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Preface

The standout features of this fifth edition of Essentials of Strategic Management 
are its concisely written and robust coverage of strategic management con-

cepts and its compelling collection of cases. The text presents a conceptually strong 
treatment of strategic management principles and analytic approaches that features 
straight-to-the-point discussions, timely examples, and a writing style that captures 
the interest of students. While this edition retains the 10-chapter structure of the prior 
edition, every chapter has been reexamined, refined, and refreshed. New content has 
been added to keep the material in line with the latest developments in the theory and 
practice of strategic management. Also, scores of new examples have been added, 
along with fresh Concepts & Connections illustrations, to make the content come alive 
and to provide students with a ringside view of strategy in action. The fundamental 
character of the fifth edition of Essentials of Strategic Management is very much in 
step with the best academic thinking and contemporary management practice. The 
chapter content continues to be solidly mainstream and balanced, mirroring both the 
penetrating insight of academic thought and the pragmatism of real-world strategic 
management.

Complementing the text presentation is a truly appealing lineup of 12 diverse, 
timely, and thoughtfully crafted cases. All of the cases are tightly linked to the content 
of the 10 chapters, thus pushing students to apply the concepts and analytical tools 
they have read about. Eleven of the 12 cases were written by the coauthors to illustrate 
specific tools of analysis or distinct strategic management theories. The Robin Hood 
case was not written by the coauthors but was included because of its   exceptional 
pedagogical value and linkage to strategic management concepts presented in the text. 
We are confident you will be impressed with how well each of the 12 cases in the col-
lection will work in the classroom and the amount of student interest they will spark.

For some years now, growing numbers of strategy instructors at business schools 
worldwide have been transitioning from a purely text-cases course structure to a 
more robust and energizing text-cases-simulation course structure. Incorporating a 
 competition-based strategy simulation has the strong appeal of providing class mem-
bers with an immediate and engaging opportunity to apply the concepts and analyti-
cal tools covered in the chapters in a head-to-head competition with companies run 
by other class members. Two widely used and pedagogically effective online strategy 
simulations, The Business Strategy Game and GLO-BUS, are optional companions 
for this text. Both simulations, like the cases, are closely linked to the content of each 
chapter in the text. The Exercises for Simulation Participants, found at the end of each 
chapter, provide clear guidance to class members in applying the concepts and analyti-
cal tools covered in the chapters to the issues and decisions that they have to wrestle 
with in managing their simulation company.

Through our experiences as business school faculty members, we also fully under-
stand the assessment demands on faculty teaching strategic management and business 
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  Preface  vii

policy courses. In many institutions, capstone courses have emerged as the logical 
home for assessing student achievement of program learning objectives. The fifth edi-
tion includes Assurance of Learning Exercises at the end of each chapter that link 
to the specific Learning Objectives appearing at the beginning of each chapter and 
highlighted throughout the text. An important instructional feature of this edition is 
the linkage of selected chapter-end Assurance of Learning Exercises and cases to the 
publisher’s Connect web-based assignment and assessment platform. Your students 
will be able to use the online Connect supplement to (1) complete two of the Assur-
ance of Learning Exercises appearing at the end of each of the 10 chapters, (2) com-
plete chapter-end quizzes, and (3) complete case tutorials based upon the suggested 
assignment questions for all 12 cases in this edition. With the exception of some of the 
chapter-end Assurance of Learning exercises, all of the Connect exercises are auto-
matically graded, thereby enabling you to easily assess the learning that has occurred.

In addition, both of the companion strategy simulations have a built-in Learning 
Assurance Report that quantifies how well each member of your class performed on 
nine skills/learning measures versus tens of thousands of other students worldwide 
who completed the simulation in the past 12 months. We believe the chapter-end 
Assurance of Learning Exercises, the all-new online and automatically graded Con-
nect exercises, and the Learning Assurance Report generated at the conclusion of The 
Business Strategy Game and GLO-BUS simulations provide you with easy-to-use, 
empirical measures of student learning in your course. All can be used in conjunction 
with other instructor-developed or school-developed scoring rubrics and assessment 
tools to comprehensively evaluate course or program learning outcomes and measure 
compliance with AACSB accreditation standards.

Taken together, the various components of the fifth edition package and the sup-
porting set of Instructor Resources provide you with enormous course design flexibil-
ity and a powerful kit of teaching/learning tools. We’ve done our very best to ensure 
that the elements comprising this edition will work well for you in the classroom, help 
you economize on the time needed to be well prepared for each class, and cause stu-
dents to conclude that your course is one of the very best they have ever taken—from 
the standpoint of both enjoyment and learning.

Differentiation from Other Texts
Five noteworthy traits strongly differentiate this text and the accompanying instruc-
tional package from others in the field:

 1. Our integrated coverage of the two most popular perspectives on strategic man-
agement positioning theory and resource-based theory is unsurpassed by any 
other leading strategy text. Principles and concepts from both the positioning per-
spective and the resource-based perspective are prominently and comprehensively 
integrated into our coverage of crafting both single-business and multibusiness 
strategies. By highlighting the relationship between a firm’s resources and capa-
bilities to the activities it conducts along its value chain, we show explicitly how 
these two perspectives relate to one another. Moreover, in Chapters 3 through 8, it 
is emphasized repeatedly that a company’s strategy must be matched not only to 
its external market circumstances but also to its internal resources and competi-
tive capabilities.
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 2. Our coverage of business ethics, core values, social responsibility, and environmen-
tal sustainability is unsurpassed by any other leading strategy text. Chapter 9,  
“Ethics, Corporate Social Responsibility, Environmental Sustainability, and Strat-
egy,” is embellished with fresh content so that it can better fulfill the important 
functions of (1) alerting students to the role and importance of ethical and socially 
responsible decision making and (2) addressing the accreditation requirements 
that business ethics be visibly and thoroughly embedded in the core  curriculum. 
Moreover, discussions of the roles of values and ethics are integrated into por-
tions of other chapters to further reinforce why and how considerations relating to 
ethics, values, social responsibility, and sustainability should figure prominently 
into the managerial task of crafting and executing company strategies.

 3. The caliber of the case collection in the fifth edition is truly unrivaled from the 
standpoints of student appeal, teachability, and suitability for drilling students in 
the use of the concepts and analytical treatments in Chapters 1 through 10. The 
12 cases included in this edition are the very latest, the best, and the most on- 
target that we could find. The ample information about the cases in the Instruc-
tor’s Manual makes it effortless to select a set of cases each term that will capture 
the interest of students from start to finish.

 4. The publisher’s Connect assignment and assessment platform is tightly linked 
to the text chapters and case lineup. The Connect package for the fifth edition 
allows professors to assign autograded quizzes and select chapter-end Assurance 
of Learning Exercises to assess class members’ understanding of chapter con-
cepts. In addition, our texts have pioneered the extension of the Connect platform 
to case analysis. The autograded case exercises for each of the 12 cases in this 
edition are robust and extensive and will better enable students to make meaning-
ful contributions to class discussions. The autograded Connect case exercises 
may also be used as graded assignments in the course.

 5. The two cutting-edge and widely used strategy simulations—The Business 
 Strategy Game and GLO-BUS—that are optional companions to the fifth edition 
give you unmatched capability to employ a text-case-simulation model of course 
delivery.

Organization, Content, and Features of the Fifth 
Edition Text Chapters
The following rundown summarizes the noteworthy features and topical emphasis in 
this new edition:

 ∙ Chapter 1 serves as a introduction to the topic of strategy, focusing on the mana-
gerial actions that will determine why a company matters in the marketplace.   
We introduce students to the primary approaches to building competitive advan-
tage and the key elements of business-level strategy. Following Henry Mintz-
berg’s pioneering research, we also stress why a company’s strategy is partly 
planned and partly reactive and why this strategy tends to evolve. The chapter 
also discusses why it is important for a company to have a viable business model 
that outlines the company’s customer value proposition and its profit formula. 
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This brief chapter is the perfect accompaniment to your opening-day lecture on 
what the course is all about and why it matters.

