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Welcome to the Tenth Edition of Strategic Management:  
Text and Cases! We always appreciate the constructive and helpful feed-
back that we have received on our work. And, later in the Preface, we are happy 
to acknowledge the reviewers for all of the 10 editions of Strategic Management 
by name. The following are some examples of the encouraging feedback we have 
received:

Dess and colleagues have crafted a globally compelling, innovatively current, and poi-
gnantly challenging strategic tool for those of us passionate about teaching strategy. Edu-
cators will be inspired and impressed by the portfolio of relevant concepts linked to 

practical applications through Learning From Mistakes (my favorite), Strategy Spotlights, Insights from 
Executives, Reflecting on Career Implications, and Cases. Nicely done!

Marta Szabo White, Georgia State University

We like to change up our cases each term so this gives us a good variety to pick from and rotate 
through. I feel like each case offers a different learning experience so it is good to incorporate variety.

Nicole Lowes, Liberty University

The Dess book comprehensively covers the fundamentals of strategy and supports concepts with 
research and managerial insights.

Joshua J. Daspit, Mississippi State University

Very engaging. Students will want to read it and find it hard to put down.

Amy Gresock, University of Michigan, Flint

Strategic Management by Dess, McNamara, Eisner, and Lee is the most engaging and relevant strategy 
text on the market. The information is convincingly presented and with enough timely examples that 
students will be engaged. The text also provides thorough, accurate coverage of strategy concepts. These 
factors combined are a recipe for student learning.

Drake Mullens, Tarleton State University

I use Strategic Management in a capstone course required of all business majors, and students appreci-
ate the book because it synergizes all their business education into a meaningful and understandable 
whole. My students enjoy the book’s readability and tight organization, as well as the contemporary 
examples, case studies, discussion questions, and exercises.

William Sannwald, San Diego State University

The content is current and my students would find the real-world examples to be extremely interesting. 
My colleagues would want to know about it and I would make extensive use of the following features: 
Learning from Mistakes, Strategy Spotlights, Issues for Debate, and I especially like the Reflecting on 
Career Implications feature. Bottom line: the authors do a great job of explaining complex material and 
at the same time their use of up-to-date examples promotes learning.

Jeffrey Richard Nystrom, University of Colorado at Denver

The examples in each chapter are extremely useful to the students and the choice of cases are excellent 
for case study analysis.

Michael L. Sloan, San Diego State University

We always endeavor to improve our work and we are most appreciative of the extensive and 
thoughtful feedback that many strategy professionals have graciously given us. The author team 
has worked hard to incorporate many of their ideas into the Tenth Edition. 

preface
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We believe we have made valuable improvements throughout our many revised editions of 
Strategic Management. At the same time, we strive to be consistent and “true” to our original 
overriding objective: a book that satisfies three Rs—rigor, relevance, and readable. And we are 
pleased that we have received feedback (such as the comments on the previous page) that is 
consistent with what we are trying to accomplish.

What are some of the features in Strategic Management that reinforce the three Rs? First, we 
build in rigor by drawing on the latest research by management scholars and insights from man-
agement consultants to offer a current and comprehensive view of strategic issues. We reinforce 
this rigor with our Issues for Debate and Reflecting on Career Implications that require students 
to develop insights on how to address complex issues and understand how strategy concepts can 
enhance their career success. Second, to enhance relevance, we provide numerous examples 
from management practice in the text and Strategy Spotlights (sidebars). We also increase rele-
vance by relating course topic and examples to current business and societal themes, including 
environmental sustainability, ethics, globalization, entrepreneurship, and data analytics. Third, 
we stress readability through an engaging writing style with minimal jargon to ensure an effective 
learning experience. This is most clearly evident in the conversational presentations of chapter 
opening Learning from Mistakes and chapter ending Issues for Debate.

Unlike other strategy texts, we provide three separate chapters that address timely topics 
about which business students should have a solid understanding. These are the role of intellec-
tual assets in value creation (Chapter 4), entrepreneurial strategy and competitive dynamics 
(Chapter 8), and fostering entrepreneurship in established organizations (Chapter 12). We also 
provide an excellent and thorough chapter on how to analyze strategic management cases.

In developing Strategic Management: Text and Cases, we certainly didn’t forget the instructors. As 
we all know, you have a most challenging (but rewarding) job. We did our best to help you. We provide 
a variety of supplementary materials that should help you in class preparation and delivery. For 
example, our chapter notes do not simply summarize the material in the text. Rather (and consistent 
with the concept of strategy), we ask ourselves: “How can we add value?” Thus, for each chapter, we 
provide numerous questions to pose to help guide class discussion, at least 12 boxed examples to 
supplement chapter material, and three detailed “teaching tips” to further engage students. For exam-
ple, we provide several useful insights on strategic leadership from one of Greg’s colleagues, Charles 
Hazzard (formerly Executive Vice President, Occidental Chemical). Also, we completed the chapter 
notes ourselves. That is, unlike many of our rivals, we didn’t simply farm the work out to others. 
Instead, we felt that such efforts help to enhance quality and consistency—as well as demonstrate our 
personal commitment to provide a top-quality total package to strategy instructors. With the Tenth 
Edition, we also benefited from valued input by our strategy colleagues to further improve our work.

Let’s now address some of the key substantive changes in the Tenth Edition. Then we will 
cover some of the major features that we have had in previous editions.

WHAT’S NEW? HIGHLIGHTS OF THE TENTH EDITION
We have endeavored to add new material to the chapters that reflects the feedback we have 
received from our reviewers as well as the challenges today’s managers face. Thus, we all invested 
an extensive amount of time carefully reviewing a wide variety of books, academic and practitio-
ner journals, and the business press.

We also worked hard to develop more concise and tightly written chapters. Based on feedback 
from some of the reviewers, we have tightened our writing style, tried to eliminate redundant 
examples, and focused more directly on what we feel is the most important content in each chap-
ter for our audience. The overall result is that we were able to update our material, add valuable 
new content, and—at the same time—shorten the length of the chapters.
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PREFACE

Here are some of the major changes and improvements in the Tenth Edition:

• Digital Economy. We discuss and illustrate how the rise in digital technologies is 
changing the competitive environment and how firms are enhancing their strategic 
position by leveraging elements of the digital economy. A few examples include:
• How Alibaba has created a sprawling e-commerce giant in Chapter 1
• How Zara is restructuring its operations to serve online customers in Chapter 3
• How Unilever uses artificial intelligence to hire the best talent in Chapter 4
• How firms use data analytics to enhance organizational control in Chapter 9

• Sustainability. With sustainability being an increasing concern of our students, 
customers, and investors, sustainability has become a key driver of organizational 
success. We illustrate how firms have incorporated sustainability as a core element of 
their strategy. A few examples include: 
• How firms proactively incorporate environmental concerns in their business 

practices by eliminating plastic waste in Chapter 2
• How firms are focusing on sustainability across a range of elements of the value 

chain and how these efforts support the attainment of long-term financial 
performance in Chapter 3

• How sustainable business strategies can attract and retain talent in Chapter 4
• How entrepreneurial firms are working to produce more environmentally 

sustainable batteries in Chapter 12

• The importance of human and social capital for career and firm success. We enhance our 
discussion of how building and leveraging human and social capital is a core strategic 
activity. A few examples include: 
• How to network more effectively in Chapter 4
• How firms can build and leverage independent work teams in Chapter 9
• How firms can inspire passion in their employees in Chapter 9
• How superbosses can help employees working for them accomplish more than 

they ever thought possible in Chapter 11

• Executive Insights: The Strategic Management Process. Here, we introduce an in-depth 
interview with Mr. Usman Ghani, an internationally recognized consultant who is  
Chairman of ConfluCore LLP. Usman provides several practical insights into the strategic 
management process based on his extensive consulting experience and academic back-
ground at the Massachusetts Institute of Technology, where he earned three graduate degrees.

• Over half of the 12 opening Learning from Mistakes vignettes that lead off each chapter 
are totally new. Unique to this text, they are all examples of what can go wrong, and 
they serve as an excellent vehicle for clarifying and reinforcing strategy concepts. After 
all, what can be learned if one simply admires perfection?

• Over half of our Strategy Spotlights (sidebar examples) are brand new, and many of the 
others have been thoroughly updated. Although we have reduced the number of Spot-
lights from the previous edition to conserve space, we still have a total of 60—among 
the most in the strategy market. We focus on bringing the most important strategy con-
cepts to life in a concise and highly readable manner. And we work hard to eliminate 
unnecessary detail that detracts from the main point we are trying to make. Also, con-
sistent with our previous edition, many of the Spotlights focus on two “hot” issues that 
are critical in leading today’s organizations—ethics and environmental sustainability—as 
well as the digital economy in this edition.

