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PART SIX Cases in Strategic Management 393

SECTION A Corporate Governance: Executive Leadership

CASE 1 The Recalcitrant Director at Byte Products, Inc.: Corporate Legality versus
Corporate Responsibility 399
(Contributors: Dan R. Dalton, Richard A. Cosier, and Cathy A. Enz)

A plant location decision forces a confrontation between the board of directors and the CEO
regarding an issue in social responsibility and ethics.

CASE 2 The Wallace Group 405
(Contributor: Laurence J. Stybel)

Managers question the company’s strategic direction and how it is being managed by its founder and
CEO. Company growth has resulted not only in disorganization and confusion among employees, but
in poor overall performance. How should the board deal with the company’s founder?

SECTION B Business Ethics

CASE 3  Everyone Does It 415
(Contributors: Steven M. Cox and Shawana P. Johnson)

When Jim Willis, Marketing VP, learns that the launch date for the company’s new satellite will be late
by at least a year, he is told by the company’s president to continue using the earlier published date
for the launch. When Jim protests that the use of an incorrect date to market contracts is unethical,

he is told that spacecraft are never launched on time and that it is common industry practice to list
unrealistic launch dates. If a realistic date was used, no one would contract with the company.

CASE 4  The Audit 419
(Contributors: Gamewell D. Gantt, George A. Johnson, and John A. Kilpatrick)
A questionable accounting practice by the company being audited puts a new CPA in a difficult

position. Although the practice is clearly wrong, she is being pressured by her manager to ignore it
because it is common in the industry.

SECTION C Corporate Social Responsibility

CASE 5 Early Warning or False Sense of Security? Concussion Risk and the Case of the
Impact-Sensing Football Chinstrap 421

(Contributors: Clifton D. Petty, and Michael R. Shirley)

In 2009, Battle Sports Science, headquartered in Omaha, Nebraska, was built with a focus on

new “enhancing safety for athletes.” Specifically, the company wanted to protect young athletes who might
have suffered a concussion. Battle Sports Science attempted to gain market attention for its US$149.99
impact indicator (chin strap) through endorsements, and had enlisted a number of NFL players. The
company hoped to sell the device to sports programs (schools) as well as to individual players.



SECTION D International Issues in Strategic Management

CASE 6 A123 Systems: A New Lithium-Ion Battery System for Electric
and Hybrid Cars 425

(Contributor: Alan N. Hoffman)

In 2007, A123 was developing its hybrid electric vehicle business. A123 entered into a partnership
with Cobasys to introduce lithium-ion batteries into the automotive market. A123 also entered into an
agreement with GM to use their batteries in the Saturn Vue Plug-in Hybrid development program and
to co-develop a lithium-ion battery for the Chevrolet Volt. A123 faced cash flow shortages after its
2009 IPO and its ultimate survival was threatened by its diminishing funds for continued operations.

new

CASE 7  Guajilote Cooperativo Forestal, Honduras 441
(Contributors: Nathan Nebbe and J. David Hunger)

This forestry cooperative has the right to harvest, transport, and sell fallen mahogany trees in

La Muralla National Park of Honduras. Although the cooperative has been successful thus far, it is
facing some serious issues: low prices for its product, illegal logging, deforestation by poor farmers,
and possible world trade restrictions on the sale of mahogany.

SECTION E General Issues in Strategic Management

INDUSTRY ONE: INTERNET COMPANIES

CASE 8 Google Inc. (2010): The Future of the Internet Search Engine 447
(Contributor: Patricia A. Ryan)
Google, an online company that provides a reliable Internet search engine, was founded in 1998 and
soon replaced Yahoo as the market leader in Internet search engines. By 2010, Google was one of
the strongest brands in the world. Nevertheless, its growth by acquisition strategy was showing signs
of weakness. Its 2006 acquisition of YouTube had thus far not generated significant revenue growth.
Groupon, a shopping Web site, rebuffed Google’s acquisition attempt in 2010. Is it time for a strategic
change?

