July 13; 2003,
Facts on Working Women, U.S. Department of Labor, http://www.dol.gov/wb, May; 2003, Remarks by Anne M. Mulcahy,
chairman and chief executive officer, http://www.uschamber.com, April 2; 2003, Equality through pay equity, Trade Union
World, http://www.dol.gov/wb, March; 2003, Showdown, Business Week, February 17, 70–72; G. Anders, 2003, The Carly
chronicle, Fast Company, February, 66–73; 2003, Carly Fiorina, up close, Wall Street Journal, January 13, B1, B6.

An external managerial
labor market is the collec-
tion of career opportunities
for managers in organiza-
tions other than the one for
which they work currently.
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because of a changing competitive landscape and varying levels of performance, even
at companies such as GE, an increasing number of boards of directors have been going
to outsiders to succeed CEOs.65 A firm often has valid reasons to select an outsider as
its new CEO. For example, research suggests that executives who have spent their
entire career with a particular firm may become “stale in the saddle.”66 Long tenure
with a firm seems to reduce the number of innovative ideas top executives are able to
develop to cope with conditions facing their firm. Given the importance of innovation
for a firm’s success in today’s competitive landscape (see Chapter 13), an inability to
innovate or to create conditions that stimulate innovation throughout a firm is a lia-
bility for a strategic leader. Figure 12.3 shows how the composition of the top man-
agement team and CEO succession (managerial labor market) may interact to affect
strategy. For example, when the top management team is homogeneous (its members
have similar functional experiences and educational backgrounds) and a new CEO is
selected from inside the firm, the firm’s current strategy is unlikely to change.

On the other hand, when a new CEO is selected from outside the firm and the top
management team is heterogeneous, there is a high probability that strategy will change.
When the new CEO is from inside the firm and a heterogeneous top management team
is in place, the strategy may not change, but innovation is likely to continue. An exter-
nal CEO succession with a homogeneous team creates a more ambiguous situation.

To have an adequate number of top managers, firms must take advantage of a
highly qualified labor pool, including one source of managers that has often been over-
looked: women. Firms are beginning to utilize women’s potential managerial talents
with substantial success, as described in the Strategic Focus. As noted in the Strategic
Focus, women, such as Catherine Elizabeth Hughes, Muriel Siebert, and Judith Regan,
have made important contributions as strategic leaders. A few firms have gained value
by using the significant talents of women leaders. But many more have not done so,
which represents an opportunity cost to them. Alternatively, the Strategic Focus
explains that women are being recognized for their leadership skill and are being
selected for prominent strategic leadership positions, such as those held by Anne Mul-
cahy, CEO of Xerox, and Carly Fiorina, CEO of Hewlett-Packard.
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More women are now being appointed to the boards of directors for organiza-
tions in both the private and public sectors. These additional appointments suggest
that women’s ability to represent stakeholders’ and especially shareholders’ best inter-
ests in for-profit companies at the level of the board of directors is being more broadly
recognized. However, in addition to appointments to the board of directors, firms
competing in the complex and challenging global economy—an economy demanding
the best of an organization—may be well served by adding more female executives to
their top management teams. It is important for firms to create diversity in leadership
positions. Organizations such as Johnson & Johnson, the World Bank, and Royal
Dutch Shell are creating more diverse leadership teams in order to deal with complex,
heterogeneous, and ambiguous environments.67 To build diverse teams, firms must
break down their glass ceilings to allow all people regardless of gender or ethnicity to
move into key leadership positions.68 In so doing, firms more effectively use the human
capital in their workforce. They also provide more opportunities for all people in the
firm to satisfy their needs, such as their need for self-actualization; therefore, employ-
ees should be more highly motivated, leading to higher productivity for the firm.69

Key Strategic Leadership Actions

Several identifiable actions characterize strategic leadership that positively contributes
to effective use of the firm’s strategies.70 We present the most critical of these actions in
Figure 12.4. Many of the actions interact with each other. For example, managing the
firm’s resources effectively includes developing human capital and contributes to estab-
lishing a strategic direction, fostering an effective culture, exploiting core competencies,
using effective organizational control systems, and establishing ethical practices.

Determining Strategic Direction

Determining the strategic direction of a firm involves developing a long-term vision of
the firm’s strategic intent. A long-term vision typically looks at least five to ten years
into the future. A philosophy with goals, this vision consists of the image and charac-
ter the firm seeks.71
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Figure 12.4

Determining the strate-
gic direction of a firm
involves developing a long-
term vision of the firm’s
strategic intent.
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The ideal long-term vision has
two parts: a core ideology and an envi-
sioned future. While the core ideology
motivates employees through the com-
pany’s heritage, the envisioned future
encourages employees to stretch beyond
their expectations of accomplishment
and requires significant change and
progress in order to be realized.72 The
envisioned future serves as a guide to
many aspects of a firm’s strategy imple-
mentation process, including motiva-
tion, leadership, employee empower-
ment, and organizational design.

Matthew D. Heyman came out
of Harvard Business School in 1993
with a vision of building lavish movie
theaters in Mexico City, a city with 20

million inhabitants. The Mexican theater industry was in shambles because of govern-
ment price controls, and so a vacuum existed for quality movie theaters. After finding
financial backing for his company, Cinemex, Heyman and his partners began con-
structing movie theaters. Heyman decided early on to target the largest market in Mex-
ico City, the working poor. His theaters charged about half as much for tickets in poor
areas of the city as did theaters in wealthy areas, even though they were just as extrav-
agant. In 2001, Cinemex generated a profit of approximately $40 million.73 In 2002,
Cinemex was sold for $286 million to a Canadian partnership that owned Loews Cine-
plex, the fourth largest theater chain in the United States. At the time of the sale, Cin-
emex had 31 theaters with 349 screens.74

Most changes in strategic direction are difficult to design and implement, but
Jeffrey Immelt has an even greater challenge at GE. As explained in the Strategic
Focus, GE performed exceptionally well under Jack Welch’s leadership. While there is
need for a change because the competitive landscape is shifting, stakeholders accus-
tomed to Jack Welch and high performance may not readily accept Immelt’s changes,
especially in strategy. Immelt is trying to effect critical changes in strategy and gover-
nance and simultaneously gain stakeholders’ commitment to them. A charismatic
CEO may foster stakeholders’ commitment to a new vision and strategic direction.
Nonetheless, it is important not to lose sight of the strengths of the organization in
making changes required by a new strategic direction. Immelt must use the strengths
of GE to ensure continued positive performance. The goal is to pursue the firm’s short-
term need to adjust to a new vision while maintaining its long-term survivability by
managing its portfolio of resources effectively.