Strategic Management: Text and
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Key content changes for the chapters include:

• Chapter 1 addresses why executives must communicate their long-term thinking to help 
ensure the support of investors and other stakeholders. Such an initiative has many 
benefits. Among these are to provide investors with two critical elements: a long-term 
value creation story (the past) and a long term-value creation plan (the future). Further, 
when a company espouses an authentic, sustainable purpose, it is more likely to attract, 
motivate, and retain talent—a core objective in the knowledge economy. We also 
address how research by Andrew Winston, founder of Winston Eco-Strategies, has 
demonstrated the dramatic increase in the percentage of S&P companies that have 
produced detailed and rigorous reports on how they manage environmental and social 
issues as well as how they have incorporated them into their financial reports.

• Chapter 2 discusses the importance of the digital economy as a fundamental shift in the 
business environment. The term digital economy refers to economic transactions and 
business operations that are based on digital computing technologies. We highlight how 
the rise of the digital economy has disrupted existing industries by, for instance, 
reducing the asset intensity of business operations. Embracing the opportunities 
created by the digital economy has allowed entrepreneurs to create new business 
models such as ride sharing services and social networks.

• Chapter 3 discusses how firms are leveraging artificial intelligence to increase the sustainability 
of their competitive advantages. Firms are beginning to use artificial intelligence (AI) to better 
assess the preferences of their customers, how customers use their products, and how to best 
structure the firm’s operations to build and maintain competitive advantages. Using AI, these 
firms are able to build sustainable advantages because their resource sets are built on path 
dependent and socially complex processes, making imitation difficult.

• Chapter 4 discusses some of the challenges that women face when it comes to networking, 
an activity that is vital for career advancement. Given that there are relatively fewer 
women in positions of leadership, it often becomes more difficult for them to find 
sponsors in order to make introductions and referrals. Professor Herminia Ibarra, of 
the London Business School, has proposed some suggestions on how women can more 
successfully engage in networking activities. These include making connections across 
diverse circles, investing time in extracurricular activities, and joining a professional 
women’s network. We also provide examples of how companies have overcome the 
geographic preferences of talented professionals by building dispersed facilities and 
creating and maintaining formal relationships with research institutions. 

• Chapter 5 introduces the concept of unscaling and how firms are using it to create a 
combination strategy. While firms have traditionally built large-scaled operations to run 
as efficiently as possible in order to dominate markets, firms that pursue unscaling turn 
things on their head. Unscaled firms look to build small scale operations that meet the 
needs of particular customers as efficiently as possible, at times even more efficiently 
than scaled competitors. Unscaling involves both the leveraging of technology, such as 
artificial intelligence, and the reliance on suppliers or customers to provide critical 
inputs to the process. We illustrate the concept by showing how Waze, P&G, and 
Indochino all use unscaling to efficiently offer differentiated products and services.

• Chapter 6 discusses how CEO underpayment can be a trigger for acquisitions. Research 
shows that when CEOs are underpaid relative to their peer CEOs, they undertake 
acquisitions to grow the size of the firm and increase their compensation. Further, it 
appears to work for the acquiring CEOs. They do benefit by seeing their pay rise. Thus, 
this research provides evidence that CEOs sometimes undertake acquisitions to benefit 
themselves, not the stockholders of the firm.

Strategic Management: Text and
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• Chapter 7 illustrates the potential of reverse innovation for the health care sector in high-
income countries such as the United States. Reverse innovation refers to innovations 
that flow from low-income to high-income countries rather than the other way around. 
We illustrate how Indian hospital groups reconfigured their healthcare delivery to 
achieve high quality care at prices that are much lower than in the United States. These 
heathcare innovations subsequently found great success in parts of the United States 
that resemble the problems found in low-income countries.

• Chapter 8 challenges the conventional view that entrepreneurial firms are typically started 
by tech savvy college students or young adults. Research shows that the average age at 
which entrepreneurs start businesses is in their early forties. Further, the fastest 
growing firms were started by entrepreneurs who were even older, with founders of fast 
growing firms almost three times more likely to be over fifty than under thirty. 

• Chapter 9 outlines disadvantages associated with outsider dominated boards of directors. 
The dominant view of boards of directors is that having boards that are primarily 
populated with outsiders, those not employed by or tied to the firm, is beneficial since 
the board will then be able to better monitor the firm’s CEO. However, we outline a 
number of disadvantages that arise with outsider dominated boards. First, the board 
receives less information about the firm’s operations since all information is filtered 
through the CEO. Second, the board has greater difficulty identifying who should be 
the next CEO of the firm since they don’t regularly interact with any executives other 
than the current CEO. Third, non-CEO executives miss out on opportunities to develop 
their strategic decision making skills by being part of the board. 

• Chapter 10 discusses the power of small, independent teams in keeping the firm 
innovative and agile. We draw on consultants’ insights on how to structure and  
manage teams to make them more effective. Recommendations include keeping the 
size of the team small, staffing the team with top performers, empowering the team  
to spend their budget, holding the team accountable for their goals, and having an 
engaged manager.

• Chapter 11 delves into the attributes of superbosses. Superbosses not only build 
strong firms but also help those around them accomplish more than they ever 
thought possible. How do they do it? First, they strive to hire the best employees  
and surround themselves with unusually gifted people. They have no desire to be  
the smartest person in the room. Instead, Lorne Michaels, the producer of Saturday 
Night Live, reflected the mindset of a superboss when he said, “If you look around 
the room and think, ‘God, these people are amazing,’ then you’re probably in  
the right room.” Once they have these highly skilled individuals on their team, 
superbosses also figure out how to develop employees. We discuss several actions 
managers can take to identify the best candidates for their firm and ways they can 
act to best develop their employees.

• Chapter 12 discusses the mindset needed to leverage the value of technologies in different 
markets. Firms often struggle in their efforts to leverage their existing technologies  
in new markets. We discuss a four-step process firms can employ to increase their 
effectiveness in leveraging their technologies in new markets. The steps redefine  
the technology or competency in general terms, identify new applications of the 
technology, select the most promising applications, and choose the best entry mode. 
We discuss these steps in more detail and provide an example of each in the chapter.

• Chapter 13 updates our Appendix: Sources of Company and Industry Information. As 
always, the authors owe a huge debt of gratitude to Ms. Ruthie Brock, of the University 

PREFACE
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of Texas at Arlington. She has provided us with comprehensive and updated informa-
tion for the Tenth Edition that is organized on a wide range of issues. These include 
competitive intelligence, annual report collections, company rankings, business web-
sites, as well as strategic and competitive analysis. She has always been very gracious 
when we impose on her every two years!

• We have worked hard to further enhance our excellent case package with a major focus on 
fresh and current cases on familiar firms.
• More than half of our cases are author-written (much more than the competition).
• While many of the titles look familiar, we have created fresh stories and added 

interesting data about the companies to minimize instructor preparation time and 
“maximize freshness” of the content.

• We have added several exciting new cases to the lineup including a return of South-
west Airlines with a fresh story, The Movie Exhibition industry, Lime (bicycle ride-
sharing), Venmo (mobile payments), FlipKart (Amazon competitor in India) and 
Alibaba (e-commerce).

• These new cases along with 32 fresh stories about familiar firms and classics such 
as Robin Hood give instructors many great options.

WHAT REMAINS THE SAME: KEY FEATURES  
OF EARLIER EDITIONS
Let’s now briefly address some of the exciting features that remain from the earlier editions.

• Traditional organizing framework with three other chapters on timely topics. Crisply 
written chapters cover all of the strategy bases and address contemporary topics. First, 
the chapters are divided logically into the traditional sequence: strategy analysis, strategy 
formulation, and strategy implementation. Second, we include three chapters on such 
timely topics as intellectual capital/knowledge management, entrepreneurial strategy and 
competitive dynamics, and fostering corporate entrepreneurship and new ventures.