 ∙ Chapter 2 delves more deeply into the managerial process of actually crafting and 
executing a strategy. It makes a great assignment for the second day of class and 
provides a smooth transition into the heart of the course. The focal point of the 
chapter is the five-stage managerial process of crafting and executing strategy:  
(1) forming a strategic vision of where the company is headed and why,  
(2) developing strategic as well as financial objectives with which to measure the 
company’s progress, (3) crafting a strategy to achieve these targets and move the 
company toward its market destination, (4) implementing and executing the strat-
egy, and (5) evaluating a company’s situation and performance to identify correc-
tive adjustments that are needed. Students are introduced to such core concepts as 
strategic visions, mission statements and core values, the balanced scorecard, and 
business-level versus corporate-level strategies. There’s a robust discussion of 
why all managers are on a company’s strategy-making, strategy-executing team 
and why a company’s strategic plan is a collection of strategies devised by differ-
ent managers at different levels in the organizational hierarchy. The chapter winds 
up with a section on how to exercise good corporate governance and examines 
the conditions that led to recent high-profile corporate governance failures.

 ∙ Chapter 3 sets forth the now-familiar analytical tools and concepts of industry 
and competitive analysis and demonstrates the importance of tailoring strategy to 
fit the circumstances of a company’s industry and competitive environment. The 
standout feature of this chapter is a presentation of Michael Porter’s “five forces 
model of competition” that has long been the clearest, most straightforward dis-
cussion of any text in the field. Chapter revisions include an improved discussion 
of the macro-environment, focusing on the use of the PESTEL analysis frame-
work for assessing the political, economic, social, technological, environmental, 
and legal factors in a company’s macro-environment.  New to this edition is a dis-
cussion of Michael Porter’s Framework for Competitor Analysis used for assess-
ing a rival’s likely strategic moves. 

 ∙ Chapter 4 presents the resource-based view of the firm, showing why resource 
and capability analysis is such a powerful tool for sizing up a company’s competi-
tive assets. It offers a simple framework for identifying a company’s resources 
and capabilities and explains how the VRIN framework can be used to determine 
whether they can provide the company with a sustainable competitive advantage 
over its competitors. Other topics covered in this chapter include dynamic capa-
bilities, SWOT analysis, value chain analysis, benchmarking, and competitive 
strength assessments, thus enabling a solid appraisal of a company’s relative cost 
position and customer value proposition vis-à-vis its rivals.

 ∙ Chapter 5 deals with the basic approaches used to compete successfully and gain 
a competitive advantage over market rivals. This discussion is framed around the 
five generic competitive strategies—low-cost leadership, differentiation, best-cost 
provider, focused differentiation, and focused low-cost. It describes when each of 
these approaches works best and what pitfalls to avoid. It explains the role of cost 
drivers and uniqueness drivers in reducing a company’s costs and enhancing its 
differentiation, respectively.
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 ∙ Chapter 6 deals with the strategy options available to complement a company’s 
competitive approach and maximize the power of its overall strategy. These 
include a variety of offensive or defensive competitive moves, and their timing, 
such as blue ocean strategy and first-mover advantages and disadvantages. It also 
includes choices concerning the breadth of a company’s activities (or its scope of 
operations along an industry’s entire value chain), ranging from horizontal merg-
ers and acquisitions, to vertical integration, outsourcing, and strategic alliances. 
This material serves to segue into that covered in the next two chapters on inter-
national and diversification strategies.

 ∙ Chapter 7 explores the full range of strategy options for competing in interna-
tional markets: export strategies; licensing; franchising; establishing a subsidiary 
in a foreign market; and using strategic alliances and joint ventures to build com-
petitive strength in foreign markets. There’s also a discussion of how to best tailor 
a company’s international strategy to cross-country differences in market condi-
tions and buyer preferences, how to use international operations to improve over-
all competitiveness, the choice between multidomestic, global, and transnational 
strategies, and the unique characteristics of competing in emerging markets.

 ∙ Chapter 8 introduces the topic of corporate-level strategy—a topic of concern 
for multibusiness companies pursuing diversification. This chapter begins by 
explaining why successful diversification strategies must create shareholder value 
and lays out the three essential tests that a strategy must pass to achieve this goal 
(the industry attractiveness, cost of entry, and better-off tests). Corporate strategy 
topics covered in the chapter include methods of entering new businesses, related 
diversification, unrelated diversification, combined related and unrelated diversi-
fication approaches, and strategic options for improving the overall performance 
of an already diversified company. The chapter’s analytical spotlight is trained 
on the techniques and procedures for assessing a diversified company’s business 
portfolio—the relative attractiveness of the various businesses the company has 
diversified into, the company’s competitive strength in each of its business lines, 
and the strategic fit and resource fit among a diversified company’s different 
businesses. The chapter concludes with a brief survey of a company’s four main 
post-diversification strategy alternatives: (1) sticking closely with the existing 
business lineup, (2) broadening the diversification base, (3) divesting some busi-
nesses and retrenching to a narrower diversification base, and (4) restructuring 
the makeup of the company’s business lineup.

 ∙ Although the topic of ethics and values comes up at various points in this text-
book, Chapter 9 brings more direct attention to such issues and may be used as 
a stand-alone assignment in either the early, middle, or late part of a course. It 
concerns the themes of ethical standards in business, approaches to ensuring con-
sistent ethical standards for companies with international operations, corporate 
social responsibility, and environmental sustainability. The contents of this chap-
ter are sure to give students some things to ponder, rouse lively discussion, and 
help to make students more ethically aware and conscious of why all companies 
should conduct their business in a socially responsible and sustainable manner. 

 ∙ Chapter 10 is anchored around a pragmatic, compelling conceptual framework: 
(1) building dynamic capabilities, core competencies, resources, and structure 
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necessary for proficient strategy execution; (2) allocating ample resources to 
strategy-critical activities; (3) ensuring that policies and procedures facilitate 
rather than impede strategy execution; (4) pushing for continuous improvement in 
how value chain activities are performed; (5) installing information and operating 
systems that enable company personnel to better carry out essential activities;  
(6) tying rewards and incentives directly to the achievement of performance 
targets and good strategy execution; (7) shaping the work environment and cor-
porate culture to fit the strategy; and (8) exerting the internal leadership needed 
to drive execution forward. The recurring theme throughout the chapter is that 
implementing and executing strategy entails figuring out the specific actions, 
behaviors, and conditions that are needed for a smooth strategy-supportive 
 operation—the goal here is to ensure that students understand that the strategy- 
implementing/strategy executing phase is a make-it-happen-right kind of 
 managerial exercise that leads to operating excellence and good performance.

In this latest edition, we have put our utmost effort into ensuring that the  
10 chapters are consistent with the latest and best thinking of academics and practi-
tioners in the field of strategic management and hit the bull’s-eye in topical coverage 
for senior- and MBA-level strategy courses. The ultimate test of the text, of course, 
is the positive pedagogical impact it has in the classroom. If this edition sets a more 
effective stage for your lectures and does a better job of helping you persuade students 
that the discipline of strategy merits their rapt attention, then it will have fulfilled  
its purpose.

The Case Collection
The 12-case lineup in this edition is flush with interesting companies and valuable 
lessons for students in the art and science of crafting and executing strategy. There’s 
a good blend of cases from a length perspective—about one-third are under 10 pages, 
yet offer plenty for students to chew on; about a third are medium-length cases; and 
the remaining one-third are detail-rich cases that call for sweeping analysis.