Effectively Managing the Firm’s Resource Portfolio

Probably the most important task for strategic leaders is effectively managing the
firm’s portfolio of resources. Firms have multiple resources that can be categorized
into one of the following: financial capital, human capital, social capital, and organi-
zational capital (including organizational culture).75 Strategic leaders manage the
firm’s portfolio of resources by organizing them into capabilities, structuring the firm
to use the capabilities, and developing and implementing a strategy to leverage those
resources to achieve a competitive advantage.76 In particular, strategic leaders must
exploit and maintain the firm’s core competencies and develop and retain the firm’s
human and social capital.
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Changing the House That Jack Built—A New GE
Jack Welch built an incredibly successful company during his tenure as CEO of GE. In
2002, the firm enjoyed revenues of $131.7 billion, 40 percent of which came from inter-
national operations.Thus, it is a truly global company. In 2002, the return on sales was
11.5 percent with earnings per share of $1.51. GE was chosen by the Financial Times as
the world’s most respected company in 1999, 2000, 2001, 2002, and 2003.However, the
competitive landscape has been changing; the sands are shifting. With the economy down
and political uncertainties around the world, GE is unable to grow as quickly as it has in
the past. And, many argue that Welch fueled growth by reducing jobs and costs, making
acquisitions, and developing a large and powerful financial services unit. Unfortunately,
the same opportunities no longer exist. As a result, analysts predict that GE is likely to
grow between 3 and 13 percent in the foreseeable future, with growth under 10 percent
most of the time. Jeffrey Immelt, who succeeded Welch, will need to achieve growth
largely by emphasizing the core industrial companies that Welch deemphasized.Thus, the
job is even more challenging.

In 2002, GE’s net income grew by 7.1 percent.This is clearly respectable growth 
in poor economic and uncertain times. But, net income grew at more than 10 percent for
the ten preceding years. GE also has come under criticism for its accounting practices,
suggesting some of the previous growth reported may have been the result of question-
able accounting practices related to acquisitions.Therefore, Immelt faces substantial
challenges and is making changes as a result. He is emphasizing the industrial and con-
sumer goods businesses.Thus, he must refocus the firm’s marketing and innovation capa-
bilities. Immelt does have some bright areas on which he can build, one of which is the
jet engine business. GE controls approximately 64 percent of the global jet engine market.
It has done so by emphasizing quality, innovation, and vision. For example, while it has
monopolized the engine market for large jets, executives predicted the development of the
small, regional jet market.Therefore, they invested in R&D to develop an excellent engine
for the small jet market.The timing was almost perfect as the number of regional jets in
service grew from 85 in 1993 to 1,300 in 2003. Immelt has to strongly support this type
of vision and innovation in all of GE’s major businesses.

Immelt is emphasizing more transparency in accounting practices and is develop-
ing a more independent board of directors. Additionally, he expects GE managers to excel
in many areas including exercising high personal integrity while simultaneously gaining
high sales. It is very difficult to follow an icon, especially a highly respected and success-
ful CEO such as Jack Welch. However, the challenge is even greater when the firm’s per-
formance is suffering and the new CEO must make major changes in the firm’s strategy
and managerial practices. While the environment is requiring that firms such as GE seek
growth in ways different from the recent past, and GE’s performance is lower than in the
previous decade, GE’s board seems satisfied with Immelt’s performance to date. He
received pay and stock options valued at $43 million for 2002. In taking this action, the
GE board emphasized Immelt’s integrity, his commitment to effective corporate gover-
nance (including changes in the board membership), and his determination to take
actions that enhance long-term shareholder value.

SOURCES: G. Strauss & B. Hansen, 2003, Bubble hasn’t burst yet on CEO salaries despite the times, USA Today,
http://www.usatoday.com, July 3; 2003, Fact Sheet, http://www.ge.com, June 20; K. Kranhold, 2003, GE appliances don’t
wash with “growth,” Wall Street Journal Online, http://www.wsj.com, April 3; A. Slywotzky & R. Wise, 2003, Double digit
growth in no-growth times, Fast Company, April, 66–72; M. Murray, 2003, GE’s Immelt starts renovations on the house that
Jack built, Wall Street Journal, February 6, A1, A6; S. Holmes, 2003, GE: Little engines that could, Business Week, January
20, 62–63; C. Hymowitz, 2002, Resolving to let the new year be a year of better leadership, Wall Street Journal Online,
http://www.wsj.com, December 31.
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EX P L O I T I N G A N D
MA I N TA I N I N G CO R E
CO M P E T E N C I E S
Examined in Chapters 1 and 3, core
competencies are resources and capa-
bilities that serve as a source of com-
petitive advantage for a firm over its
rivals. Typically, core competencies
relate to an organization’s functional
skills, such as manufacturing, finance,
marketing, and research and develop-
ment. As shown by the descriptions
that follow, firms develop and exploit
core competencies in many different
functional areas. Strategic leaders
must verify that the firm’s competen-
cies are emphasized in strategy imple-
mentation efforts. Intel, for example,

has core competencies of competitive agility (an ability to act in a variety of competi-
tively relevant ways) and competitive speed (an ability to act quickly when facing envi-
ronmental and competitive pressures).77

In many large firms, and certainly in related diversified ones, core competencies
are effectively exploited when they are developed and applied across different organi-
zational units (see Chapter 6). For example, PepsiCo purchased Quaker Oats, which
makes the sports drink Gatorade. PepsiCo uses its competence in distribution systems
to exploit the Quaker assets. For example, Pepsi soft drinks (e.g., Pepsi Cola and
Mountain Dew) and Gatorade share the logistics activity. Similarly, PepsiCo uses this
competence to distribute Quaker Oats’ healthy snacks and Frito Lay’s salty snacks
through the same channels. In 2003, PepsiCo launched the Heart and Soul-Mates
Support Network offering nutritional tips, motivational messages, and coaching advice
to jointly promote its Tropicana Pure Premium and Quaker Oatmeal products.78

Firms must continuously develop or even change their core competencies to stay
ahead of the competition. If they have a competence that provides an advantage but
do not change it, competitors will eventually imitate that competence and reduce or
eliminate the firm’s competitive advantage. Additionally, firms must guard against the
competence becoming a liability thereby preventing change. If this occurs, competitors
will eventually develop a more valuable competence, eliminating the firm’s competitive
advantage and taking its market share away.79 Most core competencies require high-
quality human capital.