• Learning from Mistakes chapter-opening cases. To enhance student interest, we begin each 
chapter with a case that depicts an organization that has suffered a dramatic performance 
drop, or outright failure, by failing to adhere to sound strategic management concepts and 
principles. We believe that this feature serves to underpin the value of the concepts in the 
course and that it is a preferred teaching approach to merely providing examples of out-
standing companies that always seem to get it right. After all, isn’t it better (and more 
challenging) to diagnose problems than admire perfection? As Dartmouth’s Sydney  
Finkelstein, author of Why Smart Executives Fail, notes: “We live in a world where success 
is revered, and failure is quickly pushed to the side. However, some of the greatest oppor-
tunities to learn—for both individuals and organizations—come from studying what goes 
wrong.”* We’ll see how, for example, Mattress Firm grew to more than 3,200 stores and 
$3 billion in annual revenue—but then crashed into bankruptcy. Clearly, the advent of 
nimble internet rivals, such as Casper Sleep, Inc., led to their downfall. However, their 
demise was hastened by their aggressive expansion and the accumulation of excessive 
debt to fund it. We’ll also explore the bankruptcy of storied law firm Dewey & LeBoeuf 
LLP. Their failure can be attributed to three major issues: a reliance on borrowed money, 

*Personal Communication, June 20, 2005.
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making large promises about compensation to incoming partners (which didn’t sit well 
with their existing partners!), and a lack of transparency about the firm’s financials.

• Issue for Debate at the end of each chapter. We find that students become very engaged 
(and often animated!) in discussing an issue that has viable alternate points of view. It 
is an exciting way to drive home key strategy concepts. For example, in Chapter 4, we 
ask whether or not providing financial incentives to employees to lose weight actually 
works.  And, in Chapter 10 we address a trend that is taking place in many large corpo-
rations: the flattening of hierarchical organizational structures. In fact, one survey 
found that 93 percent of polled firms indicate that they intend to flatten their organi-
zation in the near future. On the one hand, such restructuring has its advantages—it can 
offer cost savings, flexibility, and quicker response times. However, some of these  
benefits may be offset by some negative consequences that can occur. These include the 
overstretching of management attention, additional friction among managers at various 
levels since there are fewer middle managers to resolve conflicts, and demotivating 
effects caused by reduced opportunities for managers to advance through the manage-
ment ranks. Clearly, one size does not fit all. Firms must consider the relative benefits 
and costs of flattening their structures as well as take into account such factors as a 
firm’s size, technology, and culture as well as the industry in which it competes.

• Insights from Research. We include six of these features in the Tenth Edition—and half of 
them are entirely new. Here, we summarize key research findings on a variety of issues and, 
more importantly, address their relevance for making organizations (and managers!) more 
effective. For example, in Chapter 2 we discuss findings from a meta-analysis (research 
combining many individual studies) to debunk several myths about older workers—a topic 
of increasing importance, given the changing demographics in many developed countries. 
In Chapter 4, we address a study that explored the viability of re-hiring employees who had 
previously left the organizations. Such employees, called “boomerangs” may leave an orga-
nization for several reasons and such reasons may strongly influence their willingness to 
return to the organization. And in Chapter 6, we explore a study that investigates how 
closely CEOs attend to media assessments of actions that they take. Using a large database 
of 745 large acquisitions undertaken by S&P 500 firms, researchers find that CEOs do pay 
attention to media evaluations of acquisitions. However, the extent to which they are 
future- or past-focused influences whether and how they learn from the media.

• Reflecting on Career Implications . . . We provide insights that are closely aligned with 
and directed to three distinct issues faced by our readers: prepare them for a job interview 
(e.g., industry analysis), help them with current employers or their career in general, or 
help them find potential employers and decide where to work. We believe this will be 
very valuable to students’ professional development.

• Consistent chapter format and features to reinforce learning. We have included several 
features in each chapter to add value and create an enhanced learning experience. First, 
each chapter begins with an overview and a list of key learning objectives. Second, as 
previously noted, the opening case describes a situation in which a company’s perfor-
mance eroded because of a lack of proper application of strategy concepts. Third, at the 
end of each chapter there are four different types of questions/exercises that should 
help students assess their understanding and application of material:

1. Summary review questions.
2. Experiential exercises.
3. Application questions and exercises.
4. Ethics questions.

PREFACE
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Given the centrality of online systems to business today, each chapter contains at least 
one exercise that allows students to explore the use of the Internet in implementing a 
firm’s strategy.

• Key Terms. Approximately a dozen key terms for each chapter are identified in the  
margins of the pages. This addition was made in response to reviewer feedback and 
improves students’ understanding of core strategy concepts.

• Clear articulation and illustration of key concepts. Key strategy concepts are introduced in a 
clear and concise manner and are followed by timely and interesting examples from business 
practice. Such concepts include value-chain analysis, the resource-based view of the firm, 
Porter’s five forces model, competitive advantage boundaryless organizational designs,  
digital strategies, corporate governance, ethics, data analytics, and entrepreneurship.

• Extensive use of sidebars. We include 60 sidebars (or about five per chapter) called 
Strategy Spotlights. The Strategy Spotlights not only illustrate key points but also 
increase the readability and excitement of new strategy concepts.

• Integrative themes. The text provides a solid grounding in ethics, globalization, environ-
mental sustainability, and technology. These topics are central themes throughout the 
book and form the basis for many of the Strategy Spotlights.

• Implications of concepts for small businesses. Many of the key concepts are applied to 
start-up firms and smaller businesses, which is particularly important since many  
students have professional plans to work in such firms.

• Not just a product, but an entire package. Strategic Management features the best chapter 
teaching notes available today. Rather than merely summarizing the key points in each 
chapter, we focus on value-added material to enhance the teaching (and learning)  
experience. Each chapter includes dozens of questions to spur discussion, teaching tips, 
in-class group exercises, and about a dozen detailed examples from business practice to 
provide further illustrations of key concepts.

TEACHING RESOURCES
Instructor’s Manual (IM)
Prepared by the textbook authors, along with valued input from our strategy colleagues, the 
accompanying IM contains summary/objectives, lecture/discussion outlines, discussion ques-
tions, extra examples not included in the text, teaching tips, reflecting on career implications, 
experiential exercises, and more.

Test Bank
Revised by Christine Pence of the University of California-Riverside, the test bank contains more 
than 1,000 true/false, multiple-choice, and essay questions. It is tagged with learning objectives 
as well as Bloom’s Taxonomy and AACSB criteria.

• Assurance of Learning Ready. Assurance of Learning is an important element of many 
accreditation standards. The Tenth Edition is designed specifically to support your 
Assurance of Learning initiatives. Each chapter in the book begins with a list of num-
bered learning objectives that appear throughout the chapter. Every test bank question 
is also linked to one of these objectives, in addition to level of difficulty, topic area, 
Bloom’s Taxonomy level, and AACSB skill area. Test Builder, an easy-to-use, cloud-
based test bank software, can search the test bank by these and other categories, provid-
ing an engine for targeted Assurance of Learning analysis and assessment.
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•	 AACSB Statement.	McGraw-Hill	is	a	proud	corporate	member	of	AACSB	International.	
Understanding	the	importance	and	value	of	AACSB	accreditation,	the	Tenth	Edition	has	
sought	to	recognize	the	curricula	guidelines	detailed	in	the	AACSB	standards	for	busi-
ness	accreditation	by	connecting	selected	questions	in	Dess	10e	and	the	test	bank	to	the	
general	knowledge	and	skill	guidelines	found	in	the	AACSB	standards.	The	statements	
contained	in	this	new	edition	are	provided	only	as	a	guide	for	the	users	of	this	text.	The	
AACSB	leaves	content	coverage	and	assessment	within	the	purview	of	individual	schools,	
the	mission	of	the	school,	and	the	faculty.	While	this	new	edition	and	the	teaching	pack-
age	make	no	claim	of	any	specific	AACSB	qualification	or	evaluation,	we	have	labeled	
selected	questions	within	the	title	according	to	the	six	general	knowledge	and	skills	areas.

•	 Test Builder.	A	comprehensive	bank	of	test	questions	is	provided	within	a	computerized	
test	bank	powered	by	Test Builder, a	cloud-based	tool	that	enables	instructors	to	format	
tests	that	can	be	printed	or	administered	within	a	LMS.	Available	in	Connect,	Test 
Builder	offers	a	modern,	streamlined	interface	for	easy	content	configuration	that	
matches	course	needs,	without	requiring	a	download.	Test Builder	allows	you	to:

•	 access	all	test	bank	content	from	a	particular	title.
•	 easily	pinpoint	the	most	relevant	content	through	robust	filtering	options.
•	 manipulate	the	order	of	questions	or	scramble	questions	and/or	answers.
•	 pin	questions	to	a	specific	location	within	a	test.
•	 determine	your	preferred	treatment	of	algorithmic	questions.	
•	 choose	the	layout	and	spacing.	
•	 add	instructions	and	configure	default	settings.