At least 11 of the 12 cases involve companies, products, people, or activities that 
students will have heard of, know about from personal experience, or can easily iden-
tify with. The lineup includes at least four cases that will provide students with insight 
into the special demands of competing in industry environments where technological 
developments are an everyday event, product life cycles are short, and competitive 
maneuvering among rivals comes fast and furious. All of the cases involve situations 
where the role of company resources and competitive capabilities in the strategy for-
mulation, strategy execution scheme is emphasized. Scattered throughout the lineup 
are six cases concerning non-U.S. companies, globally competitive industries, and/or 
cross-cultural situations; these cases, in conjunction with the globalized content of the 
text chapters, provide abundant material for linking the study of strategic management 
tightly to the ongoing globalization of the world economy. You’ll also find three cases 
dealing with the strategic problems of family-owned or relatively small entrepreneur-
ial businesses and 10 cases involving public companies and situations where students 
can do further research on the Internet. A number of the cases have accompanying 
videotape segments.
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The Two Strategy Simulation Supplements:  
The Business Strategy Game and GLO-BUS
The Business Strategy Game and GLO-BUS: Developing Winning Competitive 
 Strategies—two competition-based strategy simulations that are delivered online and 
that feature automated processing and grading of performance—are being marketed 
by the publisher as companion supplements for use with the fifth edition (and other 
texts in the field). The Business Strategy Game is the world’s most popular strategy 
simulation, having been used by more than 2,500 instructors in courses involving 
over 750,000 students at 1050+ university campuses in 66 countries. GLO-BUS, a 
somewhat simpler strategy simulation introduced in 2004, has been used by more than 
1,450 instructors in courses involving over 180,000 students at 640+ university cam-
puses in 48 countries. Both simulations allow students to apply strategy-making and 
analysis concepts presented in the text and may be used as part of a comprehensive 
effort to assess undergraduate or graduate program learning objectives.

The Compelling Case for Incorporating  
Use of a Strategy Simulation
There are three exceptionally important benefits associated with using a competition-
based simulation in strategy courses taken by seniors and MBA students: 

 ∙ A three-pronged text-case-simulation course model delivers significantly more 
teaching and learning power than the traditional text-case model. Using both 
cases and a strategy simulation to drill students in thinking strategically and 
applying what they read in the text chapters is a stronger, more effective means of 
helping them connect theory with practice and develop better business judgment. 
What cases do that a simulation cannot is give class members broad exposure 
to a variety of companies and industry situations and insight into the kinds of 
strategy-related problems managers face. But what a competition-based strategy 
simulation does far better than case analysis is thrust class members squarely 
into an active, hands-on managerial role where they are totally responsible for 
assessing market conditions, determining how to respond to the actions of com-
petitors, forging a long-term direction and strategy for their company, and making 
all kinds of operating decisions. Because they are held fully accountable for their 
decisions and their company’s performance, co-managers are strongly motivated 
to dig deeply into company operations, probe for ways to be more cost-efficient 
and competitive, and ferret out strategic moves and decisions calculated to boost 
company performance. Consequently, incorporating both case assignments and a 
strategy simulation to develop the skills of class members in thinking strategically 
and applying the concepts and tools of strategic analysis turns out to be more 
pedagogically powerful than relying solely on case assignments: there’s stron-
ger retention of the lessons learned and better achievement of course learning 
objectives.

 ∙ The competitive nature of a strategy simulation arouses positive energy and steps 
up the whole tempo of the course by a notch or two. Nothing sparks class excite-
ment quicker or better than the concerted efforts on the part of class members 
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during each decision round to achieve a high industry ranking and avoid the peril-
ous consequences of being outcompeted by other class members. Students really 
enjoy taking on the role of a manager, running their own company, crafting strat-
egies, making all kinds of operating decisions, trying to outcompete rival com-
panies, and getting immediate feedback on the resulting company performance. 
Co-managers become emotionally invested in running their company and figuring 
out what strategic moves to make to boost their company’s performance. All this 
stimulates learning and causes students to see the practical relevance of the sub-
ject matter and the benefits of taking your course.

 ∙ Use of a fully automated online simulation reduces the time instructors spend 
on course preparation, course administration, and grading. Since the simulation 
exercise involves a 20- to 30-hour workload for student-teams (roughly 2 hours 
per decision round times 10-12 rounds, plus optional assignments), simulation 
adopters often compensate by trimming the number of assigned cases from, say, 
10 to 12 to perhaps 4 to 6. This significantly reduces the time instructors spend 
reading cases, studying teaching notes, and otherwise getting ready to lead class 
discussion of a case or grade oral team presentations. Course preparation time is 
further cut because you can use several class days to have students meet in the 
computer lab to work on upcoming decision rounds or a three-year strategic plan 
(in lieu of lecturing on a chapter or covering an additional assigned case). Not 
only does use of a simulation permit assigning fewer cases, but it also permits 
you to eliminate at least one assignment that entails considerable grading on 
your part. Grading one less written case or essay exam or other written assign-
ment saves enormous time. With BSG and GLO-BUS, grading is effortless and 
takes only minutes; once you enter percentage weights for each assignment in 
your online grade book, a suggested overall grade is calculated for you. You’ll be 
pleasantly surprised—and quite pleased—at how little time it takes to gear up for 
and to administer The Business Strategy Game or GLO-BUS.

In sum, incorporating use of a strategy simulation turns out to be a win-win propo-
sition for both students and instructors. Moreover, a very convincing argument can be 
made that a competition-based strategy simulation is the single most effective  teaching/
learning tool that instructors can employ to teach the discipline of business and com-
petitive strategy, to make learning more enjoyable, and to promote better achievement 
of course learning objectives.

Administration and Operating Features of the Two Simulations
The Internet delivery and user-friendly designs of both BSG and GLO-BUS make them 
incredibly easy to administer, even for first-time users. And the menus and controls are 
so similar that you can readily switch between the two simulations or use one in your 
undergraduate class and the other in a graduate class. If you have not yet used either of 
the two simulations, you may find the following of particular interest: 

 ∙ Setting up the simulation for your course is done online and takes about 10 to 15 
minutes. Once setup is completed, no other administrative actions are required 
beyond that of moving participants to a different team (should the need arise) and 
monitoring the progress of the simulation (to whatever extent desired).
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 ∙ Participant’s Guides are delivered electronically to class members at the 
 website—students can read it on their monitors or print out a copy, as they prefer.

 ∙ There are two- to four-minute Video Tutorials scattered throughout the software 
(including each decision screen and each page of each report) that provide on-
demand guidance to class members who may be uncertain about how to proceed.

 ∙ Complementing the video tutorials are detailed and clearly written Help sections 
explaining “all there is to know” about (a) each decision entry and the relevant 
cause-effect relationships, (b) the information on each page of the Industry Reports, 
and (c) the numbers presented in the Company Reports. The Video Tutorials and 
the Help screens allow company co-managers to figure things out for themselves, 
thereby curbing the need for students to ask the instructor “how things work.”

 ∙ Team members running the same company who are logged-in simultaneously on 
different computers at different locations can click a button to enter Collaboration 
Mode, enabling them to work collaboratively from the same screen in viewing 
reports and making decision entries, and click a second button to enter Audio 
Mode, letting them talk to one another. 

  ∙  When in “Collaboration Mode,” each team member sees the same screen at 
the same time as all other team members who are logged in and have joined 
Collaboration Mode. If one team member chooses to view a particular deci-
sion screen, that same screen appears on the monitors for all team members 
in Collaboration Mode.

  ∙  Team members each control their own color-coded mouse pointer (with their 
first-name appearing in a color-coded box linked to their mouse pointer) and 
can make a decision entry or move the mouse to point to particular on-screen 
items.

  ∙  A decision entry change made by one team member is seen by all, in real 
time, and all team members can immediately view the on-screen calculations 
that result from the new decision entry.

  ∙  If one team member wishes to view a report page and clicks on the menu 
link to the desired report, that same report page will immediately appear for 
the other team members engaged in collaboration.