CASE 9 Amazon.com, Inc.: Retailing Giant to High-Tech Player? 461
(Contributor: Alan N. Hoffman)

In 2012, more than half of all Amazon sales came from computers, mobile devices including the
Kindle, Kindle Fire, and Kindle Touch, and other electronics, as well as general merchandise from
home and garden supplies to groceries, apparel, jewelry, health and beauty products, sports and

new outdoor equipment, tools, and auto and industrial supplies. Amazon was at a crossroads with regard
to its push into technology versus its general merchandise. Amazon also faced other challenges,
including those from state governments that wanted it to collect sales taxes so it would not adversely
compete against local businesses.

CASE 10  Blue Nile, Inc.: “Stuck in the Middle” of the Diamond Engagement
Ring Market 473

(Contributor: Alan N. Hoffman)

Blue Nile Inc. has developed into the largest online retailer of diamond engagement rings. Unlike
traditional jewelry retailers, Blue Nile operates completely store-front-free, without in-person
consultation services. The business conducts all sales online or by phone, and sales include both
engagement (70%) and non-engagement (30%) categories. Blue Nile’s vision is to educate its
customer base so customers can make an informed, confident decision no matter what event they
are celebrating. It wants to make the entire diamond-buying process easy and hassle-free.

new



INDUSTRY TWO: ENTERTAINMENT AND LEISURE

cAasE 11

new

CASE 12

new

CASE 13

CASE 14

new

Groupon Inc.: Daily Deal or Lasting Success? 489
(Contributors: Nick Falcone, Eric Halbruner, Ellie A. Fogarty, and Joyce Vincelette)

Groupon began as a local Chicago discount service and became a global phenomenon seemingly
overnight. It was a great idea. The company was the first of its kind and changed the way consumers
spend, shop, and think about discounts. But how could Groupon, based on such innovation and having
experienced such exceptional growth, be in such a precarious position? A wave of competition had
swelled, including the likes of technology giants and both general and niche daily deals services, all
replicating Groupon’s business model. How could Groupon compete against large companies and
their expansive resources?

Netflix Inc.: The 2011 Rebranding/Price Increase Debacle 509

(Contributor: Alan N. Hoffman)

On September 18, 2011, Netflix CEO and co-founder Reed Hastings announced on the Netflix blog
that the company was splitting its DVD delivery service from its online streaming service, rebranding
its DVD delivery service Qwikster, as a way to differentiate it from its online streaming service, and
creating a new Web site for it. Three weeks later, in response to customer outrage and confusion,
Hastings rescinded the decision to rebrand the DVD delivery service Qwikster and reintegrated it

into Netflix. Nevertheless, only five weeks after the initial split, Netflix acknowledged that it had lost
800,000 U.S. subscribers and expected to lose many more, thanks both to the Qwikster debacle and the
price hike the company had decided was necessary to cover increasing content costs.

Carnival Corporation & plc (2010) 521

(Contributors: Michael J. Keeffe, John K. Ross III, Sherry K. Ross, Bill J. Middlebrook,
and Thomas L. Wheelen)

With its “fun ship,” Carnival Cruises changed the way people think of ocean cruises. The cruise
became more important than the destination. Through acquisition, Carnival expanded its product line
to encompass an entire range of industry offerings. How can Carnival continue to grow in the industry
it now dominates?

Zynga, Inc. (2011): Whose Turn Is It? 541

(Contributors: Zachary Burkhalter, Daniel Zuller, Concetta Bagnato, Joyce Vincelette,
and Ellie A. Fogarty)

Zynga built its company around social gaming. This new type of gaming transformed the gaming
industry on multiple levels and across various platforms. Zynga originally built its games using the
Facebook platform and then capitalized on the company’s unique method of social networking to
capture audiences around the world. However, this strong reliance on Facebook and changes in
consumer gaming practices caused some concern among outside investors as to the future of Zynga.