Test	Builder	provides	a	secure	interface	for	better	protection	of	content	and	allows	for	just-in-time	
updates	to	flow	directly	into	assessments.	

PowerPoint Presentation
Prepared	by	Pauline	Assenza	of	Western	Connecticut	State	University,	it	consists	of	more	than	
400	slides	incorporating	an	outline	for	the	chapters	tied	to	learning	objectives.	Also	included	are	
instructor	notes,	multiple-choice	questions	that	can	be	used	as	Classroom	Performance	System	
(CPS)	questions,	and	additional	examples	outside	the	text	to	promote	class	discussion.

The Business Strategy Game and GLO-BUS  
Online Simulations
Both	allow	teams	of	students	to	manage	companies	in	a	head-to-head	contest	for	global	market	lead-
ership.	These	simulations	give	students	the	immediate	opportunity	to	experiment	with	various	strat-
egy	options	and	to	gain	proficiency	in	applying	the	concepts	and	tools	they	have	been	reading	about	
in	the	chapters.	To	find	out	more	or	to	register,	please	visit	www.bsg-online.com or www.glo-bus.com.
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COURSE DESIGN AND DELIVERY RESOURCES
Craft your teaching resources to match the way you teach! With McGraw-Hill Create, www.
mcgrawhillcreate.com, you can easily rearrange chapters, combine material from other content 
sources, and quickly upload content you have written, like your course syllabus or teaching notes. 
Find the content you need in Create by searching through thousands of leading McGraw-Hill 
textbooks. Arrange your book to fit your teaching style. Create even allows you to personalize 
your book’s appearance by selecting the cover and adding your name, school, and course infor-
mation. Order a Create book and you’ll receive a complimentary print review copy in three to five 
business days or a complimentary electronic review copy (eComp) via email in about one hour. 
Go to www.mcgrawhillcreate.com today and register. Experience how McGraw-Hill Create empow-
ers you to teach your students your way.

At McGraw-Hill, we understand that getting the most from new technology can be challeng-
ing. That’s why our services don’t stop after you purchase our products. You can email our prod-
uct specialists 24 hours a day to get product training online. Or you can search our knowledge 
bank of Frequently Asked Questions on our support website. For customer support, call 800-338-3987 
or visit www.mheducation.com/contact.html. One of our technical support analysts will be able to 
assist you in a timely fashion.
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LEARNING OBJECTIVES
Learning Objectives numbered LO 1-1, LO 1-2, LO 1-3, etc., with corre-
sponding icons in the margins to indicate where learning objectives are 
covered in the text.

LEARNING FROM MISTAKES
Learning from Mistakes vignettes are examples of where 
things went wrong. Failures are not only interesting but  
also sometimes easier to learn from. And students realize 
strategy is not just about “right or wrong” answers, but  
requires critical thinking.

STRATEGY SPOTLIGHT
These boxes weave themes of ethics, globaliza-
tion, and technology into every chapter of the text, 
providing students with a thorough grounding nec-
essary for understanding strategic management. 
Select boxes incorporate the digital economy, envi-
ronmental sustainability, and ethical themes.

a guided 

tour

PART 1: STRATEGIC ANALYSIS

CHAPTER

1

Learning Objectives

LO1-1 Define strategic management and its four key attributes.

LO1-2 Understand the strategic management process and its three interrelated and 
principal activities.

LO1-3 Identify the vital role of corporate governance and stakeholder management, 
as well as how “symbiosis” can be achieved among an organization’s 
stakeholders.

LO1-4 Understand the importance of social responsibility, including environmental 
sustainability, and how it can enhance a corporation’s innovation strategy.

LO1-5 Recognize the need for greater empowerment throughout the organization.

LO1-6 Explain how an awareness of a hierarchy of strategic goals can help an 
organization achieve coherence in its strategic direction.

We encourage you to reflect on how the concepts presented in this chapter can 
enhance your career success (see “Reflecting on Career Implications...” at the end of 
the chapter).

Strategic Management
Creating Competitive Advantages

©Nico Muller Art/Shutterstock
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PART 1: STRATEGIC ANALYSIS

LEARNING FROM MISTAKES

What makes the study of strategic management so inter-
esting? Things can change so rapidly! Some start-ups can 
disrupt industries and become globally recognized names 
almost overnight and the rankings of the world’s most 
valuable firms can dramatically change in a brief period of 
time. On the other hand, many impressive, high-flying 
firms can struggle to reclaim past glory—or fail altogether. 
As colorfully (and ironically!) noted by Arthur Martinez, 
Sears’s former Chairman: “Today’s peacock is tomorrow’s 
feather duster.”1

Consider the following:2

• The 33-year average tenure of companies on the 
S&P 500 in 1962 narrowed to 24 years by 2016 and 
is forecast to shrink to merely 12 years by 2027.

• At the beginning of 2000, the four firms in the world 
with the highest market values were General 
Electric, Exxon Mobil, Pfizer, and Citigroup. By late 
2019, four tech firms headed the list: Apple, 
Alphabet (parent of Google), Amazon, and Microsoft.

• Record private equity activity, a strong M&A market, and 
the growth of start-ups with billion dollar market caps 
(called “unicorns”) are often viewed as leading factors 
to increase disruptions in a wide variety of industries.

• A quarter century ago, few would have predicted 
that a South Korean firm would be a global car 
giant, an Indian firm would be one of the world’s 
largest technology firms, and a huge Chinese 
Internet firm would list on an American stock 
exchange.

• In 1995, only about 3 percent of the companies on 
the Fortune 500 list were from emerging markets. 
This number has increased to 26 percent in 2013, 
and is predicted to grow to 45 percent by 2025.

• With the emergence of the digital economy, new 
entrants are shaking up long-standing industries. 
After all, Alibaba has become the world’s most 
valuable retailer—but holds no inventory; Airbnb is 
the world’s largest provider of accommodations—
but owns no real estate; and Uber is the world’s 
largest car service—but owns no cars.

Retail has become one of the prime examples of an 
industry that has been impacted by the digital disruption 
and the emergence of online competitors. Many brick-
and-mortar (i.e., high asset intensive) firms such as Bed, 

Bath & Beyond, Urban Outfitters, Sears, Radio Shack, and 
J.C. Penney have either filed for bankruptcy, or have be-
come mere shadows of their former selves. 

Let’s take a closer look at another retailer, Mattress 
Firm, which filed for bankruptcy on October 5, 2018.3

Houston-based Mattress Firm was founded in 1986 
and eventually grew to more than 3,200 stores and  
$3 billion in annual revenues. However, its pursuit of 
growth and dominance—largely via acquisition–in the  
industry led to its eventual demise.

A turning point came in 2015 when it purchased one 
of its chief rivals, Sleepy’s, for $780 million. Steve Stagner, 
Mattress Firm’s CEO at the time asserted, “This transfor-
mational acquisition unites the nation’s two largest mat-
tress specialty retailers providing customers with 
convenience, value, and choice.”

However, things certainly didn’t turn out as he had 
hoped. Acquiring Sleepy’s 1,000 stores left Mattress Firm 
severely over-retailed. As store traffic slowed, costly 
leases turned into an albatross around the firm’s neck. In 
bankruptcy court filings, the rapid expansion led to the 
“cannibalization” of stores that were clustered too closely 
and put them in direct competition with each other. This 
was poignantly stated by Hendre Ackermann, the firm’s 
CFO: “There are many examples of a Mattress Firm store 
being located literally across the street from another  
Mattress Firm store.” 

Mattress Firm’s fortunes were also eroded by a set of 
more nimble competitors: online upstarts, including 
Casper, Lessa, Tuft & Needle, and Sapira. For example, 
Casper Sleep, Inc., founded in 2014, raised $240 million to 
sell mattresses directly to consumers. It provided easy on-
line ordering, hassle-free delivery, and returns of reason-
ably affordable mattresses. Within a year, Casper booked 
sales of $100 million. 

The online rivals also had another major advantage 
over Mattress Firm: Shoppers had grown weary of the tra-
ditional mattress-buying experience. This involved going 
into a store, testing out a slew of mattresses for a few 
minutes, and rushing into a decision on an expensive item 
designed to last for years. And, customers were often  
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THE STRATEGIC MANAGEMENT PROCESS
We’ve identified three ongoing processes—analyses, decisions, and actions—that are central 
to strategic management. In practice, these three processes—often referred to as strategy 
analysis, strategy formulation, and strategy implementation—are highly interdependent and 
do not take place one after the other in a sequential fashion in most companies.