DE V E L O P I N G HU M A N CA P I TA L A N D SO C I A L CA P I TA L
Human capital refers to the knowledge and skills of a firm’s entire workforce. From the
perspective of human capital, employees are viewed as a capital resource that requires
investment.80 These investments are productive, in that much of the development of
U.S. industry can be attributed to the effectiveness of its human capital. This fact sug-
gests that “as the dynamics of competition accelerate, people are perhaps the only
truly sustainable source of competitive advantage.”81 Human capital’s increasing
importance suggests a significant role for the firm’s human resource management
activities.82 As a support activity (see Chapter 2), human resource management prac-
tices facilitate people’s efforts to successfully select and especially to use the firm’s
strategies.83

Human capital is important in all types of organizations, large and small, new
and established. For example, a major factor in the decision by venture capitalists to
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invest in an entrepreneurial venture is the quality of the human capital involved. In
fact, it may be of equal or more importance to the quality of the entrepreneurial
opportunity.84 J. W. Marriott, Jr., CEO of Marriott International, argued strongly that
the primary reason for the long-term success of the company has been the belief that
its human capital is the most important asset of the firm. Thus, the company built and
maintained a homelike and friendly environment that supports the growth and devel-
opment of its employees, called “associates in Marriott.” He also suggested that the
firm invests significant effort in hiring caring and dependable people who are ethical
and trustworthy. The firm then trains and rewards them for high-quality performance.85

Effective training and development programs increase the probability that a
manager will be a successful strategic leader. These programs have grown progressively
important to the success of firms as knowledge has become more integral to gaining
and sustaining a competitive advantage.86 Additionally, such programs build knowl-
edge and skills, inculcate a common set of core values, and offer a systematic view of
the organization, thus promoting the firm’s strategic vision and organizational cohe-
sion. The programs also contribute to the development of core competencies.87 Fur-
thermore, they help strategic leaders improve skills that are critical to completing other
tasks associated with effective strategic leadership, such as determining the firm’s
strategic direction, exploiting and maintaining the firm’s core competencies, and devel-
oping an organizational culture that supports ethical practices. Thus, building human
capital is vital to the effective execution of strategic leadership.88

Strategic leaders must acquire the skills necessary to help develop human capital
in their areas of responsibility. When human capital investments are successful, the
result is a workforce capable of learning continuously. Continuous learning and lever-
aging the firm’s expanding knowledge base are linked with strategic success.89 Learn-
ing also can preclude making errors. Strategic leaders tend to learn more from their
failures than their successes because they sometimes make the wrong attributions for
the successes.90 It is important to learn from both successes and failures.

Learning and building knowledge are important for creating innovation in
firms.91 And, innovation leads to competitive advantage.92 Overall, firms that create
and maintain greater knowledge usually achieve and maintain competitive advantages.
However, as noted with core competencies, strategic leaders must guard against allow-
ing high levels of knowledge in one area to lead to myopia and overlooking knowledge
development opportunities in other important areas of the business.93

Programs that achieve outstanding results in the training of future strategic lead-
ers become a competitive advantage for a firm. As noted earlier, GE’s system of training
and development of future strategic leaders is comprehensive and thought to be among
the best.94 Accordingly, it may be a source of competitive advantage for the firm.

Because of the economic downturn in 2001–2002 and the continuing economic
malaise for some time thereafter, many firms laid off key people. Layoffs can result in
a significant loss of the knowledge possessed by a firm’s human capital. Research has
shown that moderate-sized layoffs may improve firm performance, but large layoffs
produce stronger performance downturns in firms because of the loss of human capi-
tal.95 Although it is also not uncommon for restructuring firms to reduce their expen-
ditures on, or investments in, training and development programs, restructuring may
actually be an important time to increase investments in these programs. Restructur-
ing firms have less slack and cannot absorb as many errors; moreover, the employees
who remain after layoffs may find themselves in positions without all of the skills or
knowledge they need to perform the required tasks effectively.96 Improvements in
information technology can facilitate better use of human resources when a downsiz-
ing event occurs.97

Viewing employees as a resource to be maximized rather than a cost to be mini-
mized facilitates the successful implementation of a firm’s strategies. The implementation
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of such strategies also is more effective when strategic leaders approach layoffs in a
manner that employees believe is fair and equitable.98A critical issue for employees is
the fairness in the layoffs and in treatment in their jobs.99

Social capital involves relationships inside and outside the firm that help the firm
accomplish tasks and create value for customers and shareholders.100 Social capital is
a critical asset for a firm. Inside the firm, employees and units must cooperate to get
the work done. In multinational organizations, units often must cooperate across
country boundaries on activities such as R&D to produce outcomes needed by the
firm (e.g., new products).101

External social capital has become critical to firm success in the last several
years. Few, if any, firms have all of the resources that they need to compete in global
(or domestic) markets. Thus, they establish alliances with other firms that have com-
plementary resources in order to gain access to them. These relationships must be
effectively managed to ensure that the partner trusts the firm and is willing to share the
desired resources.102 In fact, the success of many types of firms may partially depend
on social capital. Large multinational firms often must establish alliances in order to
enter new foreign markets. Likewise, entrepreneurial firms often must establish
alliances to gain access to resources, venture capital, or other types of resources (e.g.,
special expertise that the entrepreneurial firm cannot afford to maintain in-house.)103

Retaining quality human capital and maintaining strong internal social capital can be
affected strongly by the firm’s culture.

Sustaining an Effective Organizational Culture

An organizational culture consists of a complex set of ideologies, symbols, and core val-
ues that is shared throughout the firm and influences the way business is conducted.
Evidence suggests that a firm can develop core competencies in terms of both the capa-
bilities it possesses and the way the capabilities are leveraged by strategies to produce
desired outcomes. In other words, because the organizational culture influences how the
firm conducts its business and helps regulate and control employees’ behavior, it can be
a source of competitive advantage.104 Thus, shaping the context within which the firm
formulates and implements its strategies—that is, shaping the organizational culture—
is a central task of strategic leaders.105 Ikea’s CEO, Anders Dahlvig, attributes the suc-
cess of his firm partly to its unique corporate culture.106

EN T R E P R E N E U R I A L OR I E N TAT I O N
An organizational culture often encourages (or discourages) the pursuit of entrepre-
neurial opportunities, especially in large firms.107 Entrepreneurial opportunities are an
important source of growth and innovation.108 In Chapter 13, we describe how large
firms use strategic entrepreneurship to pursue entrepreneurial opportunities and to
gain first-mover advantages. Medium- and small-sized firms also rely on strategic
entrepreneurship when trying to develop innovations as the foundation for profitable
growth. In firms of all sizes, strategic entrepreneurship is more likely to be successful
when employees have an entrepreneurial orientation.109 Five dimensions characterize
a firm’s entrepreneurial orientation: autonomy, innovativeness, risk taking, proactive-
ness, and competitive aggressiveness.110 In combination, these dimensions influence
the activities of a firm to be innovative and launch new ventures.