  ∙  Use of Audio Mode capability requires that team members work from a com-
puter with a built-in microphone (if they want to be heard by their team mem-
bers) and speakers (so they may hear their teammates) or else have a headset 
with a microphone that they can plug into their desktop or laptop. A headset is 
recommended for best results, but most laptops now are equipped with a built-
in microphone and speakers that will support use of our new voice chat feature.

  ∙  Real-time VoIP audio chat capability among team members who have 
entered both the Audio Mode and the Collaboration Mode is a tremendous 
boost in functionality that enables team members to go online simultane-
ously on computers at different locations and conveniently and effectively 
collaborate in running their simulation company.

  ∙  In addition, instructors have the capability to join the online session of any 
company and speak with team members, thus circumventing the need for 
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team members to arrange for and attend a meeting in the instructor’s office. 
Using the standard menu for administering a particular industry, instructors 
can connect with the company desirous of assistance. Instructors who wish 
not only to talk but also enter Collaboration (highly recommended because 
all attendees are then viewing the same screen) have a red-colored mouse 
pointer linked to a red box labeled Instructor.

Without a doubt, the Collaboration and Voice-Chat capabilities are hugely valu-
able for students enrolled in online and distance-learning courses where meeting 
face-to-face is impractical or time-consuming. Likewise, the instructors of online and 
 distance-learning courses will appreciate having the capability to join the online meet-
ings of particular company teams when their advice or assistance is requested.

 ∙ Both simulations are quite suitable for use in distance-learning or online courses 
(and are currently being used in such courses on numerous campuses).

 ∙ Participants and instructors are notified via e-mail when the results are ready 
(usually about 15 to 20 minutes after the decision round deadline specified by the 
instructor/game administrator).

 ∙ Following each decision round, participants are provided with a complete set of 
reports—a six-page Industry Report, a one-page Competitive Intelligence report 
for each geographic region that includes strategic group maps and bulleted lists 
of competitive strengths and weaknesses, and a set of Company Reports (income 
statement, balance sheet, cash flow statement, and assorted production, market-
ing, and cost statistics).

 ∙ Two “open-book” multiple-choice tests of 20 questions are built into each simu-
lation. The quizzes, which you can require or not as you see fit, are taken online 
and automatically graded, with scores reported instantaneously to participants 
and automatically recorded in the instructor’s electronic grade book. Students are 
automatically provided with three sample questions for each test.

 ∙ Both simulations contain a three-year strategic plan option that you can  
assign. Scores on the plan are automatically recorded in the instructor’s online 
grade book. 

 ∙ At the end of the simulation, you can have students complete online peer evalua-
tions (again, the scores are automatically recorded in your online grade book).

 ∙ Both simulations have a Company Presentation feature that enables each team of 
company co-managers to easily prepare PowerPoint slides for use in describing 
their strategy and summarizing their company’s performance in a presentation to 
either the class, the instructor, or an “outside” board of directors.

 ∙ A Learning Assurance Report provides you with hard data concerning how well 
your students performed vis-à-vis students playing the simulation worldwide over 
the past 12 months. The report is based on nine measures of student proficiency, 
business know-how, and decision-making skill and can also be used in evaluat-
ing the extent to which your school’s academic curriculum produces the desired 
degree of student learning insofar as accreditation standards are concerned.

For more details on either simulation, please consult Section 2 of the Instructor’s 
Manual accompanying this text or register as an instructor at the simulation websites 
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(www.bsg-online.com and www.globus.com) to access even more comprehensive 
information. You should also consider signing up for one of the webinars that the sim-
ulation authors conduct several times each month (sometimes several times weekly) 
to demonstrate how the software works, walk you through the various features and 
menu options, and answer any questions. You have an open invitation to call the senior 
author of this text at (205) 722-9145 to arrange a personal demonstration or talk about 
how one of the simulations might work in one of your courses. We think you’ll be 
quite impressed with the cutting-edge capabilities that have been programmed into 
The Business Strategy Game and GLO-BUS, the simplicity with which both simula-
tions can be administered, and their exceptionally tight connection to the text chapters, 
core concepts, and standard analytical tools.

Resources and Support Materials  
for the Fifth Edition for Students
Key Points Summaries
At the end of each chapter is a synopsis of the core concepts, analytical tools, and other 
key points discussed in the chapter. These chapter-end synopses, along with the core con-
cept definitions and margin notes scattered through out each chapter, help students focus 
on basic strategy principles, digest the messages of each chapter, and prepare for tests.

Two Sets of Chapter-End Exercises
Each chapter concludes with two sets of exercises. The Assurance of Learning Exer-
cises can be used as the basis for class discussion, oral presentation assignments, short 
written reports, and substitutes for case assignments. The Exercises for Simulation 
Participants are designed expressly for use by adopters who have incorporated use of a 
simulation and wish to go a step further in tightly and explicitly connecting the chapter 
content to the simulation company their students are running. The questions in both 
sets of exercises (along with those Concepts & Connections illustrations that qualify 
as “mini cases”) can be used to round out the rest of a 75-minute class period, should 
your lecture on a chapter only last for 50 minutes.

The Connect Web-Based Assignment and Assessment Platform
The Essentials of Strategic Management, Fifth Edition takes full advantage of the pub-
lisher’s innovative Connect assignment and assessment platform. The Connect pack-
age for this edition includes several robust and valuable features that simplify the task 
of assigning and grading three types of exercises for students: 

 ∙ There are autograded chapter tests consisting of 20 multiple-choice questions that 
students can take to measure their grasp of the material presented in each of the 
10 chapters.

 ∙ Connect Management includes interactive versions of two Assurance of Learning 
Exercises for each chapter that drill students in the use and application of the con-
cepts and tools of strategic analysis. There is both an autograded and open-ended 
short-answer interactive exercise for each of the 10 chapters.

Final PDF to printer



gam46985_fm_i-xxxii.indd xvii 12/18/15  03:51 AM

  Preface  xvii

 ∙ The Connect Management platform also includes fully autograded interactive 
application exercises for each of the 12 cases in this edition. The exercises require 
students to work through tutorials based upon the analysis set forth in the assign-
ment questions for the case; these exercises have multiple components such as 
resource and capability analysis, financial ratio analysis, identification of a com-
pany’s strategy, or analysis of the five competitive forces. The content of these 
case exercises is tailored to match the circumstances presented in each case, call-
ing upon students to do whatever strategic thinking and strategic analysis is called 
for to arrive at pragmatic, analysis-based action recommendations for improving 
company performance. The entire exercise is autograded, allowing instructors to 
focus on grading only the students’ strategic recommendations.

All of the Connect exercises are automatically graded (with the exception of a few 
exercise components that entail student entry of essay answers), thereby simplifying 
the task of evaluating each class member’s performance and monitoring the learn-
ing outcomes. The progress-tracking function built into the Connect system enables  
you to 

 ∙ View scored work immediately and track individual or group performance with 
assignment and grade reports.

 ∙ Access an instant view of student or class performance relative to learning 
objectives.

 ∙ Collect data and generate reports required by many accreditation organizations, 
such as AACSB International.

For Instructors
Connect Management
Connect’s Instructor Resources includes an Instructor’s Manual and other support 
materials. Your McGraw-Hill representative can arrange delivery of instructor sup-
port materials in a format-ready Standard Cartridge for Blackboard, WebCT, and other 
web-based educational platforms.