INDUSTRY THREE: FOOD AND BEVERAGE

CASE 15

The Boston Beer Company: Brewers of Samuel Adams Boston Lager
(Mini Case) 561

(Contributor: Alan N. Hoffman)

The Boston Beer Company, founded in 1984 by Jim Koch, is viewed as pioneer in the American craft
beer revolution. Brewing over one million barrels of 25 different styles of beer, Boston Beer is the
sixth-largest brewer in the United States. Even though overall domestic beer sales declined 1.2% in
2010, sales of craft beer have increased 20% since 2002, with Boston Beer’s increasing 22% from
2007 to 2009. How can the company continue its rapid growth in a mature industry?



CASE 16

CASE 17

CASE 18

CASE 19

Panera Bread Company (2010): Still Rising Fortunes? 565

(Contributors: Joyce P. Vincelette and Ellie A. Fogarty)

Panera Bread is a successful bakery-café known for its quality soups and sandwiches. Even though
Panera’s revenues and net earnings have been rising rapidly, new unit expansion throughout North
America has fueled this growth. Will revenue growth stop once expansion slows? The retirement
of CEO Ronald Shaich, the master baker who created the “starter” for the company’s phenomenal
growth, is an opportunity to rethink Panera’s growth strategy.

Whole Foods Market (2010): How to Grow in an Increasingly

Competitive Market? (Mini Case) 589

(Contributors: Patricia Harasta and Alan N. Hoffman)

Whole Foods Market is the world’s leading retailer of natural and organic foods. The company
differentiates itself from competitors by focusing on innovation, quality, and service excellence,
allowing it to charge premium prices. Although the company dominates the natural/organic foods
category in North America, it is facing increasing competition from larger food retailers like Wal-
Mart, who are adding natural/organic foods to their offerings.

Burger King (Mini Case) 595

(Contributor: J. David Hunger)

Founded in Florida in 1953, Burger King has always trailed behind McDonald’s as the second-largest
Jast-food hamburger chain in the world. Although its total revenues dropped only slightly from 2009,
its 2010 profits dropped significantly, due to high expenses. Burger King’s purchase by an investment
group in 2010 was an opportunity to rethink the firm’s strategy.

Church & Dwight: Time to Rethink the Portfolio? 599

(Contributor: Roy A. Cook)

Church & Dwight, the maker of ARM & HAMMER Baking Soda, has used brand extension to
successfully market multiple consumer products based on sodium bicarbonate. Searching for a new
growth strategy, the firm turned to acquisitions. Can management successfully achieve a balancing act
based on finding growth through expanded uses of sodium bicarbonate while assimilating a divergent
group of consumer products into an expanding international footprint?

INDUSTRY FOUR: APPAREL

CASE 20

new

CASE 21

Under Armour 609

(Contributors: Ram Subramanian and Pradeep Gopalakrishna)

Under Armour’s footwear sales declined by 4.5% during the second quarter of 2009 and showed
a 16.6% decline in the first six months of 2010 compared to 2009. This was in contrast to its
performance apparel, the company’s core category, which saw a 32.2% uptick over 2009. Under
Armour had tremendous growth opportunities in the apparel category in China. However, CEO Kevin
Plank wanted Under Armour to be a leading player in the field of athletic footwear.

TOMS Shoes (Mini Case) 621

(Contributor: J. David Hunger)

Founded in 2006 by Blake Mycoskie, TOMS Shoes is an American footwear company based in Santa
Monica, California. Although TOMS Shoes is a for-profit business, its mission is more like that of a
not-for-profit organization. The firm’s reason for existence is to donate to children in need one new
pair of shoes for every pair of shoes sold. By 2010, the company had sold over one million pairs of
shoes. How should the company plan its future growth?