The first of an entrepreneurial orientation’s five dimensions, autonomy, allows
employees to take actions that are free of organizational constraints and permits indi-
viduals and groups to be self-directed. The second dimension, innovativeness, “reflects
a firm’s tendency to engage in and support new ideas, novelty, experimentation, and
creative processes that may result in new products, services, or technological
processes.”111 Cultures with a tendency toward innovativeness encourage employees to

Social capital involves
relationships inside and out-
side the firm that help the
firm accomplish tasks and
create value for customers
and shareholders.
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An organizational cul-
ture consists of a complex
set of ideologies, symbols,
and core values that is
shared throughout the firm
and influences the way
business is conducted.

hit75285_ch12.qxd  12/23/03  9:53 AM  Page 390



think beyond existing knowledge, technologies, and parameters in efforts to find cre-
ative ways to add value. Risk taking reflects a willingness by employees and their firm
to accept risks when pursuing entrepreneurial opportunities. These risks can include
assuming significant levels of debt and allocating large amounts of other resources
(e.g., people) to projects that may not be completed. The fourth dimension of an entre-
preneurial orientation, proactiveness, describes a firm’s ability to be a market leader
rather than a follower. Proactive organizational cultures constantly use processes to
anticipate future market needs and to satisfy them before competitors learn how to do
so. Finally, competitive aggressiveness is a firm’s propensity to take actions that allow
it to consistently and substantially outperform its rivals.112

CH A N G I N G T H E ORG A N I Z AT I O NA L
CU LT U R E A N D RE S T RU C T U R I N G
Changing a firm’s organizational culture is more difficult than maintaining it, but
effective strategic leaders recognize when change is needed. Incremental changes to the
firm’s culture typically are used to implement strategies.113 More significant and,
sometimes, even radical changes to organizational culture are used to support the
selection of strategies that differ from those the firm has implemented historically.
Regardless of the reasons for change, shaping and reinforcing a new culture require
effective communication and problem solving, along with the selection of the right
people (those who have the values desired for the organization), effective performance
appraisals (establishing goals and measuring individual performance toward goals that
fit in with the new core values), and appropriate reward systems (rewarding the desired
behaviors that reflect the new core values).114

Evidence suggests that cultural changes succeed only when the firm’s CEO, other
key top management team members, and middle-level managers actively support
them.115 To effect change, middle-level managers in particular need to be highly disci-
plined to energize the culture and foster alignment with the strategic vision.116

As noted earlier, selecting new top management team members from the exter-
nal managerial labor market is a catalyst for changes to organizational culture. This is
illustrated by the example of Carlos Ghosn, a Brazilian-born manager working for
Renault. Ghosn was charged with turning around Nissan, partially owned by Renault,
which was suffering from lost market share. But, transforming an organization and its
culture is challenging. Ghosn implemented several major changes. He closed plants
and significantly reduced costs. In so doing, however, he gave generous bonuses of over
five months’ pay to the employees who were laid off. He dismantled the keiretsu invest-
ments, allowing him to revise the supply chain relationships. As a result, he returned
Nissan to profitability. Renault’s CEO now sees Nissan as an important asset for his
firm and is integrating Renault’s and Nissan’s complementary resources to create
global growth for the firm.117

Because of the actions of executives like those at Tenet HealthCare, Ahold,
HealthSouth, and the major Wall Street investment firms described in the Strategic
Focus, the world of corporate governance is changing, as described in Chapter 10.
These changes have significant implications for the strategic leadership in individual
companies. This is evidenced by the action taken by Michael Capellas, CEO of MCI,
to have his top 300 executives sign an ethics pledge.

Emphasizing Ethical Practices

The effectiveness of processes used to implement the firm’s strategies increases when
they are based on ethical practices. Ethical companies encourage and enable people at
all organizational levels to act ethically when doing what is necessary to implement the
firm’s strategies. In turn, ethical practices and the judgment on which they are based
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As Corporate Scandals and Ethical 
Dilemmas Proliferate, Heads Roll
Corporate scandals have created a crisis of confidence in the practices of major corpora-
tions worldwide. In the United States, the multiple scandals of major proportion caused
Congress to pass the Sarbanes-Oxley Act.The primary goal is to prevent accounting
manipulations by top executives. While the names of Enron,Tyco, and WorldCom are
prominent in these scandals, there are others. For example,Tenet Healthcare was investi-
gated by the U.S. Justice Department regarding allegations that the company overbilled
the U.S. government for services provided to senior citizens under the Medicare program.
The CEO at the time, Jeffrey Barbakow, who received the highest compensation of any
CEO in 2002, was forced to resign by the board of Tenet. Prior to these problems,Tenet’s
stock price was greater than $50, but fell dramatically to less than $20 per share after
the allegations came to light.

Scandal was not limited to U.S. companies. Royal Ahold NV, a large international
supermarket chain headquartered in the Netherlands, had major accounting problems.
Specifically, Ahold’s U.S. Foodservice division overstated its earnings in 2001 and 2002.
Ahold also discovered potentially illegal transactions in its Argentine subsidiary. Because of
these problems, the CEO and chief financial officer of Ahold were discharged.The “account-
ing problems” caused Ahold to reduce its operating earnings by $500 million.

Federal prosecutors investigated massive accounting fraud at HealthSouth Corpora-
tion.The prosecutors negotiated plea arrangements with five HealthSouth employees in
which they would testify that they were directed by the company’s chairman and CEO,
Richard Scrushy, to inflate the financial results. In fact, the Securities and Exchange Com-
mission (SEC) accused the company (and Scrushy) of inflating the profits by $1.4 billion
over the period 1999–2002.The government believes that these practices may have been
common in the company since its founding in 1986, so the overstatement of profits may be
much greater. According to the SEC, company managers falsified accounting entries, over-
stated cash and other assets, and created numbers to fill in the differences between actual
and desired earnings.The board of directors for HealthSouth fired the CEO, Richard
Scrushy, upon learning of further allegations that he may have established offshore bank
accounts to avoid taxes.