Instructor’s Manual
The accompanying IM contains:

 ∙ A section on suggestions for organizing and structuring your course.
 ∙ Sample syllabi and course outlines.
 ∙ A set of lecture notes on each chapter.
 ∙ Answers to the chapter-end Assurance of Learning Exercises.
 ∙ A comprehensive case teaching note for each of the 12 cases. These teaching 

notes are filled with suggestions for using the case effectively, have very thor-
ough, analysis-based answers to the suggested assignment questions for the case, 
and contain an epilogue detailing any important developments since the case was 
written.
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Test Bank and EZ Test Online
There is a test bank containing over 700 multiple-choice questions and short-answer/
essay questions. It has been tagged with AACSB and Bloom’s Taxonomy criteria. All 
of the test bank questions are accessible within Connect. All of the test bank ques-
tions are also accessible within a computerized test bank powered by McGraw-Hill’s 
flexible electronic testing program, EZ Test Online (www.eztestonline.com). Using 
EZ Test Online allows you to create paper or online tests and quizzes. With EZ Test 
Online, instructors can select questions from multiple McGraw-Hill test banks or 
author their own and then either print the test for paper distribution or give it online.

PowerPoint Slides
To facilitate delivery preparation of your lectures and to serve as chapter outlines, 
you’ll have access to approximately 350 colorful and professional-looking slides dis-
playing core concepts, analytical procedures, key points, and all the figures in the text 
chapters.

The Business Strategy Game and GLO-BUS Online Simulations
Using one of the two companion simulations is a powerful and constructive way of 
emotionally connecting students to the subject matter of the course. We know of no 
more effective way to arouse the competitive energy of students and prepare them for 
the challenges of real-world business decision making than to have them match strate-
gic wits with classmates in running a company in head-to-head competition for global 
market leadership.
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Required=Results

®

McGraw-Hill Connect®  

Learn Without Limits
Connect is a teaching and learning platform that 
is proven to deliver better results for students 
and instructors.

Connect empowers students by continually 
adapting to deliver precisely what they need, 
when they need it, and how they need it, so your 
class time is more engaging and effective.

Mobile

Connect Insight® 

Connect Insight is Connect’s new one-of-a-kind 
visual analytics dashboard—now available for 
both instructors and students—that provides 
at-a-glance information regarding student performance, which is 
immediately actionable. By presenting assignment, assessment, and 
topical performance results together with a time metric that is easily 
visible for aggregate or individual results, Connect Insight gives 
the user the ability to take a just-in-time approach to teaching and 
learning, which was never before available. Connect Insight presents 
data that empowers students and helps instructors improve class 
performance in a way that is efficient and effective.

88% of instructors who use Connect 
require it; instructor satisfaction increases 

by 38% when Connect is required.

Students can view  
their results for any 

Connect course.

Analytics

 Using Connect improves passing rates 
by 10.8% and retention by 16.4%.

Connect’s new, intuitive mobile interface gives students 
and instructors flexible and convenient, anytime–anywhere 
access to all components of the Connect platform.
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SmartBook®  
Proven to help students improve grades and 
study more efficiently, SmartBook contains 
the same content within the print book, but 
actively tailors that content to the needs of the 
individual. SmartBook’s adaptive technology 
provides precise, personalized instruction on 
what the student should do next, guiding the 
student to master and remember key concepts, 
targeting gaps in knowledge and offering 
customized feedback, and driving the student 
toward comprehension and retention of the 
subject matter. Available on smartphones and 
tablets, SmartBook puts learning at the student’s 
fingertips—anywhere, anytime.

Adaptive

Over 4 billion questions have been 
answered, making McGraw-Hill 

Education products more intelligent, 
reliable, and precise.

THE FIRST AND ONLY
ADAPTIVE READING
EXPERIENCE DESIGNED
TO TRANSFORM THE
WAY STUDENTS READ

More students earn A’s and 
B’s when they use McGraw-Hill 
Education Adaptive products.
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Course Design and Delivery

Create
Instructors can now tailor their teaching resources to match 
the way they teach! With McGraw-Hill Create, www.

mcgrawhillcreate.com, instructors can easily rearrange chapters, combine mate-
rial from other content sources, and quickly upload and integrate their own content, 
such as course syllabi or teaching notes. Find the right content in Create by searching 
through thousands of leading McGraw-Hill textbooks. Arrange the material to fit your 
teaching style. Order a Create book and receive a complimentary print review copy 
in three to five business days or a complimentary electronic review copy via e-mail 
within one hour. Go to www.mcgrawhillcreate.com today and register.

Tegrity Campus
Tegrity makes class time available 24/7 by automatically 
capturing every lecture in a searchable format for students to 

review when they study and complete assignments. With a simple one-click start-and-
stop process, you capture all computer screens and corresponding audio. Students can 
replay any part of any class with easy-to-use browser-based viewing on a PC or Mac. 
Educators know that the more students can see, hear, and experience class resources, 
the better they learn. In fact, studies prove it. With patented Tegrity “search anything” 
technology, students instantly recall key class moments for replay online or on iPods 
and mobile devices. Instructors can help turn all their students’ study time into learn-
ing moments immediately supported by their lecture. To learn more about Tegrity, 
watch a two-minute Flash demo at http://tegritycampus.mhhe.com.

Blackboard® Partnership  
McGraw-Hill Education and Blackboard have teamed 
up to simplify your life. Now you and your students can 
access Connect and Create right from within your Black-
board course—all with one single sign-on. The grade 
books are seamless, so when a student completes an 
integrated Connect assignment, the grade for that assign-
ment automatically (and instantly) feeds your Black-
board grade center. Learn more at www.domorenow.com
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Mcgraw-Hill Campus™
McGraw-Hill Campus is a new one-stop teaching and learn-
ing experience available to users of any learning management 

system. This institutional service allows faculty and students to enjoy single sign-on 
(SSO) access to all McGraw-Hill Higher Education materials, including the award-
winning McGraw-Hill Connect platform, from directly within the institution’s web-
site. With McGraw-Hill Campus, faculty receive instant access to teaching materials 
(e.g., eTextbooks, test banks, PowerPoint slides, animations, learning objectives, etc.), 
allowing them to browse, search, and use any instructor ancillary content in our vast 
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access to a variety of free content (e.g., quizzes, flash cards, narrated presentations, 
etc.) and subscription-based products (e.g., McGraw-Hill Connect). With McGraw-
Hill  Campus enabled, faculty and students will never need to create another account 
to access McGraw-Hill products and services. Learn more at www.mhcampus.com.
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LEARNING OBJECTIVES

 LO1 Understand why every company needs a distinctive strategy to 
compete successfully, manage its business operations, and strengthen 
its prospects for long-term success.

 LO2 Learn why it is important for a company to have a viable business 
model that outlines the company’s customer value proposition and its 
profit formula.

 LO3 Develop an awareness of the five most dependable strategic 
approaches for setting a company apart from rivals and winning a 
sustainable competitive advantage.

 LO4 Understand that a company’s strategy tends to evolve over time 
because of changing circumstances and ongoing management efforts 
to improve the company’s strategy.

 LO5 Learn the three tests of a winning strategy.

Strategy, Business Models, 
and Competitive Advantage

1
chapter
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In thinking strategically about a company, managers of all types of businesses must 
develop a clear understanding of what moves and approaches will be employed to gain 
advantage in the marketplace. Advantage over rivals and market-leading performance 
rarely occur due to happenstance or by merely following routines. Top-performing 
companies deliberately develop and carry out plans to offer customers value in ways 
that competitors cannot match. Long-term success in the marketplace is dependent on 
an action plan for making a company’s products or services unique and important in 
the minds of customers.

A company’s strategy spells out why the company 
matters in the marketplace by defining its approach to 
creating superior value for customers and how capa-
bilities and resources will be employed to deliver the 
desired value to customers. In effect, the crafting of a 
strategy represents a managerial commitment to pursu-
ing an array of choices about how to compete. These 
include choices about:

 ∙ How to create products or services that attract and please customers.
 ∙ How to position the company in the industry.
 ∙ How to develop and deploy resources to build valuable competitive capabilities.
 ∙ How each functional piece of the business (R&D, supply chain activities, 

 production, sales and marketing, distribution, finance, and human resources) 
will be operated.

 ∙ How to achieve the company’s performance targets.