CASE 22

Best Buy Co. Inc. (2009): A Sustainable Customer-Centricity Model? 625
(Contributor: Alan N. Hoffman)

Best Buy, the largest consumer electronics retailer in the United States, operates 4000 stores in North
America, China, and Turkey. It distinguishes itself from competitors by deploying a differentiation
strategy based on superior service rather than low price. The recent recession has stressed its finances
and the quality of its customer service. How can Best Buy continue to have innovative products, top-
notch employees, and superior customer service while facing increased competition, operational costs,
and financial stress?

INDUSTRY FIVE: SPECIALTY RETAILING

CASE 23

CASE 24

CASE 25

SECTION F

INDUSTRY SIX:
CASE 26

new

CASE 27

new

Rosetta Stone Inc.: Changing the Way People Learn Languages 639
(Contributors: Christine B. Buenafe and Joyce P. Vincelette)

Rosetta Stone’s mission was to change the way people learn languages. The company blended
language learning with technology at a time when globalization connected more and more individuals
and institutions to each other. How should the company move forward? Would it be appropriate for
Rosetta Stone to offer products like audio books or services in order to increase market share? Which
international markets could provide the company with a successful future?

Dollar General Corporation: 2011 Growth Expansion Plans (Mini Case) 655
(Contributor: Kathryn E. Wheelen)

With annual revenues of US$12.7 billion and 9200 stores in 35 states, Dollar General is the largest
of the discount “dollar stores” in the United States. Although far smaller than its “big brothers”
Wal-Mart and Target, Dollar General has done very well during the recent economic recession. In
2011, it planned to open 625 new stores in three new states. Given that the company has a substantial
long-term debt, is this the right time to expand its operations?

iRobot: Finding the Right Market Mix? 661
(Contributor: Alan N. Hoffman)

Founded in 1990, iRobot was one of the first companies to introduce robotic technology into the
consumer market. Employing over 500 robotic professionals, the firm planned to lead the robotics
industry. Unfortunately, its largest revenue source, home care robots, is a luxury good and vulnerable
to recessions. Many of iRobot’s patents are due to expire by 2019. The firm is highly dependent upon
suppliers to make its consumer products and the U.S. government for its military sales. What is the
best strategy for its future success?

TRANSPORTATION

Tesla Motors, Inc.: The First U.S. Car Company IPO Since 1956 671
(Contributor: Alan N. Hoffman)

Tesla Motors was founded in 2004 to produce electric automobiles. Its first car, the Tesla Roadster,
sold for US$101,000. It could accelerate from 0 to 60 mph in 3.9 seconds, and cruise for 236 miles

on a single charge. In contrast to existing automakers, Tesla sold and serviced its cars through the
Internet and its own Tesla stores. With the goal of building a full line of electric vehicles, Tesla Motors
faces increasing competition from established automakers. How can Tesla Motors succeed in an
industry dominated by giant global competitors?

Delta Air Lines (2012): Navigating an Uncertain Environment 687
(Contributors: Alan N. Hoffman and J. David Hunger)

Delta used mergers and acquisitions (M &A ) successfully to solidify its strong position as a leader in
the airline industry. It has gone through five M&As since 1953, including the most recent acquisition
of Northwest Airlines (Northwest), which turned Delta into an airline with major operations in every
region of the world. The Northwest merger took a toll on Delta’s financial position, however, by
contributing to its high long-term debt.



In 2012, top management began cautiously exploring opportunities for entering new markets, routes,
and partnerships in order to boost market share. Management was also searching for ways to reduce
costs and expenses in an industry that was rapidly consolidating into fewer major national and
international players. Delta is considering purchasing from Conoco.

CASE 28 TomTom: New Competition Everywhere! 707
(Contributor: Alan N. Hoffman)

TomTom, an Amsterdam-based company that provides navigation services and devices, led the
navigation systems market in Europe and is second in popularity in the United States. However, the
company is facing increasing competition from other platforms using GPS technology, like cell phones
and Smartphones with built-in navigation functions. As its primary markets in the United States and
Europe mature, how can the company ensure its future growth and success?