The scandals also engulfed major Wall Street firms. In fact, the top ten investment
firms on Wall Street settled an inquiry by the U.S. government into irregularities, such as
potential conflicts of interest whereby firms received secret payments (supposedly for
research conducted) from companies for which they gave potential investors strong rec-
ommendations to buy. Other firms were accused of gaining favor with corporate clients by
selling hot stock offerings to their senior executives (who could then sell the shares for
almost guaranteed profits).

To avoid problems similar to those noted above and those made by its predecessor
company, WorldCom, the new MCI CEO, Michael Capellas (former CEO of Compaq),
required the top 300 executives in the firm to sign an ethics pledge. His intent is to
restore investor confidence in the company. He stated that “we will operate at a higher
standard than the rest of the world.The burden of proof is on us.”

SOURCES: S. Morrison & P.T. Larsen, 2003, MCI executives sign ethics pledge, Financial Times, http://www.ft.com, May 8;
L. R. Roth & A. Hill, 2003,Tenet chief forced to quit, Financial Times, http://www.ft.com, May 27; S. Labaton, 2003, 10 Wall
St. firms settle with U.S. in analyst inquiry, New York Times, http://www.nytimes.com, April 29; C.Terhune & C. Mollenkamp,
2003, Five HealthSouth employees may plead guilty to fraud, Wall Street Journal Online, http://www.wsj.com, March 31; M.
Freudenheim, 2003, HealthSouth inquiry looks for accounts held offshore, New York Times, http://www.nytimes.com, March
31; M. Freudenheim, 2003, HealthSouth fires its embattled chairman, New York Times, http://www.nytimes.com, March 31;
M. Wallin, L. Norman, & J. Quintanilha, 2003, Ahold replaces management at Argentine unit, ends probe, Wall Street Jour-
nal Online, http://www.wsj.com, February 28; D. Ball, J. S. Lublin, & M. Karnitschnig, 2003, Ahold scandal raises questions
about directors’ responsibilities, Wall Street Journal Online, http://www.wsj.com, February 27; D. Ball, A. Zimmerman, & M.
Veen, 2003, Supermarket giant Ahold ousts CEO in big accounting scandal, Wall Street Journal, February 25, A1, A10.
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create “social capital” in the organization in that “goodwill available to individuals and
groups” in the organization increases.118 Alternately, when unethical practices evolve
in an organization, they become like a contagious disease.119

To properly influence employees’ judgment and behavior, ethical practices must
shape the firm’s decision-making process and be an integral part of an organization’s
culture. In fact, research has found that a value-based culture is the most effective
means of ensuring that employees comply with the firm’s ethical requirements.120 As
discussed in Chapter 10, in the absence of ethical requirements, managers may act
opportunistically, making decisions that are in their own best interests, but not in the
firm’s best interests. In other words, managers acting opportunistically take advantage
of their positions, making decisions that benefit themselves to the detriment of the
firm’s owners (shareholders).121

Managerial opportunism may explain the behavior and decisions of a few key
executives at HealthSouth, where, as described in the Strategic Focus, substantial
accounting irregularities were discovered. In fact, the investigations suggested that the
company overstated its performance for many years, thereby propping up its stock
price. Firms that have been reported to have poor ethical behavior, such as perpetrat-
ing fraud or having to restate financial results, see their overall corporate value in the
stock market drop precipitously.122

While the Strategic Focus also explains the accounting irregularities completed
by Ahold, Tenet Healthcare overcharged the U.S. government for Medicare payments.
Interestingly, Tenet’s CEO, Jeffrey Barbakow, was the highest-paid CEO in 2002. Yet
Barbakow and the CEO and CFO of Ahold lost their jobs when the irregularities came
to light. Thus, in addition to the firms’ shareholders, they paid a high price for the
indiscretions.

These incidents suggest that firms need to employ ethical strategic leaders—lead-
ers who include ethical practices as part of their long-term vision for the firm, who
desire to do the right thing, and for whom honesty, trust, and integrity are impor-
tant.123 Strategic leaders who consistently display these qualities inspire employees as
they work with others to develop and support an organizational culture in which eth-
ical practices are the expected behavioral norms.124

The effects of white-collar fraud are substantial.125 Estimates in the United
States suggest that white-collar fraud ranges from $200 billion to as much as $600 bil-
lion annually. Furthermore, this fraud usually equals from 1 to 6 percent of the firm’s
sales, and white-collar crime causes as much as 30 percent of new venture firms to fail.
These amounts are incredibly high when compared to the total cost of approximately
$20 billion for street crime in the United States.126 Certainly, executives in multina-
tional firms must understand that there are differences in ethical values across cultures
globally.127 Beyond this, however, research has shown that a positive relationship exists
between ethical values (character) and an executive’s health. So, ethical practices have
many possible benefits to the firm and the executive.128 Strategic leaders are challenged
to take actions that increase the probability that an ethical culture will prevail in their
organizations. One action that has gained favor is to institute a formal program to
manage ethics. Operating much like control systems, these programs help inculcate val-
ues throughout the organization.129 Therefore, when these efforts are successful, the
practices associated with an ethical culture become institutionalized in the firm; that
is, they become the set of behavioral commitments and actions accepted by most of
the firm’s employees and other stakeholders with whom employees interact.

Additional actions strategic leaders can take to develop an ethical organizational
culture include (1) establishing and communicating specific goals to describe the firm’s
ethical standards (e.g., developing and disseminating a code of conduct); (2) continuously
revising and updating the code of conduct, based on inputs from people throughout the
firm and from other stakeholders (e.g., customers and suppliers); (3) disseminating the
code of conduct to all stakeholders to inform them of the firm’s ethical standards and
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practices; (4) developing and implementing methods and procedures to use in achieving
the firm’s ethical standards (e.g., using internal auditing practices that are consistent
with the standards); (5) creating and using explicit reward systems that recognize acts
of courage (e.g., rewarding those who use proper channels and procedures to report
observed wrongdoings); and (6) creating a work environment in which all people are
treated with dignity.130 The effectiveness of these actions increases when they are taken
simultaneously, thereby making them mutually supportive. When managers and
employees do not engage in such actions—perhaps because an ethical culture has not
been created—problems are likely to occur. As we discuss next, formal organizational
controls can help prevent further problems and reinforce better ethical practices.