Intended versus Realized Strategies
Henry Mintzberg, a management scholar at McGill University, argues that viewing the 
strategic management process as one in which analysis is followed by optimal decisions 
and their subsequent meticulous implementation neither describes the strategic manage-
ment process accurately nor prescribes ideal practice.27 He sees the business environment 
as far from predictable, thus limiting our ability for analysis. Further, decisions are sel-
dom based on optimal rationality alone, given the political processes that occur in all 
organizations.28

Understand the 
strategic management 
process and its three 
interrelated and 
principal activities.

LO 1-2

STRATEGY SPOTLIGHT1.1

AMBIDEXTROUS BEHAVIORS: COMBINING 
ALIGNMENT AND ADAPTABILITY
A study involving 41 business units in 10 multinational compa-
nies identified four ambidextrous behaviors in individuals. Such 
behaviors are the essence of ambidexterity, and they illustrate 
how a dual capacity for alignment and adaptability can be woven 
into the fabric of an organization at the individual level.

They take time and are alert to opportunities beyond the 
confines of their own jobs. A large computer company’s sales 
manager became aware of a need for a new software module 
that nobody currently offered. Instead of selling the customer 
something else, he worked up a business case for the new mod-
ule. With management’s approval, he began working full time on 
its development.

They are cooperative and seek out opportunities to com-
bine their efforts with others. A marketing manager for Italy 
was responsible for supporting a newly acquired subsidiary. 
When frustrated about the limited amount of contact she had 
with her peers in other countries, she began discussions with 
them. This led to the creation of a European marketing forum 
that meets quarterly to discuss issues, share best practices, and 
collaborate on marketing plans.

They are brokers, always looking to build internal net-
works. When visiting the head office in St. Louis, a Canadian 
plant manager heard about plans for a $10 million investment 
for a new tape manufacturing plant. After inquiring further about 
the plans and returning to Canada, he contacted a regional man-
ager in Manitoba, who he knew was looking for ways to build his 
business. With some generous support from the Manitoba gov-
ernment, the regional manager bid for, and ultimately won, the 
$10 million investment.

They are multitaskers who are comfortable wearing more 
than one hat. Although an operations manager for a major coffee 
and tea distributor was charged with running his plant as effi-
ciently as possible, he took it upon himself to identify value-added 
services for his clients. By developing a dual role, he was able to 
manage operations and develop a promising electronic module 
that automatically reported impending problems inside a coffee 
vending machine. With corporate funding, he found a subcontrac-
tor to develop the software, and he then piloted the module in his 
own operations. It was so successful that it was eventually 
adopted by operations managers in several other countries.

A recent Harvard Business Review article provides some use-
ful insights on how one can become a more ambidextrous 
leader. Consider the following questions:

•	 Do you meet your numbers?
•	 Do you help others?
•	 What do you do for your peers? Are you just their  

in-house competitor?
•	 When you manage up, do you bring problems—or  

problems with possible solutions?
•	 Are you transparent? Managers who get a reputation  

for spinning events gradually lose the trust of peers and 
superiors.

•	 Are you developing a group of senior managers who 
know you and are willing to back your original ideas 
with resources?

Sources: Birkinshaw, J. and C. Gibson. 2004. Building ambidexterity into an  
organization. MIT Sloan Management Review, 45(4): 47–55; and Bower, J. L. 2007. 
Solve the succession crisis by growing inside-out leaders. Harvard Business Review, 
85(11): 90–99.

STRATEGY SPOTLIGHT1.2

ENVIRONMENTAL SUSTAINABILITY IN THE 
FASHION INDUSTRY 
The $3 trillion fashion industry employs over 60 million people along 
its global value chain. Although it makes 100 billion accessories and 
garments each year, three-fifths of them are thrown away within a 
year, according to McKinsey & Company. Further, a vast amount of 
cotton, water, and power is used to make their products, but less 
than 1 percent is recycled into new clothes, according to an environ-
mental research group in England. Amazingly, the United Nations 
Economic Commission for Europe estimates that about 40 percent 
of clothes in the wardrobes of developed countries are never worn! 
To provide some perspective, Rob Opsomer, a sustainability re-
searcher asserts that “the equivalent of a dump truck filled with tex-
tiles gets landfilled or incinerated every single second.” 

Inditex SA, the company that owns Zara and several other 
brands, made 1.6 billion garments in 2016—a scale that has 
helped its stock price quintuple over a recent 10-year period. 
However, recently industry growth has slowed, in part because 
millennials have become sensitive to fast fashion’s impact on the 
environment. (In fact, according to Boston Consulting Group, one-
third of this demographic consistently identifies sustainability as a 
factor that influences their purchasing habits.) Plus, they exhibit a 
preference for spending on experiences rather than goods. 

Despite their strong past performance, Inditex has missed 
analysts’ revenue expectations in recent quarters and its shares 
have lost about one third of their value since the summer of 
2017. As noted by Edwin Keh, CEO of the Hong Kong Research 

This situation creates an opportunity for companies to use 
sustainability to differentiate their brands. With growing concerns 
over the waste, retailers have begun placing recycling bins prom-
inently in many stores, using greener materials, etc., to help win 
over customers. Let’s look at some of Inditex’s initiatives:

•	 Began disassembling old clothing to spin into yarns for 
fashions it markets as “garments with a past.”

•	 Grouped many of its sustainability efforts—clothes made 
from organic cotton and repurposed fabrics into a sub-
brand called Join Life.

•	 To boost the share of greener textiles in its mix, the firm 
has funded research programs at MIT and universities in 
Spain. One initiative is to try using 3D printing to make 
textiles using by-products from timber operations.

Inditex says that for now they’re absorbing the extra costs of 
using recycled or reconstituted garments. The Join Life line is 
priced competitively with other items in the Zara stores—T-shirts 
cost less than $10 and jeans are priced under $40. The firm is 
striving to keep a lid on prices of its greener materials and it ex-
pects the cost to fall as production increases. Anna Gedda, an 
executive at rival H&M, whose firm has undertaken similar initia-
tives, asserts, “We take it as a long-term investment instead of 
charging it to our customers. We believe sustainable fashion 
should be affordable for all.” 

Sources: Hirtenstein, A., and D. Wei. 2018. The greening of throwaway stuff. 
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EXHIBITS
Both new and improved exhibits in every chapter  
provide visual presentations of the most complex  
concepts covered to support student comprehension.

INSIGHTS
Chapter 1’s “Insights from Executive” contains an interview with a 
worldwide organization about current issues salient to strategic 
management. “Insights from Research” throughout the text  
summarize key research findings relevant to maintaining the  
effectiveness of an organization and its management.

REFLECTING ON CAREER  
IMPLICATIONS
This section before the summary of every  
chapter consists of examples on how  
understanding of key concepts helps  
business students early in their careers.

CHAPTER 3 :: ASSESSING THE INTERNAL ENVIRONMENT OF THE FIRM 75

Just-in-time (JIT) inventory systems, for example, were designed to achieve efficient 
inbound logistics. In essence, Dell epitomizes JIT inventory systems, in which computer 
components arrive at the firm’s assembly plants only hours before they are needed. JIT 
systems play a vital role in fulfilling Dell’s commitment to fill a computer buyer’s order in 
just a few days. Dell’s operations are designed differently than traditional manufacturing 
systems that involve the ordering of components months before they are assembled into 
computers that are then sold through large chain retailers.

Operations Operations include all activities associated with transforming inputs into the 
final product form, such as machining, packaging, assembly, testing, printing, and facility 
operations.

Creating environmentally friendly manufacturing is one way to use operations to achieve 
competitive advantage. Shaw Industries (now part of Berkshire Hathaway), a world-class 
competitor in the floor-covering industry, is well known for its concern for the environ-
ment.6 It has been successful in reducing the expenses associated with the disposal of dan-
gerous chemicals and other waste products from its manufacturing operations. Its 
environmental endeavors have multiple payoffs. Shaw has received many awards for its recy-
cling efforts—awards that enhance its reputation.

Outbound Logistics Outbound logistics is associated with collecting, storing, and distribut-
ing the product or service to buyers. These activities include finished goods, warehousing, 
material handling, delivery vehicle operation, order processing, and scheduling.