SECTION G

INDUSTRY SEVEN: MANUFACTURING

CASE 29 General Electric, GE Capital, and the Financial Crisis of 2008: The Best of the
Worst in the Financial Sector? 721

(Contributor: Alan N. Hoffman)

The financial services industry was, by definition, volatile, and GE Capital was particularly hard

hit by the economic recession of 2008. With the credit markets illiquid and financial markets falling,
GE Capital found it was overexposed to commercial real estate and foreign residential mortgages.
At this point, GE’s parent corporation stepped in, began reorganizing GE Capital, and significantly
downsized the unit. GE Capital hoped to see continued sustainable earnings growth with growing
margins and lower portfolio risk, and to return money to investors and resume paying dividends to its
parent company

CASE 30 AB Electrolux: Challenging Times in the Appliance Industry 737
(Contributor: Alan N. Hoffman)

AB Electrolux is currently the world’s second-largest appliance maker, behind Whirlpool. Electrolux
has over 50,000 employees in more than 50 countries around the world. Its headquarters are in
Stockholm, Sweden.

As the social and demographic trends continue to evolve, so do the opportunities afforded to
Electrolux. The most significant demographic shift globally is the growing middle class in Asia, which
includes families with incomes between US$6000 and US$30,000. It is estimated that by 2020 there
newy will be one billion more people in the global middle class than there were in 2010. Correlated with
rising incomes worldwide, homeownership has also increased at a substantial rate, giving rise to
increased demand for consumer durables such as refrigerators, washing machines, and dishwashers.

new

INDUSTRY EIGHT: INFORMATION TECHNOLOGY

CASE 31 Apple Inc.: Performance in a Zero-Sum World Economy 749

(Contributors: Moustafa H. Abdelsamad, Hitesh (John) Adhia, David B. Croll, Bernard A.
Morin, Lawrence C. Pettit Jr., Kathryn E. Wheelen, Richard D. Wheelen, Thomas L.
Wheelen I, and Thomas L. Wheelen)

By the 1990s, Apple, the first company to mass-market a personal computer, had become a minor
player in an industry dominated by Microsoft. After being expelled from the company in 1985, founder
Steve Jobs returned as CEO in 1997 to reenergize the firm. The introduction of the iPod in 2001,
followed by the iPad, catapulted Apple back into the spotlight. However, in 2011 Jobs was forced to
take his third medical leave, leading to questions regarding his ability to lead Apple. How can Apple
continue its success? How dependent is the company on Steve Jobs?
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Dell Inc.: Changing the Business Model (Mini Case) 771
(Contributor: J. David Hunger)

Dell, once the largest PC vendor in the world, is now battling with Acer for second place in the global
PC market. Its chief advantages—direct marketing and power over suppliers—no longer provides

a competitive advantage. The industry’s focus has shifted from desktop PCs to mobile computing,
software, and technology services, areas of relative weakness for Dell. Is it time for Dell to change

its strategy?

Logitech (Mini Case) 777
(Contributor: Alan N. Hoffman)

Logitech, the world’s leading provider of computer peripherals, was on the forefront of mouse,
keyboard, and videoconferencing technology. By 2010, however, Logitech’s products were threatened
by new technologies, such as touchpads, that could replace both the mouse and keyboard. As the
peripherals market begins to disintegrate, Logitech is considering a change in strategy.

Daktronics (A): The U.S. Digital Signage Industry 2010 783
(Contributors: Joseph Kavanaugh, Joshua Warne, and Carol J. Cumber)

The billboard, sign, and outdoor advertising industry in the United States is almost as old as the
Colonies. Lighted billboards, roadside signs, neon lights, and other forms of display are part of our
everyday environment. The newest segment of the industry, digital signage, is driven by 2 1st-century
technologies in computers, peripherals, graphics, and new sources of light—liquid crystal display
(LCD), light-emitting diodes (LED), and others. Less than 20 years old, the digital segment (sales of
US$2.14 billion) was estimated to be 17.8% of the outdoor signage industry in 2008. This note reviews
the digital signage industry and explores the forces that are driving this emerging segment of the
advertising, messaging, and sign industry.
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Preface