Establishing Balanced Organizational Controls

Organizational controls are basic to a capitalistic system and have long been viewed as an
important part of strategy implementation processes.131 Controls are necessary to help
ensure that firms achieve their desired outcomes.132 Defined as the “formal, information-
based . . . procedures used by managers to maintain or alter patterns in organizational
activities,” controls help strategic leaders build credibility, demonstrate the value of
strategies to the firm’s stakeholders, and promote and support strategic change.133 Most
critically, controls provide the parameters within which strategies are to be implemented,
as well as corrective actions to be taken when implementation-related adjustments are
required. In this chapter, we focus on two organizational controls—strategic and finan-
cial—that were introduced in Chapter 11. Our discussion of organizational controls here
emphasizes strategic and financial controls because strategic leaders are responsible for
their development and effective use.

Evidence suggests that, although critical to the firm’s success, organizational
controls are imperfect. Control failures have a negative effect on the firm’s reputation
and divert managerial attention from actions that are necessary to effectively use the
strategic management process.

As explained in Chapter 11, financial control focuses on short-term financial
outcomes. In contrast, strategic control focuses on the content of strategic actions,
rather than their outcomes. Some strategic actions can be correct, but poor financial
outcomes may still result because of external conditions, such as a recession in the
economy, unexpected domestic or foreign government actions, or natural disasters.134

Therefore, an emphasis on financial control often produces more short-term and risk-
averse managerial decisions, because financial outcomes may be caused by events
beyond managers’ direct control. Alternatively, strategic control encourages lower-
level managers to make decisions that incorporate moderate and acceptable levels of
risk because outcomes are shared between the business-level executives making strate-
gic proposals and the corporate-level executives evaluating them.

TH E BA L A N C E D SC O R E C A R D
The balanced scorecard is a framework that firms can use to verify that they have estab-
lished both strategic and financial controls to assess their performance.135 This tech-
nique is most appropriate for use when dealing with business-level strategies, but can
also apply to corporate-level strategies.

The underlying premise of the balanced scorecard is that firms jeopardize their
future performance possibilities when financial controls are emphasized at the expense
of strategic controls,136 in that financial controls provide feedback about outcomes
achieved from past actions, but do not communicate the drivers of the firm’s future
performance.137 Thus, an overemphasis on financial controls could promote organiza-
tional behavior that has a net effect of sacrificing the firm’s long-term value-creating
potential for short-term performance gains.138 An appropriate balance of strategic

The balanced scorecard is
a framework that firms can
use to verify that they have
established both strategic
and financial controls to
assess their performance.
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controls and financial controls, rather than an overemphasis on either, allows firms to
effectively monitor their performance.

Four perspectives are integrated to form the balanced scorecard framework:
financial (concerned with growth, profitability, and risk from the shareholders’ per-
spective), customer (concerned with the amount of value customers perceive was cre-
ated by the firm’s products), internal business processes (with a focus on the priorities
for various business processes that create customer and shareholder satisfaction), and
learning and growth (concerned with the firm’s effort to create a climate that supports
change, innovation, and growth). Thus, using the balanced scorecard framework
allows the firm to understand how it looks to shareholders (financial perspective), how
customers view it (customer perspective), the processes it must emphasize to success-
fully use its competitive advantage (internal perspective), and what it can do to
improve its performance in order to grow (learning and growth perspective).139 Gener-
ally speaking, strategic controls tend to be emphasized when the firm assesses its per-
formance relative to the learning and growth perspective, while financial controls are
emphasized when assessing performance in terms of the financial perspective. Study of
the customer and internal business processes perspectives often is completed through
virtually an equal emphasis on strategic controls and financial controls.

Firms use different criteria to measure their standing relative to the scorecard’s
four perspectives. Sample criteria are shown in Figure 12.5. The firm should select the
number of criteria that will allow it to have both a strategic understanding and a finan-
cial understanding of its performance without becoming immersed in too many
details.140
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Strategic Controls and Financial Controls 
in a Balanced Scorecard Framework

• Cash flow
• Return on equity
• Return on assets

• Assessment of ability to anticipate customers’ needs
• Effectiveness of customer service practices
• Percentage of repeat business
• Quality of communications with customers

• Asset utilization improvements
• Improvements in employee morale
• Changes in turnover rates

• Improvements in innovation ability
• Number of new products compared to competitors’
• Increases in employees' skills

Learning
and

Growth

Internal
Business

Processes

Customer

Financial

Perspectives Criteria

Figure 12.5
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Strategic leaders play an important role in determining a proper balance between
strategic controls and financial controls for their firm. This is true in single-business
firms as well as in diversified firms. A proper balance between controls is important,
in that “wealth creation for organizations where strategic leadership is exercised is pos-
sible because these leaders make appropriate investments for future viability [through
strategic control], while maintaining an appropriate level of financial stability in the
present [through financial control].”141 In fact, most corporate restructuring is designed
to refocus the firm on its core businesses, thereby allowing top executives to reestablish
strategic control of their separate business units.142 Thus, as emphasized in Chapter 11,
both strategic controls and financial controls support effective use of the firm’s corporate-
level strategy.

Successful use of strategic control by top executives frequently is integrated with
appropriate autonomy for the various subunits so that they can gain a competitive
advantage in their respective markets.143 Strategic control can be used to promote the
sharing of both tangible and intangible resources among interdependent businesses
within a firm’s portfolio. In addition, the autonomy provided allows the flexibility nec-
essary to take advantage of specific marketplace opportunities. As a result, strategic
leadership promotes the simultaneous use of strategic control and autonomy.144

Balancing strategic and financial controls in diversified firms can be difficult.
Failure to maintain an effective balance between strategic controls and financial con-
trols in these firms often contributes to a decision to restructure the company. For
example, Jean-Pierre Garnier, CEO of GlaxoSmithKline, is trying to reinvent the com-
pany by streamlining its costs (financial controls) and simultaneously enhancing its
development of innovative and valuable new drugs (strategic controls). In fact, the
firm must achieve a balance in these controls in order to survive in the strongly com-
petitive pharmaceuticals industry.145

Samsung provides another example of the need to achieve a balance in these types
of control. Following the 1997 South-
east Asian currency crisis, Samsung
Electronics, a large Korean firm, was
heading into a significant crisis in its
Chinese operations. It was a large
diversified firm with businesses
throughout the world. Its Chinese
operations included selling everything
from washing machines to VCRs. Each
product division had established Chi-
nese factories and a nationwide sales
organization by the mid-1990s. How-
ever, in China, these divisions encoun-
tered significant losses, losing $37 mil-
lion in 1998.