In most industries, companies have considerable freedom in choosing the hows of 
strategy. Thus some rivals strive to create superior value for customers by  achieving 
lower costs than rivals, while others pursue product superiority or personalized cus-
tomer service or the development of capabilities that rivals cannot match. Some 
 competitors position themselves in only one part of the industry’s chain of pro-
duction/distribution activities, while others are partially or fully integrated, with 
operations ranging from components production to manufacturing and assem-
bly to wholesale distribution or retailing. Some competitors deliberately confine 
their operations to local or regional markets; others opt to compete nationally, 
 internationally (several countries), or globally. Some companies decide to operate in 
only one industry, while others diversify broadly or narrowly, into related or unre-
lated industries.

The role of this chapter is to define the concepts of strategy and competitive advan-
tage, the relationship between a company’s strategy and its business model, why strat-
egies are partly proactive and partly reactive, and why company strategies evolve over 
time. Particular attention will be paid to what sets a winning strategy apart from a 
ho-hum or flawed strategy and why the caliber of a company’s strategy determines 
whether it will enjoy a competitive advantage or be burdened by competitive disadvan-
tage. By the end of this chapter, you will have a clear idea of why the tasks of crafting 
and executing strategy are core management functions and why excellent execution of 
an excellent strategy is the most reliable recipe for turning a company into a standout 
performer.

CORE CONCEPT
A company’s strategy explains why the  company 
matters in the marketplace by specifying an 
approach to creating superior value for customers 
and determining how capabilities and resources 
will be utilized to deliver the desired value to 
customers.
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The Importance of a Distinctive Strategy  
and Competitive Approach
For a company to matter in the minds of customers, its strategy needs a distinctive 
element that sets it apart from rivals and produces a competitive edge. A strategy must 
tightly fit a company’s own particular situation, but there is no shortage of opportunity 
to fashion a strategy that is discernibly different from the strategies of rivals. In fact, 
competitive success requires a company’s managers to make strategic choices about the 
key building blocks of its strategy that differ from the choices made by  competitors—
not 100 percent different but at least different in several important respects. A strat-
egy stands a chance of succeeding only when it is predicated on actions, business 
approaches, and competitive moves aimed at appeal-
ing to buyers in ways that set a company apart from 
rivals. Simply trying to mimic the strategies of the 
industry’s successful companies never works. Rather, 
every company’s strategy needs to have some distinc-
tive element that draws in customers and produces 
a competitive edge. Strategy, at its essence, is about 
competing differently—doing what rival firms don’t 
do or, better yet, what rival firms can’t do.1

The Relationship Between a Company’s  
Strategy and Business Model
Closely related to the concept of strategy is the concept of a company’s business 
model. While the company’s strategy sets forth an approach to offering superior value, 
a company’s business model is management’s blueprint for delivering a valuable prod-
uct or service to customers in a manner that will yield an attractive profit.2 The two ele-
ments of a company’s business model are (1) its customer value proposition and (2) its 
profit formula. The customer value proposition is 
established by the company’s overall strategy and lays 
out the company’s approach to satisfying buyer wants 
and needs at a price customers will consider a good 
value. The greater the value provided and the lower 
the price, the more attractive the value proposition is 
to customers. The profit formula describes the com-
pany’s approach to determining a cost structure that 
will allow for acceptable profits given the pricing tied 
to its customer value proposition. The lower the costs 
given the customer value proposition, the greater the ability of the business model to 
be a moneymaker. The nitty-gritty issue surrounding a company’s business model is 
whether it can execute its customer value proposition profitably. Just because company 
managers have crafted a strategy for competing and running the business does not 
automatically mean the strategy will lead to  profitability—it may or it may not.3

Cable television providers utilize a business model, keyed to delivering news and 
entertainment that viewers will find valuable, to secure sufficient revenues from 

LO1  Understand 
why every company 
needs a distinctive 
strategy to compete 
successfully, manage its 
business operations, and 
strengthen its prospects 
for long-term success.

LO2 Learn why it is 
important for a company 
to have a viable business 
model that outlines the 
company’s customer 
value proposition and its 
profit formula.

Mimicking the strategies of successful industry 
rivals—with either copycat product offerings or 
efforts to stake out the same market position—
rarely works. A creative, distinctive strategy that 
sets a company apart from rivals and yields a 
competitive advantage is a company’s most reli-
able ticket for earning above-average profits.

CORE CONCEPT
A company’s business model sets forth how its 
strategy and operating approaches will create 
value for customers, while at the same time gen-
erating ample revenues to cover costs and real-
izing a profit. The two elements of a company’s 
business model are its (1) customer value proposi-
tion and (2) its profit formula.
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PANDORA, SIRIUS XM, AND OVER-THE-AIR BROADCAST RADIO:  
THREE CONTRASTING BUSINESS MODELS

&Concepts   Connections 1.1

Pandora Sirius XM
Over-the-Air Radio 
Broadcasters

Customer 
value 
proposition

•	 Through	free-of-charge	
Internet	radio	service,	
allowed PC, tablet 
computer,	and	smartphone	
users	to	create	up	to	100	
personalized	music	and	
comedy	stations

•	 Utilized	algorithms	to	
generate	playlists	based	
on	users’	predicted	music	
preferences

•	 Offered	programming	
interrupted	by	brief,	
occasional	ads;	eliminated	
advertising	for	Pandora	
One	subscribers

•	 For	a	monthly	subscription	
fee,	provided	satellite-
based	music,	news,	
sports, national and 
regional	weather,	
traffic	reports	in	limited	
areas, and talk radio 
programming

•	 Also	offered	subscribers	
streaming	Internet	
channels	and	the	ability	
to	create	personalized,	
commercial-free	stations	
for	online	and	mobile	
listening

•	 Offered	programming	
interrupted	only	by	brief,	
occasional	ads

•	 Provided	free-of-	charge	
music,	national	and	local	
news,	local	traffic	reports,	
national	and	local	weather,	
and	talk	radio	programming

•	 Included	frequent	
programming	interruption	
for	ads

Profit	
Formula

Revenue	generation:	Display,	
audio,	and	video	ads	targeted	to	
different	audiences	and	sold	to	
local	and	national	buyers;	subscrip-
tion	revenues	generated	from	an	
advertising-free	option	called	Pan-
dora One
Cost	structure:	Fixed	costs	associ-
ated	with	developing	software	
for	computers,	tablets,	and	
smartphones
Fixed	and	variable	costs	related	
to	operating	data	centers	to	sup-
port	streaming	network	content	
royalties,	marketing,	and	support	
activities

Revenue	generation:	Monthly	
subscription	fees,	sales	of	satellite	
radio	equipment,	and	advertising	
revenues
Cost	structure:	Fixed	costs	associ-
ated	with	operating	a	satellite-
based	music	delivery	service	and	
streaming	Internet	service
Fixed	and	variable	costs	related	to	
programming	and	content	royalties,	
marketing,	and	support	activities

Revenue	generation:	Advertis-
ing	sales	to	national	and	local	
businesses
Cost	structure:	Fixed	costs	associ-
ated	with	terrestrial	broadcasting	
operations
Fixed	and	variable	costs	related	to	
local	news	reporting,	advertising	
sales	operations,	network	affiliate	
fees,	programming	and	content	
royalties,	commercial	production	
activities,	and	support	activities

Profit	margin:	Profitability	depen-
dent	on	generating	sufficient	adver-
tising	revenues	and	subscription	
revenues	to	cover	costs	and	provide	
attractive	profits

Profit	margin:	Profitability	depen-
dent	on	attracting	a	sufficiently	
large	number	of	subscribers	to	
cover	costs	and	provide	attractive	
profits

Profit	margin:	Profitability	depen-
dent	on	generating	sufficient	adver-
tising	revenues	to	cover	costs	and	
provide	attractive	profits

Sources: Company	documents,	10-Ks,	and	information	posted	on	their	websites.
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subscriptions and advertising to cover operating expenses and allow for profits. 
 Aircraft engine manufacturer Rolls Royce employs a “power-by-the-hour” business 
model that charges airlines leasing fees for engine use, maintenance, and repairs based 
upon actual hours flown. The company retains ownership of the engines and is able 
to minimize engine maintenance costs through the use of sophisticated sensors that 
optimize maintenance and repair schedules. Gillette’s business model in razor blades 
involves achieving economies of scale in the production of its shaving products, sell-
ing razors at an attractively low price, and then making money on repeat purchases of 
razor blades. Concepts & Connections 1.1 discusses three contrasting business models 
in radio broadcasting.