Welcome to the 14th edition of Strategic Management and Business Policy! All of the
chapters have been updated, and most of the cases are new and different. We have added
several brand-new cases (Early Warning: Concussion Risk and the Case of the Impact
Sensing Chinstrap, A123, Amazon, Blue Nile, Groupon, Netflix, Zynga, Under Armour,
General Electric, AB Electrolux, Tesla Motors, Delta Airlines, and The U.S. Digital
Signage Industry Note) for a total of 13 new cases! Many of the cases are exclusive to this
edition! Although we still make a distinction between full-length and mini cases, we have
interwoven them throughout the book to better identify them with their industries.

This edition revamps the theme that runs throughout all 12 chapters. We utilize a three-
legged approach consisting of globalization, innovation, and sustainability. These three
strategic issues comprise the cornerstone that all organizations must build upon to push their
businesses forward. Each chapter incorporates specific vignettes about these three themes.
We continue to be the most comprehensive and practical strategy book on the market, with
chapters ranging from corporate governance and social responsibility to competitive strat-
egy, functional strategy, and strategic alliances.

FEATURES NEW TO THIS 14TH EDITION

For the first time in 30 years, the 14th edition has added two new authors to the text. Alan
Hoffman, a major contributor to the 13th edition, is a former textbook author and world-
renowned author of strategy business cases, and Chuck Bamford, who was a student of Tom
Wheelen and David Hunger back in 1980 at the University of Virginia (Mclntire School of
Commerce), has authored four other textbooks. They join J. David Hunger and bring a fresh
perspective to this extraordinarily well-researched and practically crafted text. In that vein,
this edition of the text has:

Vignettes on Sustainability (which is widely defined as Business Sustainability),
Globalization (which we view as an expectation of business), and Innovation (which is
the single most important element in achieving competitive advantage) appear in every
chapter of the text.

Every example, chapter opening, and story has been updated. This includes chapter
opening vignettes examining companies such as: Five Guys, RIM (BlackBerry), HP’s
Board of Directors, Tata Motors, Costco, and Pfizer among many others.

Resource-based analysis (Chapter 5) has been added to the toolbox of students’ under-
standing of competitive advantage.

Extensive additions have been made to the text on strategy research.

Current consulting practices have been added to the topics of strategy formulation and
strategy implementation.

Thirteen new full-length cases have been added:

Twelve new comprehensive cases and one new Industry Note have been added to support
the 13 popular full-length cases and 8 mini-cases carried forward from past editions. Thir-
teen of the cases in the 14th edition are brand new and one case is an updated favorite from



past editions. Of the 34 cases appearing in this book, 20 are exclusive and do not appear in
other books.

One of the new cases deals with corporate social responsibility issues (Early Warning:
Concussion Risk and the Case of the Impact Sensing Chinstrap).

Two of the new cases deal with international issues (A123, AB Electrolux).

Two of the new cases involve Internet companies (Amazon, Blue Nile).

Three of the new cases deal with Entertainment and Leisure (Groupon, Netflix,
and Zynga).

One new case deals with sports and apparel clothing (Under Armour).

One new Industry Note concerns digital signage. (Daktronics).

One new case concerns the financial crisis of 2008 (GE Capital).

Two new cases deal with transportation (Delta Airlines, Tesla Motors)

HOW THIS BOOK IS DIFFERENT FROM
OTHER STRATEGY TEXTBOOKS

This book contains a Strategic Management Model that runs through the first 11 chapters
and is made operational through the Strategic Audit, a complete case analysis methodology.
The Strategic Audit provides a professional framework for case analysis in terms of external
and internal factors and takes the student through the generation of strategic alternatives and
implementation programs.

To help the student synthesize the many factors in a complex strategy case, we devel-
oped three useful techniques:

The External Factor Analysis (EFAS) Table in Chapter 4
This reduces the external opportunities and threats to the 8 to 10 most important external
factors facing management.