When Jong-Yong Yun took over
as Samsung’s CEO in 1997, he shut
down all 23 sales offices and declared
that each of the seven mainland facto-
ries would have to become profitable
on its own to survive. Thus, he insti-
tuted strong financial controls that
were to be followed to verify that each
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The recent successes of

Samsung, through the

leadership of its CEO,

Jong-Yong Yun, represent an

effective use of the balanced

scorecard, which helps put

strategic and financial

controls in balance.

©
A

F
P

/C
O

R
B

IS

hit75285_ch12.qxd  12/23/03  9:53 AM  Page 396



division was operating profitably. Additionally, based on market survey results, Samsung
executives decided that the firm would focus on ten major cities in China. Furthermore,
the firm carefully selected products and supported them with intense marketing. Thus,
the firm improved strategic controls using a “top-down marketing strategy.” Overall,
Samsung increased its revenue from $18.45 billion in 1998 to $40.51 billion in 2002. Its
net income increased from $313 million in 1998 to $7.05 billion in 2002. A more effec-
tive balance between strategic and financial controls has helped Samsung to improve its
performance and to make progress toward its goal of establishing marquee brands in
China, comparable to Sony and Motorola.146
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Summary SummarySummary
• Effective strategic leadership is a prerequisite to success-

fully using the strategic management process. Strategic
leadership entails the ability to anticipate events, envision
possibilities, maintain flexibility, and empower others to
create strategic change.

• Top-level managers are an important resource for firms
to develop and exploit competitive advantages. In addi-
tion, when they and their work are valuable, rare, imper-
fectly imitable, and nonsubstitutable, strategic leaders can
themselves be a source of competitive advantage.

• The top management team is composed of key managers
who play a critical role in the selection and implementa-
tion of the firm’s strategies. Generally, they are officers of
the corporation or members of the board of directors.

• There is a relationship among the top management team’s
characteristics, a firm’s strategies, and its performance.
For example, a top management team that has significant
marketing and R&D knowledge positively contributes to
the firm’s use of growth strategies. Overall, most top man-
agement teams are more effective when they have diverse
skills.

• When the board of directors is involved in shaping a
firm’s strategic direction, that firm generally improves its
performance. However, the board may be less involved in
decisions about strategy formulation and implementation
when CEOs have more power. CEOs increase their power
when they appoint people to the board and when they
simultaneously serve as the CEO and board chair.

• Strategic leaders are selected from either the internal or
the external managerial labor market. Because of their
effect on performance, the selection of strategic leaders
has implications for a firm’s effectiveness.There are valid
reasons to use either the internal or the external market

when choosing the firm’s strategic leaders. In most
instances, the internal market is used to select the firm’s
CEO, but the number of outsiders chosen is increasing.
Outsiders often are selected to initiate changes.

• Effective strategic leadership has five major components:
determining the firm’s strategic direction, effectively man-
aging the firm’s resource portfolio (including exploiting
and maintaining core competencies and managing human
capital and social capital), sustaining an effective organi-
zational culture, emphasizing ethical practices, and estab-
lishing balanced organizational controls.

• A firm must develop a long-term vision of its strategic
intent. A long-term vision is the driver of strategic lead-
ers’ behavior in terms of the remaining four components
of effective strategic leadership.

• Strategic leaders must ensure that their firm exploits its
core competencies, which are used to produce and deliver
products that create value for customers, through the
implementation of strategies. In related diversified and
large firms in particular, core competencies are exploited
by sharing them across units and products.

• A critical element of strategic leadership and the effective
implementation of strategy is the ability to manage the
firm’s resource portfolio.This includes integrating
resources to create capabilities and leveraging those capa-
bilities through strategies to build competitive advantages.
Perhaps the most important resources are human capital
and social capital.

• As a part of managing the firm’s resources, strategic lead-
ers must develop a firm’s human capital. Effective strate-
gic leaders and firms view human capital as a resource 
to be maximized, rather than as a cost to be minimized.
Resulting from this perspective is the development and 
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use of programs intended to train current and future
strategic leaders to build the skills needed to nurture the
rest of the firm’s human capital.

• Effective strategic leaders also build and maintain inter-
nal and external social capital. Internal social capital
promotes cooperation and coordination within and across
units in the firm. External social capital provides access
to resources that the firm needs to compete effectively.

• Shaping the firm’s culture is a central task of effective
strategic leadership. An appropriate organizational cul-
ture encourages the development of an entrepreneurial
orientation among employees and an ability to change 
the culture as necessary.

• In ethical organizations, employees are encouraged to
exercise ethical judgment and to behave ethically at all

times. Improved ethical practices foster social capital.
Setting specific goals to describe the firm’s ethical
standards, using a code of conduct, rewarding ethical
behaviors, and creating a work environment in which all
people are treated with dignity are examples of actions
that facilitate and support ethical behavior within the firm.

• Developing and using balanced organizational controls is
the final component of effective strategic leadership. An
effective balance between strategic and financial controls
allows for the flexible use of core competencies, but
within the parameters indicated by the firm’s financial
position.The balanced scorecard is a tool used by the
firm and its strategic leaders to develop an appropriate
balance between its strategic and financial controls.
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Review Questions Review QuestionsReview Questions
1. What is strategic leadership? In what ways are top execu-

tives considered important resources for an organization?

2. What is a top management team, and how does it affect a
firm’s performance and its abilities to innovate and make
appropriate strategic changes?

3. What are the differences between the internal and exter-
nal managerial labor markets? What are the effects of
each type of labor market on the formulation and imple-
mentation of strategies?

4. How does strategic leadership affect the determination of
the firm’s strategic direction?

5. How do strategic leaders effectively manage their firm’s
resource portfolio such that its core competencies are
exploited, and the human capital and social capital are
leveraged to achieve a competitive advantage?

6. What is organizational culture? What must strategic
leaders do to develop and sustain an effective organiza-
tional culture?

7. As a strategic leader, what actions could you take to
establish and emphasize ethical practices in your firm?

8. What are organizational controls? Why are strategic con-
trols and financial controls important parts of the strate-
gic management process?
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Using the Balanced Scorecard
Framework
This experiential exercise is based on the Balanced Scorecard
Framework (Figure 12.5). Form groups of three or four
students each. Assume that you are strategists for a multi-
national sportswear manufacturing and marketing company
with millions of dollars in sales worldwide. In designing your
business-level strategy (see Chapter 4), you are expected to

define the objectives associated with that strategy concerning
financial performance, customer service, internal processes,
and learning and growth. Additionally, your task is to define
measures and initiatives necessary for each category of
objectives. Measures refer to the definition of specific criteria
for each objective, and initiatives refer to the specific actions
that should be taken to achieve a particular objective. Use
the table below to record your definitions.