Strategy and the Quest for  
Competitive Advantage
The heart and soul of any strategy is the actions and moves in the marketplace that 
managers are taking to gain a competitive edge over rivals.4 Five of the most fre-
quently used and dependable strategic approaches to setting a company apart from 
rivals and winning a sustainable competitive advantage are:

 1. A low-cost provider strategy—achieving a cost-based advantage over rivals. 
Walmart and Southwest Airlines have earned strong market positions because of 
the low-cost advantages they have achieved over their rivals. Low-cost provider 
strategies can produce a durable competitive edge when rivals find it hard to 
match the low-cost leader’s approach to driving costs out of the business.

 2. A broad differentiation strategy—seeking to differentiate the company’s product 
or service from rivals’ in ways that will appeal to a broad spectrum of  buyers. 
Successful adopters of broad differentiation strategies include Johnson & 
 Johnson in baby products (product reliability) and Apple (innovative  products). 
 Differentiation strategies can be powerful so long as a company is sufficiently 
innovative to thwart rivals’ attempts to copy or closely imitate its product 
offering.

 3. A focused low-cost strategy—concentrating on a narrow buyer segment (or 
 market niche) and outcompeting rivals by having lower costs than rivals and thus 
being able to serve niche members at a lower price. Private-label manufactur-
ers of food, health and beauty products, and nutritional supplements use their 
 low-cost advantage to offer supermarket buyers lower prices than those demanded 
by producers of branded products.

 4. A focused differentiation strategy—concentrating on a narrow buyer seg-
ment (or market niche) and outcompeting rivals by offering niche members 
customized attributes that meet their tastes and requirements better than rivals’ 
products. Louis Vuitton and Rolex have sustained their advantage in the luxury 
goods industry through a focus on affluent consumers demanding luxury 
and prestige.

 5. A best-cost provider strategy—giving customers more value for the money by 
satisfying buyers’ expectations on key quality/features/performance/service attri-
butes, while beating their price expectations. This approach is a hybrid strategy 
that blends elements of low-cost provider and differentiation strategies; the aim 

LO3 Develop an 
awareness of the five 
most dependable 
strategic approaches for 
setting a company apart 
from rivals and winning a 
sustainable competitive 
advantage.
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and	flavor.	Starbucks	did	not	use	chemicals	or	artificial	flavors	
when	preparing	its	roasted	coffees.

	•	 Commitment to corporate responsibility.	Starbucks	was	
protective	of	the	environment	and	contributed	positively	to	
the	communities	where	Starbucks	stores	were	located.	In	
addition,	Starbucks	promoted	fair	trade	practices	and	paid	
above-market	prices	for	coffee	beans	to	provide	its	growers/
suppliers	with	sufficient	funding	to	sustain	their	operations	
and	provide	for	their	families.

	•	 Expansion of the number of Starbucks stores domestically 
and internationally.	Starbucks	operated	stores	in	high-traffic,	
high-visibility	locations	in	the	United	States	and	abroad.	
The	company’s	ability	to	vary	store	size	and	format	made	it	
possible	to	locate	stores	in	settings	such	as	downtown	and	
suburban	shopping	areas,	office	buildings,	and	university	
campuses.	Starbucks	added	317	new	company-owned	loca-
tions	in	the	United	States	and	another	253	company-owned	
stores	internationally	in	fiscal	2014.	Starbucks	also	added	101	
licensed	store	locations	in	the	United	States	and	648	licensed	
stores	internationally	in	2014.	The	company	planned	to	open	
1,650	new	stores	globally	in	fiscal	2015,	with	1,000	new	units	
being	opened	in	international	markets.

	•	 Broaden and periodically refresh in-store product offer-
ings.	Noncoffee	products	offered	by	Starbucks	included	teas,	
fresh	pastries	and	other	food	items,	candy,	juice	drinks,	music	
CDs,	and	coffee	mugs	and	coffee	accessories.

	•	 Fully exploit the growing power of the Starbucks name 
and brand image with out-of-store sales.	Starbucks	con-
sumer	packaged	goods	division	included	domestic	and	
international	sales	of	Frappuccino,	coffee	ice	creams,	and	
Starbucks	coffees.

Sources:	Company	documents,	10-Ks,	and	information	posted	on	
Starbucks’	website.

Since	 its	 founding	 in	 1985	 as	 a	 modest	 nine-store	 operation	 in	
Seattle,	Washington,	Starbucks	had	become	 the	premier	 roaster	
and	retailer	of	specialty	coffees	in	the	world,	with	nearly	22,000	
store	 locations	 in	 more	 than	 65	 countries	 as	 of	 April	 2015	 and	
annual	 sales	 that	 were	 expected	 to	 exceed	 $19	 billion	 in	 fiscal	
2015.	The	key	elements	of	Starbucks’	strategy	in	specialty	coffees	
included:

	•	 Train “baristas” to serve a wide variety of specialty coffee 
drinks that allow customers to satisfy their individual pref-
erences in a customized way.	Starbucks	essentially	brought	
specialty	coffees,	such	as	cappuccinos,	lattes,	and	macchia-
tos,	to	the	mass	market	in	the	United	States,	encouraging	cus-
tomers	to	personalize	their	coffee	drinking	habits.	Requests	
for	such	items	as	an	“Iced	Grande	Hazelnut	Macchiato	with	
Soy	Milk	and	NO	Hazelnut	Drizzle”	could	be	served	up	quickly	
with	consistent	quality.

	•	 Emphasis on store ambience and elevating the customer 
experience at Starbucks stores.	Starbucks	management	
viewed	each	store	as	a	billboard	for	the	company	and	as	a	
contributor	to	building	the	company’s	brand	and	image.	Each	
detail	was	scrutinized	to	enhance	the	mood	and	ambience	
of	the	store	to	make	sure	everything	signaled	“best-of-class”	
and	reflected	the	personality	of	the	community	and	the	
neighborhood.	The	thesis	was	“everything	mattered.”	The	
company	went	to	great	lengths	to	make	sure	the	store	fix-
tures,	the	merchandise	displays,	the	colors,	the	artwork,	the	
banners,	the	music,	and	the	aromas	all	blended	to	create	a	
consistent,	inviting,	stimulating	environment	that	evoked	the	
romance	of	coffee,	that	signaled	the	company’s	passion	for	
coffee,	and	that	rewarded	customers	with	ceremony,	stories,	
and	surprise.

	•	 Purchase and roast only top-quality coffee beans.	The	
company	purchased	only	the	highest	quality	arabica	beans	
and	carefully	roasted	coffee	to	exacting	standards	of	quality	

STARBUCKS’	STRATEGY	IN	THE	SPECIALTY	COFFEE	MARKET

&Concepts   Connections 1.2

is to have the lowest (best) costs and prices among sellers offering products with 
comparable differentiating attributes. Target’s best-cost advantage allows it to 
give discount store shoppers more value for the money by offering an attractive 
product lineup and an appealing shopping ambience at low prices.