Campbell Soup uses an electronic network to facilitate its continuous-replenishment pro-
gram with many of its retailers.7 Each morning, retailers electronically inform Campbell of 
their product needs and of the level of inventories in their distribution centers. Campbell 
uses that information to forecast future demand and to determine which products require 
replenishment (based on the inventory limits previously established with each retailer). 
Trucks leave Campbell’s shipping plant that afternoon and arrive at the retailers’ distribution 

operations
all activities associated 
with transforming inputs 
into the final product form.

outbound logistics
collecting, storing, and 
distributing the product or 
service to buyers.

EXHIBIT 3.2 
The Value Chain: Some 
Factors to Consider in 
Assessing a Firm’s 
Primary Activities

Inbound Logistics

•	 Location of distribution facilities to minimize shipping times. 
•	 Warehouse layout and designs to increase efficiency of operations for incoming materials.

Operations

•	 Efficient plant operations to minimize costs. 
•	 Efficient plant layout and workflow design. 
•	 Incorporation of appropriate process technology.

Outbound Logistics

•	 Effective shipping processes to provide quick delivery and minimize damages. 
•	 Shipping of goods in large lot sizes to minimize transportation costs.

Marketing and Sales

•	 Innovative approaches to promotion and advertising. 
•	 Proper identification of customer segments and needs.

Service

•	 Quick response to customer needs and emergencies. 
•	 Quality of service personnel and ongoing training.

Source: Adapted from Porter, M. E. 1985. Competitive Advantage: Creating and Sustaining Superior Performance. New York: Free 
Press.
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Reflecting on Career Implications . . .
This chapter addresses the importance of the internal environment 
for strategic managers. As a strategic manager, you should fully 
understand how you can leverage your competencies to both 
bring value to your firm and enhance your career opportunities.

 The Value Chain: It is important that you develop an 
understanding of your firm’s value chain. What activities are 
most critical for attaining competitive advantage? Think of 
ways in which you can add value in your firm’s value chain. 
How might your firm’s support activities (e.g., information 
technology, human resource practices) help you accomplish 
your assigned tasks more effectively? How will you bring your 
value-added contribution to the attention of your superiors?

 The Value Chain: Consider the most important linkages 
between the activities you perform in your organization with 
other activities both within your firm and between your firm 

and its suppliers, customers, and alliance partners. 
Understanding and strengthening these linkages can 
contribute greatly to your career advancement within your 
current organization.

 Resource-Based View of the Firm: Are your skills and 
talents rare, valuable, and difficult to imitate, and do they have 
few substitutes? If so, you are in the better position to add 
value for your firm—and earn rewards and incentives. How can 
your skills and talents be enhanced to help satisfy these 
criteria to a greater extent? Get more training? Change 
positions within the firm? Consider career options at other 
organizations?

 Balanced Scorecard: Can you design a balanced scorecard 
for your life? What perspectives would you include in it? In 
what ways would such a balanced scorecard help you attain 
success in life?

LO3-1 The primary and support 
activities of a firm’s value chain.

•  Primary activities include all 
parts of the organization that 
are involved in the direct physical 

creation, distribution, sale, or servicing of the firms 
products and services, including inbound logistics, 
operations, outbound logistics, marketing and sales, 
and service.

• Support activities either add value themselves or in 
combination with both primary and other support 
activities, including procurement, technology develop-
ment, human resource management, and general 
administration.

LO3-2 How value-chain analysis can help managers 
create value by investigating relationships among 
activities within the firm and between the firm and 
its customers and suppliers.

• It is important to understand each of the firm’s value-
chain activities, but real firm value is generated when 
the firm leverages relationships among the different 
activities.

• This includes (1) interrelationships among activities 
within the firm and (2) relationships among activities 
within the firm and its suppliers and customers.

• Interrelationships improve overall firm value when 
they involve the effective coordination of actions and 
exchange of resources, such as information, technology, 
and people.

LO3-3 The resource-based view of the firm and the 
different types of tangible and intangible resources, 
as well as organizational capabilities.

• The resource-based view of the firm considers  
the firm as a bundle of resources: tangible 
resources, intangible resources, and organizational 
capabilities.

• Competitive advantages that are sustainable over time 
generally arise from the creation of bundles of 
resources and capabilities.

LO3-4 The four criteria that a firm’s resources must 
possess to maintain a sustainable advantage and 
how value created can be appropriated by 
employees and managers.

• For advantages to be sustainable, four criteria must  
be satisfied: value, rarity, difficulty in imitation, and 
difficulty in substitution.

• The owners of a business may not capture all of the 
value created by the firm. The appropriation of value 
created by a firm between the owners and employees 
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Usman Ghani, Chairman, ConfluCore

Biosketch
Usman Ghani has held leadership roles in strategic planning, 
marketing, operations, organization development, IT, and 
executive education, as well as led cross-functional, multi-
cultural core business process teams to effective implementa-
tions. He is a former Fortune 100 executive distinguished by 
his record of developing powerful board policies and busi-
ness strategies for a variety of industry leaders, including 
McKinsey & Company, Royal Dutch/Shell Group, Exxon 
Mobil Corporation, and HP/Electronic Data Systems.

Characterized as a high-energy  
visionary, Usman is passionate about 
helping complex organizations see the 
big picture so that they are capable of 
transformation. He consistently applies 
fresh thinking, refined dynamic strat-
egy models, organizational approaches, 
and futuristic technologies to reveal the 
best solutions to compound challenges. 
His advisory firm, ConfluCore, inte-
grates multiple concepts to generate 
confluence at the core of organizations 
to generate superior synergies. Conflu-
Core is headquartered in Las Colinas, 
Texas. It has offices and affiliates on all 
six continents and has been serving 
boards and senior executives worldwide 
for two decades.

With three Master’s degrees from 
MIT and multiple certifications, courses, 
and diplomas, Usman has strived to undertake the tutelage 
of some of the world’s premier thought leaders in each field 
he has taken on. These include Robert Blake, Peter Drucker, 
Jay Forrester, David McClelland, Edgar Schein, and Peter 
Senge. Believing in lifelong learning, he continues his own 
development personally and professionally. 

Question 1. In your experience working with organizations, 
what have you found to be key attributes of successful 
strategies? 

Successful strategies have not a few but several attri-
butes and all of them must operate in concert. The 
three aspects I emphasize are, that: (a) considered stra-
tegic processes are applied, (b) strategies display sys-
tematic adaptability, and (c) customer offerings are 
effectively differentiated by the organizations. To 
ensure this, strategic management should itself also be 
regularly assessed.

 Question 2. Looking at it from the other side, what are 
some of the key pitfalls you’ve seen firms fall prey to 
that have resulted in strategic failures? 

Beware! While not broadly published, strategic failures 
outnumber strategic successes in all sizes and types of 
organizations. It is only when the acclaimed ones (like 
Borders, GE, Kodak, and Sears) result in large-scale 
failures that we become aware and then only for a 
while. Often, it is the dysfunctional strategic manage-
ment of these organizations that fail them. 
 Successes and failures occur every day, but only for 
the attentive. These accumulate and, upon crossing 

some threshold, successes are cele-
brated while failures are shunned. So, 
the top pitfall is that strategic manage-
ment often lacks a critiquing process to 
leverage both successes and “failures” 
as active learning. Both can contribute 
effectively if acknowledged by manage-
ment. Bill Gates said there is nothing 
more dangerous than not knowing why 
and how you have succeeded. I would 
add to that statement that failures are 
learning steps and opportunities to 
leapfrog ahead; without knowing the 
why and how of your failures, over time 
organizations are bound to repeat their 
past failures or accumulate the negative 
consequences from their smaller fail-
ures, eventually becoming big failures. 
However, very few organizations realize 
this and management may hide failures 

to avoid negative consequences and also to exaggerate 
successes to beget recognition. 
 The most dangerous pitfalls in strategic manage-
ment are often attitudinal and behavioral. These 
include disallowing changes to static/fixed strategies, 
becoming comfortable with average benchmarks, over-
confident executives, complacent management, group-
think cultures, playing favorites, etc. All these can be 
checked if management so desires to avert attitudinal 
and behavioral pitfalls.

Question 3. How have you built your career and what are 
some valuable experiences or insights you’ve taken from 
different points in your career journey? 

My career is atypical. Being fortunate to get guidance 
of great minds early on, I avoided singular specializa-
tion and aspired to understand a wide range of sub-
jects and strove to integrate across these. By choice,  
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Overview
Business leaders face strong pressures to produce financial 
results, but they also know that ignoring other areas of the 
firm can cause trouble down the line. This study speaks on 
that topic and shows that having balance in performance 
pays off for the firm financially.