Financial Performance:

Objectives Measures Initiatives

1. 1. 1.1

1.2

2. 2. 2.1

2.2

Customer Service:

Objectives Measures Initiatives

1. 1. 1.1

1.2

2. 2. 2.1

2.2

Internal Processes:

Objectives Measures Initiatives

1. 1. 1.1

1.2

2. 2. 2.1

2.2

Learning and Growth:

Objectives Measures Initiatives

1. 1. 1.1

1.2

2. 2. 2.1

2.2

Experiential Exercises

hit75285_ch12.qxd  12/23/03  9:53 AM  Page 399



400

PA
R

T 
3

/ S
tr

at
eg

ic
 A

ct
io

ns
:S

tr
at

eg
y 

Im
pl

em
en

ta
ti

on

N o t e sNotes
1. R. D. Ireland, M. A. Hitt, S. M. Camp, & D. L. Sexton, 2001, Integrating

entrepreneurship and strategic management actions to create firm wealth,
Academy of Management Executive, 15(1): 49–63; K. R. Thompson, W. A.
Hochwarter, & N. J. Mathys, 1997, Stretch targets:What makes them effec-
tive? Academy of Management Executive, 11(3): 48–59.

2. A. Cannella, Jr., A. Pettigrew, & D. Hambrick, 2001, Upper echelons: Don-
ald Hambrick on executives and strategy, Academy of Management Executive,
15(3): 36–52; R. D. Ireland & M. A. Hitt, 1999, Achieving and maintaining
strategic competitiveness in the 21st century: The role of strategic leader-
ship, Academy of Management Executive, 12(1): 43–57; D. Lei, M. A. Hitt, &
R. Bettis, 1996, Dynamic core competencies through meta-learning and
strategic context, Journal of Management, 22: 547–567.

3. L. Greiner,T. Cummings, & A. Bhambri, 2002,When new CEOs succeed and
fail: 4-D theory of strategic transformation, Organizational Dynamics, 32:
1–16.

4. S. Green, F. Hassan, J. Immelt, M. Marks, & D. Meiland, 2003, In search of
global leaders, Harvard Business Review, 81(8): 38–45; T. J. Peters, 2001,
Leadership: Sad facts and silver linings, Harvard Business Review, 79(11):
121–128.

5. M. A. Hitt & R. D. Ireland, 2002,The essence of strategic leadership: Man-
aging human and social capital, Journal of Leadership and Organizational Stud-
ies, 9: 3–14; J. Collins, 2001, Level 5 leadership: The triumph of humility
and fierce resolve, Harvard Business Review, 79(1): 66–76.

6. A. S. DeNisi, M. A. Hitt, & S. E. Jackson, 2003, The knowledge-based
approach to sustainable competitive advantage, in S. E. Jackson, M. A. Hitt,
& A. S. DeNisi (eds.), Managing Knowledge for Sustained Competitive Advan-
tage, San Francisco: Jossey-Bass, 3–33; D. J. Teece, 2000, Managing Intel-
lectual Capital: Organizational, Strategic and Policy Dimensions, Oxford: Oxford
University Press.

7. J. E. Post, L. E. Preston, & S. Sachs, 2002, Managing the extended enter-
prise:The new stakeholder view, California Management Review, 45(1): 6–28.

8. D. C. Carey & D. Ogden, 2000, CEO Succession: A Window on How Boards Can
Get It Right When Choosing a New Chief Executive, New York: Oxford University
Press.

9. M. Maccoby, 2001, Making sense of the leadership literature, Research Tech-
nology Management, 44(5): 58–60; T. Kono, 1999, A strong head office
makes a strong company, Long Range Planning, 32: 225–246.

10. G. Hamel & C. K. Prahalad, 1993, Strategy as stretch and leverage, Harvard
Business Review, 71(2): 75–84.

11. C. L. Shook, R. L. Priem, & J. E. McGee, 2003, Venture creation and the
enterprising individual: A review and synthesis, Journal of Management, 29:
379–399.

12. J. M. Mezias & W. H. Starbuck, 2003, Studying the accuracy of managers’
perceptions: A research odyssey, British Journal of Management, 14: 3–17.

13. M. Maccoby, 2001, Successful leaders employ strategic intelligence,
Research Technology Management, 44(3): 58–60.

14. S. Finkelstein & D. C. Hambrick, 1996, Strategic Leadership: Top Executives
and Their Effects on Organizations, St. Paul, MN:West Publishing Company, 2.

15. Collins, Level 5 leadership.
16. R. Castanias & C. Helfat, 2001, The managerial rents model: Theory and

empirical analysis, Journal of Management, 27: 661–678; H. P. Gunz & R. M.
Jalland, 1996, Managerial careers and business strategy, Academy of Man-
agement Review, 21: 718–756.

17. M. Beer & R. Eisenstat, 2000,The silent killers of strategy implementation
and learning, Sloan Management Review, 41(4): 29–40; C. M. Christensen,
1997, Making strategy: Learning by doing, Harvard Business Review, 75(6):
141–156; M. A. Hitt, B. W. Keats, H. E. Harback, & R. D. Nixon, 1994,
Rightsizing: Building and maintaining strategic leadership and long-term
competitiveness, Organizational Dynamics, 23: 18–32.

18. R. Whittington, 2003,The work of strategizing and organizing: For a prac-
tice perspective, Strategic Organization, 1: 117–125; M. Wright, R. E.
Hoskisson, L.W. Busenitz, & J. Dial, 2000, Entrepreneurial growth through

Notes

Strategic Leadership
The executive board for a large company is concerned that
the firm’s future leadership needs to be developed. Several
top-level managers are expected to leave the firm in the next
three to seven years. You have been put in charge of a com-
mittee to determine how the firm should prepare for these
departures.

Part 1 (individual). Use the information provided within this
chapter and your own perceptions to complete the following
chart. Be prepared to discuss in class.

Part 2 (individually or in small groups).The firm’s executive
board feels that the external managerial labor market is
beyond its control—the managerial resources the firm will
need may or may not be available when they are needed.The
board has then asked your committee to consider a program
that would develop the firm’s internal managerial labor mar-
ket. Outline the objectives that you want your program to
achieve, the steps you would take to reach them, and the
time frame involved. Also consider potential problems in
such a program and how they could be resolved.
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