In Concepts & Connections 1.2, it’s evident that Starbucks has gained a competi-
tive advantage over rivals through its efforts to offer the highest quality coffee-based 
beverages, create an emotional attachment with customers, expand its global pres-
ence, expand the product line, and ensure consistency in store operations. A creative, 
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Changing circumstances and ongoing manage-
ment efforts to improve the strategy cause a com-
pany’s strategy to evolve over time—a condition 
that makes the task of crafting a strategy a work in 
progress, not a onetime event.

distinctive strategy such as that used by Starbucks 
is a company’s most reliable ticket for developing 
a sustainable competitive advantage and earning 
above-average profits. A sustainable competitive 
 advantage allows a company to attract sufficiently 
large numbers of buyers who have a lasting prefer-
ence for its products or services over those offered by 
rivals, despite the efforts of competitors to offset that 
appeal and overcome the company’s advantage. The 
bigger and more durable the competitive advantage, the better a company’s prospects 
for winning in the marketplace and earning superior long-term profits relative to rivals.

The Importance of Capabilities in Building  
and Sustaining Competitive Advantage
Winning a sustainable competitive edge over rivals with any of the above five strat-
egies generally hinges as much on building competitively valuable capabilities that 
rivals cannot readily match as it does on having a distinctive product offering. Clever 
rivals can nearly always copy the attributes of a popular product or service, but it is 
substantially more difficult for rivals to match the know-how and specialized capabili-
ties a company has developed and perfected over a long period. FedEx, for example, 
has superior capabilities in next-day delivery of small packages. And Hyundai has 
become the world’s fastest-growing automaker as a result of its advanced manufactur-
ing processes and unparalleled quality control system. The capabilities of both of these 
companies have proven difficult for competitors to imitate or best and have allowed 
each to build and sustain competitive advantage.

Why a Company’s Strategy Evolves over Time
The appeal of a strategy that yields a sustainable competitive advantage is that it 
offers the potential for an enduring edge over rivals. However, managers of every 
company must be willing and ready to modify the strategy in response to the unex-
pected moves of competitors, shifting buyer needs and preferences, emerging market 
opportunities, new ideas for improving the strategy, and mounting evidence that the 
strategy is not working well. Most of the time, a company’s strategy evolves incre-
mentally as management fine-tunes various pieces of the strategy and adjusts the 
strategy to respond to unfolding events. However, on occasion, major strategy shifts 
are called for, such as when the strategy is clearly failing or when industry conditions 
change in dramatic ways.

Regardless of whether a company’s strategy changes gradually or swiftly, the 
important point is that the task of crafting strategy 
is not a onetime event but is always a work in prog-
ress.5 The evolving nature of a company’s strategy 
means the typical company strategy is a blend of (1) 
proactive moves to improve the company’s financial 
performance and secure a competitive edge and (2) 
adaptive reactions to unanticipated developments and 

LO4 Understand that 
a company’s strategy 
tends to evolve over time 
because of changing 
circumstances and 
ongoing management 
efforts to improve the 
company’s strategy.

CORE CONCEPT
A company achieves sustainable competitive 
advantage when an attractively large number of 
buyers develop a durable preference for its prod-
ucts or services over the offerings of competitors, 
despite the efforts of competitors to overcome or 
erode its advantage.
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CORE CONCEPT
A company’s realized strategy is a combination 
deliberate planned elements and unplanned 
emergent elements. Some components of a com-
pany’s deliberate strategy will fail in the market-
place and become abandoned strategy elements.

A winning strategy must fit the company’s exter-
nal and internal situation, build sustainable 
competitive advantage, and improve company 
performance.

Deliberate Strategy Elements

Emergent Strategy Elements

Planned new initiatives plus
ongoing strategies continued

from prior periods

Unplanned reactive responses
to changing circumstances

by management

Abandoned
strategy elements

Realized
Business
Strategy

FIGURE	1.1  A Company’s Strategy Is a Blend of Planned Initiatives and Unplanned 
Reactive Adjustments

fresh market conditions—see  Figure 1.1.6 The biggest portion of a company’s current 
strategy flows from ongoing actions that have proven themselves in the marketplace 
and newly launched initiatives aimed at building a larger lead over rivals and further 
boosting financial performance. This part of management’s action plan for running the 
company is its proactive, deliberate strategy.

At times, certain components of a company’s deliberate strategy will fail in the 
marketplace and become abandoned strategy elements. Also, managers must always 
be willing to supplement or modify planned, deliberate strategy elements with as-
needed reactions to unanticipated developments. Inevitably, there will be occasions 
when market and competitive conditions take unexpected turns that call for some kind 
of strategic reaction. Novel strategic moves on the part of rival firms, unexpected 

shifts in customer preferences, fast-changing techno-
logical developments, and new market opportunities 
call for unplanned, reactive adjustments that form the 
company’s emergent strategy. As shown in Figure 1.1, 
a company’s realized strategy tends to be a combina-
tion of deliberate planned elements and unplanned, 
emergent elements.

The Three Tests of a Winning Strategy
Three questions can be used to distinguish a winning strategy from a so-so or flawed 
strategy:

 1. How well does the strategy fit the company’s situation? To qualify as a winner, 
a strategy has to be well matched to the company’s 
external and internal situations. The strategy must 
fit competitive conditions in the industry and other 
aspects of the enterprise’s external environment. At 
the same time, it should be tailored to the company’s 
collection of competitively important resources and 

LO5 Learn the three 
tests of a winning 
strategy.

Final PDF to printer



 Chapter 1 Strategy, Business Models, and Competitive Advantage  9

gam46985_ch01_001-012.indd 9 11/20/15  09:51 AM

capabilities. It’s unwise to build a strategy upon the company’s weaknesses or 
pursue a strategic approach that requires resources that are deficient in the com-
pany. Unless a strategy exhibits a tight fit with both the external and internal 
aspects of a company’s overall situation, it is unlikely to produce respectable, 
first-rate business results.

 2. Is the strategy helping the company achieve a sustainable competitive 
 advantage? Strategies that fail to achieve a durable competitive advantage over 
rivals are unlikely to produce superior performance for more than a brief period 
of time. Winning strategies enable a company to achieve a competitive advantage 
over key rivals that is long lasting. The bigger and more durable the competitive 
edge that the strategy helps build, the more powerful it is.

 3. Is the strategy producing good company performance? The mark of a winning 
strategy is strong company performance. Two kinds of performance improve-
ments tell the most about the caliber of a company’s strategy: (1) gains in prof-
itability and financial strength and (2) advances in the company’s competitive 
strength and market standing.

Strategies that come up short on one or more of the above tests are plainly less 
appealing than strategies passing all three tests with flying colors. Managers should 
use the same questions when evaluating either proposed or existing strategies. New 
initiatives that don’t seem to match the company’s internal and external situation 
should be scrapped before they come to fruition, while existing strategies must be 
scrutinized on a regular basis to ensure they have a good fit, offer a competitive 
advantage, and have contributed to above-average performance or performance 
improvements.

Why Crafting and Executing Strategy  
Are Important Tasks
High-achieving enterprises are nearly always the product of astute, creative, and pro-
active strategy making. Companies don’t get to the top of the industry rankings or stay 
there with illogical strategies, copycat strategies, or timid attempts to try to do better. 
Among all the things managers do, nothing affects a company’s ultimate success or 
failure more fundamentally than how well its management team charts the company’s 
direction, develops competitively effective strategic moves and business approaches, 
and pursues what needs to be done internally to produce good day-in, day-out strategy 
execution and operating excellence. Indeed, good strategy and good strategy execu-
tion are the most telling signs of good management. The rationale for using the twin 
standards of good strategy making and good strategy execution to determine whether 
a company is well managed is therefore compelling: The better conceived a company’s 
strategy and the more competently it is executed, the more likely that the company will 
be a standout performer in the marketplace. In stark contrast, a company that lacks 
clear-cut direction, has a flawed strategy, or can’t 
execute its strategy competently is a company whose 
financial performance is probably suffering, whose 
business is at long-term risk, and whose management 
is sorely lacking.

How well a company performs is directly attribut-
able to the caliber of its strategy and the profi-
ciency with which the strategy is executed.
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