What the Research Shows
Researchers from the Drucker Institute have compiled a 
dataset on 693 large, publicly-traded companies from 
2012 to 2017. They collected information on 37 indicators 
of performance in five specific areas: customer satisfac-
tion, employee engagement, innovation, social responsibil-
ity, and financial performance. Companies were scored 
on a range of 0 to 100 in each of these five areas. The 
scores were standardized so that the mean score on each 
scale was 50. The researchers were specifically focused on 
whether consistency in performance across the five areas 
would have an impact on the firm’s future financial per-
formance.

The results were very clear. The more a firm consis-
tently performed across the five areas, the more the firm 
avoided major peaks and valleys, the better the firm’s finan-
cial performance in the following year. For example, if a 
firm received an average score over the five areas of 70 (an 
above average score) and had a consistency score of 50 
(right on the mean value), the predicted financial perfor-
mance for the following year was 62. But if the firm’s aver-
age score remained the same (70), but its consistency score 
was also well above average (70), it could anticipate the 
firm’s performance in the following year would be 65. This 
three-point rise may not seem like much, but it moves the 
firm’s anticipated financial performance from the top  
12 percent into the top 7 percent of firms.

So, why is consistency beneficial? The researchers suggest 
that when a firm has uneven performance across these mea-
sures, there may be particular areas of weakness that could 
become major problems for the firm in coming years. The  
researchers use the metaphor of an elite athlete. If the athlete 
neglects endurance and focuses exclusively on strength and 
speed, she will not be able to sustain performance over time.

Key Takeaways
• Five key areas of performance for firms to focus on 

are customer satisfaction, employee engagement and 
development, innovation, social responsibility, and 
financial strength.

• Firms tend to perform better over time if they per-
form consistently across these five areas.

• Weakness on any of the five areas indicates an issue 
that could emerge into a crisis for the firm.

Questions
1. What are some examples of firms that have been 

strong performers but that faced struggles because of 
specific areas of weakness? How did these firms 
respond to these challenges?

2. Amazon is very highly ranked on a number of the 
dimensions examined, but the firm scored quite 
unevenly across the areas, scoring particularly low in 
social responsibility. Should Amazon see this as a 
potential threat? What actions, if any, should  
Amazon take moving forward?

Research Reviewed
Wartzman, R., and L. Crosby. 2018. The key to improving a 
firm’s financial health. The Wall Street Journal, May 21: R6.
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outcomes. And organizational scorecards must be aligned with individuals’ scorecards to 
turn the balanced scorecards into a powerful tool for sustained performance.

In a study of 50 Canadian medium-size and large organizations, the number of users 
expressing skepticism about scorecard performance was much greater than the number 
claiming positive results. A large number of respondents agreed with the statement “Bal-
anced scorecards don’t really work.” Some representative comments included: “It became 
just a number-crunching exercise by accountants after the first year,” “It is just the latest 
management fad and is already dropping lower on management’s list of priorities as all fads 
eventually do,” and “If scorecards are supposed to be a measurement tool, why is it so hard 
to measure their results?” There is much work to do before scorecards can become a viable 
framework to measure sustained strategic performance.
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CASE 15
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In April 2019, Weight Watchers (WW) launched a new 
marketing campaign called “It Works!” This promotional 
plan featured media mogul Oprah Winfrey encouraging 
WW members to celebrate their weight loss. The only prob-
lem was investors perceived this promotional push as too 
little, too late. WW had posted disappointing fiscal third- 
and fourth-quarter reports, missing estimates and reporting 
a decline in its subscriber base, which had fallen to 3.9 mil-
lion from 4.2 million in the fall of 2018. In addition, WW 
saw expected 2019 revenue at $1.4 billion, down from the 
reported $1.5 billion in 2018, and projected earnings per 
share of $1.25 to $1.50, much worse than the $3.19  
reported at year end.1 Could the involvement of Oprah 
Winfrey turn this performance around?

Winfrey had started investing in Weight Watchers in Oc-
tober 2015, paying about $43 million to obtain an approxi-
mately 10 percent stake in the company. Three months 
later, in January 2016, she reported she was able to lose  
26 pounds with the help of the program. Then in early 
2017, the Weight Watchers “Beyond the Scale” advertising 
campaign featured Winfrey claiming that she had lost  
40 pounds. Winfrey endorsed the Weight Watchers experi-
ence by emphasizing “It Works!”2 However, investors did 
not buy it: just saying “it works” did not seem to be inspir-
ing “increasingly distracted and skeptical customers.”3

Winfrey’s involvement, the advertising campaigns, and 
discount offers in 2018 were all part of a rebranding effort 
that ultimately had failed to impress investors. The price of 
Weight Watchers shares (ticker symbol: WTW) had been 
tumbling since its high point in 2011 and 2012.4 This price 
decline echoed the financial reality: seven straight quarters 
of declining sales that had not started to reverse until mid-
2018. What had gone wrong?

Weight Watchers had undergone some internal changes, 
starting with the resignation of CEO David Kirschoff in 
2013. Kirschoff had presided over the firm during its most 
profitable years, yet his replacement, John Chambers, had 
been unable to reverse what appeared to be an inevitable 
decline and left WW in 2016. This left the firm without a 
full-time CEO until April 2017 when Weight Watchers 
named Mindy Grossman as President and CEO. One of 
Grossman’s strategies was to rebrand the company—turning 
“Weight Watchers” into “WW” in an attempt to “embrace 
wellness,” or encourage its customers to stay with the  
program long after they had achieved their target weight. 

However, this rebranding campaign, launched in the fall of 
2018, only confused customers. The timing of this new mes-
sage, just before the crucial holiday diet season, made it 
seem as if Weight Watchers was abandoning its core weight 
loss mission.5 In her announcement of the disappointing 
fourth quarter and full year 2018 results, CEO Grossman 
said the following:

While we are disappointed with our start to 2019, we 
are confident that our strategy to focus on providing 
holistic wellness solutions leveraging our best-in-class 
weight management program is the right path to 
support long-term sustainable growth. Looking ahead, 
I’m happy to say that Oprah Winfrey will play a central 
role in our upcoming TV and digital marketing 
campaign for spring, bringing to life a clear message on 
how WW is the program that works. Together with 
Oprah, we are also working on an initiative to galvanize 
and bring together communities through a series of 
digital and live experiences and events to accelerate 
WW’s impact and allow us to reach new and diverse 
audiences. We will announce more details in the 
coming months, but anticipate the initiative will kick 
off later in 2019.6

Although Weight Watchers had been working to update 
its image and offerings and was still able to boast a high 
gross profit margin, it seemed revenue and cash generation 
as well as the firm’s growth strategy had not been able to 
fully inspire either investor or customer confidence. Clearly, 
Weight Watchers was in trouble.

Company Story
Jean Nidetch began Weight Watchers in an unlikely, and 
unintended, way. In 1963, Jean invited six women into her 
home to help both herself and her neighbors and friends 
lose weight by communally discussing their weight-loss is-
sues. Nidetch’s belief, which became the core of the Weight 
Watchers philosophy, was that anyone could be given a diet 
but the group and social setting of “talk therapy” was the 
true secret not only to losing weight but also to keeping it 
off. She believed in fostering success through group sup-
port, and she created a simple reward system that included 
pins and tie bars to reward increments of weight loss. The 
idea was simple, yet very effective.7 The basic concept of 
the Weight Watchers plan consisted of two components—
the Weight Watchers program and the group support. The 
program was essentially a food plan and an activity plan. 
The food plan provided people with the educational tools 
they needed for weight loss and provided control mecha-
nisms so that individuals could find their way to healthier 

* Prepared by Eisner, Alan B., Pace University; Professor Korn, Helaine J., 
Baruch College–City University of New York; Professor Assenza, Pauline, 
Western Connecticut State University.
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In 2019, sixteen Kickstarter-funded films were heading 
to the SXSW Film Festival. Kickstarter had a record-
breaking year for games and witnessed some changes in its 
management. Co-founder Perry Chen stepped down from 
his role as CEO, having taken over from co-founder, 
Yancey Strickler, only two years earlier. In March 2019, 
Aziz Hasan, the head of Kickstarter’s design and product 
teams was made interim CEO.1 While Chen had been at 
the helm, Kickstarter lost about 50 out of 120 Kickstarter 
employees. Among the departed were seven of the eight 
members of Strickler’s executive team. 2 In interviews,  
employees said Chen strongly exerted his will on the  
company—making sudden changes to planned-out Kick-
starter features, scrapping project timelines at the last min-
ute, forcing out highly respected employees, and trying to 
shake up office culture in ways that struck the rank and file 
as simply bizarre.3  Although Kickstarter is known to be 
Chen’s brainchild, the future of the crowdfunding platform 
looks shaky with Chen’s method of alienating and replac-
ing the employees.

As a result of advancements in technology and  
worldwide adoption of media platforms, the concept of 
“crowdfunding” became a norm. According to Wharton 
School researcher Ethan Mollick, crowdfunding allowed 
“founders of for-profit, artistic, and cultural ventures to 
fund their  efforts by drawing on relatively small contribu-
tions from a relatively large number of individuals using 
the Internet, without standard financial intermediaries.”4 
It was considered “a novel method for funding a variety of 
new ventures,” but it was not without its problems. 
Although billions of dollars had been raised for projects 
ranging from something as small as an artist’s video diary 
to large endeavors, such as the development of a new prod-
uct for accessing e-mail or an award-winning film docu-
mentary, very little was known about the kinds of 
mechanisms that made funding efforts successful or 
whether “existing projects ultimately deliver the products 
they promise.”5

One example of this new phenomenon in entrepreneur-
ship was the story of Kickstarter. As of March 2019, 
according to DigitalTrends.com, Kickstarter ranked first 
among the top 10 best crowdfunding sites, with over 
159,246 successfully funded projects, over 15 million 

backers, and over $4 billion in pledged dollars; 340 proj-
ects had raised over $1 million each. Kickstarter also had 
a success rate of nearly 37 percent; however, 63 percent of 
the time the backers got nothing in return for their dona-
tions.6 What was this crowdfunding thing all about, and 
was Kickstarter truly a boon for entrepreneurs, or a bust 
for backers?

“Kickstarter = Dumb people giving money to anony-
mous people in hope of some goodies in an unspecified 
amount of time.”7 So read a comment posted in response to 
a story about one nine-year-old girl’s Kickstarter campaign. 
Mackenzie Wilson wanted to raise $829 so that she could 
go to computer camp and create her own video game.  
(She said her older brothers were making fun of her, and 
she wanted to prove that girls could do “tech stuff,” too.) 
The trouble was that Kickstarter rules said someone had to be 
at least 18 years old in order to list a project, so Mackenzie’s 
mom, Susan Wilson, created the information listing. Susan 
Wilson was a Harvard graduate, a known entrepreneur, and 
had allegedly promoted her daughter’s Kickstarter campaign 
by tweeting celebrities like Lady Gaga and Ellen  DeGeneres 
to elicit support.

Within 24 hours of the project launch, it not only had 
reached its $829 goal but was on its way to getting 1,247 
backers and $22,562 in pledges.8 Despite the success of a 
campaign that raised a lot of money, Wilson and her family 
received negative responses. The majority of the negative 
responses seemed to come from those who believed that 
Susan Wilson had misrepresented the nature of the project, 
that she had acted in bad faith—intending to profit from her 
daughter’s story—and thereby had violated Kickstarter’s 
project guidelines. It also received headlines because of the 
extreme public response—accusations of a scam and death 
threats against Wilson and her family.

Kickstarter clearly stated that its crowdfunding ser-
vice could not be used for “charity or cause funding” 
such as an awareness campaign or scholarship; nor could 
a project be used to “fund my life”—for example, going on 
vacation, buying a new camera, or paying for tuition. And 
a project had to have a clear goal: “like making an album, 
a book, or a work of art. . . . A project is not open-ended. 
Starting a business, for example, does not qualify as a 
project.” 9 In addition, for Kickstarter to maintain its rep-
utation as one of the top crowdfunding services, it had to 
make sure it kept control of how the projects were pro-
moted: “Sharing your project with friends, fans, and fol-
lowers is one thing, but invading inboxes and social 
networks is another.”10

* By the Engelson, Eric of Pace University, Eisner, Alan B. from Pace 
University and Baugher, Dan of Pace University, Assenza, Pauline, Western 
Connecticut State University.
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In 2019, Zynga was optimistic. In an interview, CEO Frank 
Gibeau, said, “We’re set up for a really strong 2019. We 
have a good lineup of games to create the base for us, and 
then we have more than nine games being built right now 
that will come out over the next couple of years, with a 
bunch coming in soft launch.”1

While battling some rough tides, the company had gar-
nered its reputation as one with inconsistent leadership. In 
2013, founder Mark Pincus stepped down and handed the 
charge to Don Mattrick, a 15-year employee of Electronic 
Arts expecting to turn the company around. In April 2015, 
Don Mattrick left the position, and Pincus returned as 
CEO for the second time. Just a year later in March 2016, 
Zynga announced the replacement of Pincus by the new 
CEO Frank Gibeau, another 20-year employee of Elec-
tronic Arts, again expecting to turn around the company. 
Zynga’s lack of consistent leadership had been critical to 
not formulating an effective turnaround strategy that might 
have led to progress. Throughout the revolving door of 
CEO replacements, Zynga had not developed a substan-
tially successful new game. Consequently, its revenues have 
been falling over the past years accompanied by consistent 
net losses. 

The company eventually made a comeback under 
 Gibeau’s leadership with strong acquisitions. In less than 
two years, Zynga acquired Peak Games’ casual card game 
studio, Gram Games and 80 percent of Small Giant Games, 
maker of Empires and Puzzles, for $560 million. Though 
Zynga’s revenue rose by 5 percent to $670 million by the 
end of 2018, it still posted a net loss of $15 million for the 
year (see Exhibits 1 and 2). In 2018, their top three online 
game revenue-generating games were Zynga Poker, CSR 
Racing 2, and Hit It Rich! Slots.

In another attempt at innovation, Zynga launched Won-
ka’s World of Candy in 2018. After years of struggling to 
introduce new hit games and failing to combat the decline 
of formerly blockbuster properties like FarmVille, the com-
pany has been focusing on getting the most out of ever-
green franchises like Zynga Poker, Words with Friends, 
and CSR Racing 2 by keeping them alive with updates.2 

The fight to build new games that catch the audiences’  
attention might be hard, but Zynga’s announcement of a 
multi-year agreement with Disney to develop a new Free-To-Play 
mobile Star Wars™ game brings an existing fandom as 
their audience. 

Zynga’s Background
At the time it incorporated in October 2007, Zynga had be-
come a dominant player in the online gaming field, almost 
entirely through the use of social media platforms. Located 
in San Francisco, the company was named by CEO Mark 
Pincus to pay tribute to his deceased beloved pet bulldog 
Zynga. Although this might have seemed whimsical, Zynga 
was actually a quite powerful company. Exemplifying 
Zynga’s prominence, Facebook was reported to have 
earned roughly 12 percent of its revenue from the opera-
tions of Zynga’s virtual merchandise sales.3

Zynga’s collection of games continued to expand, with 
more and more success stories emerging. A relative new-
comer to the market, its quick success was astonishing. 
However, Zynga’s impressive financials were possibly at risk 
because of what some considered questionable decision 
making. Many of Zynga’s competitors, and even some part-
ners, were displeased with the company’s actions and began 
to show it in the form of litigation. Agincourt, a plaintiff in 
a lawsuit brought against Zynga, stated, “Zynga’s remark-
able growth has not been driven by its own ingenuity. 
Rather it has been widely reported that Zynga’s business 
model is to copy creative ideas and game designs from 
other game developers and then use its market power to 
bulldoze the games’ originators.”4 If lawsuits and ethical is-
sues continued to arise for Zynga, its powerful bulldog 
could start looking more like a poodle. In January 2019, 
Zynga received $12 million related to the settlement of the 
derivative litigation case for insider trading against the di-
rectors of the online gaming company. 

The Products
With an abundance of software developers, the ability to 
create and distribute online games increases by the day, and 
the demand to play them is equally high. However, while 
many people find these online games fun and, better yet, 
therapeutic, others cannot understand the hype. The best 
way to understand the sudden infatuation is to view online 
gaming as simply a means of relaxation.

In the movies, at least, large executive offices are often 
shown with putting greens, dartboards, or even a bar full of 
alcoholic beverages. These amenities are all meant to serve 
the same purpose: to relieve stress during a hard day’s work. 
We have all been there and looked for a way to cope. How-
ever, few of us have the opportunity to use such things as 
putting greens to unwind at the workplace. And even if we 
did, how long could we afford to engage in such an activity 
before being pulled back to our desks?

* Developed by Engelson, Eric S., Eisner, Alan B., and Damaraju, Naga 
Lakshmi.
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