The Internal Factor Analysis (IFAS) Table in Chapter 5
This reduces the internal strengths and weaknesses to the 8 to 10 most important internal
factors facing management.

The Strategic Factor Analysis Summary (SFAS) Matrix in Chapter 6

This condenses the 16 to 20 factors generated in the EFAS and IFAS tables into the 8 to
10 most important (strategic) factors facing the company. These strategic factors become
the basis for generating alternatives and act as a recommendation for the company’s
future direction.

Suggestions for case analysis are provided in Appendix 12.B (end of Chapter 12) and
contain step-by-step procedures on how to use a strategic audit in analyzing a case. This
appendix includes an example of a student-written strategic audit. Thousands of students
around the world have applied this methodology to case analysis with great success. The
Case Instructor’s Manual contains examples of student-written strategic audits for each of
the full-length comprehensive strategy cases.



FEATURES

This edition contains many of the same features and content that helped make previous
editions successful. Some of the features include the following:

A strategic management model
Cb’lS i1C concepts of Learning Objectives runs throughout the first 11 chapters
C
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Equal emphasis is placed on environmental scanning of the societal
environment as well as on the task environment. Topics include fore-
casting and Miles and Snow’s typology in addition to competitive
intelligence techniques and Porter’s industry analysis. (Chapter 4)

Core and distinctive competencies are examined within the
framework of the resource-based view of the firm. (Chapter 5)
Organizational analysis includes material on business models,
supply chain management, and corporate reputation. (Chapter 5)

Internal and external strategic factors are emphasized through the
use of specially designed EFAS, IFAS, and SFAS tables.
(Chapters 4, 5, and 6)

Functional strategies are examined in light of outsourcing.
(Chapter 8)

CHAPTER 9
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Two chapters deal with issues in strat-
egy implementation, such as orga-
nizational and job design, as well as
strategy-manager fit, action planning,
corporate culture, and international
strategic alliances. (Chapters 9 and 10)

A separate chapter on evaluation and
control explains the importance of
measurement and in-
centives to organiza-
tional performance.
(Chapter 11)
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Suggestions for in-depth case analysis provide a complete listing of financial ra-
tios, recommendations for oral and written analysis, and ideas for further research.

(Chapter 12)



PREFACE 27

The strategic audit worksheet is based on the
time-tested strategic audit and is designed to help stu-
dents organize and structure daily case preparation
in a brief period of time. The worksheet works
exceedingly well for checking the level of daily stu-
dent case preparation—especially for open class dis-
cussions of cases. (Chapter 12)

Strategic Audit Heading Comments
I Current Situation

‘A Past Corporate Performance Indexes

B. Strategic Posture:
Curtent Mission
Current Objectives
Current Strategies
Current Policies

SWOT Analysis Begins:

1L Corporate Governance

‘A Board of Directors.

B Top Management
T External Environment (EFAS):
Opportunities and Threats (SWOT)

‘A Natural Environment

B Socieal Envronment [ | |

C. Task Environment (Industry Analysis)

IV, Internal Environment (IFAS):
Strengths and Weaknesses (SWOT)

A Corporate Structure

B. Corporate Culture

C_ Corporate Resources
1. Marketing

Finance

Research and Development

Operations and Logistics

Human Resources.

Information Technology
V. Analysis of Strategic Factors (SFAS)
A Key Internal and External
Strategic Factors (SWOT)

B. Review of Mission and Objectives
'SWOT Analysis Ends. Recommendation Begins:
VI._Alternatives and Recommendations

‘A Strategic Altematives —pros and cons

B. Recommended Strategy
VIL Implementation
'VIIL Evaluation and Control

on pages 34-41. I ists the e book

headings

E: . L Wheelen and J. D. Hunger “Stvasic Audit Worksheet” Copsrighn © 1955, 1986, 1987, 1985, 1989,
2005, and 2009 by 1. L. Wheelen, Copyright © 1989, 2005, and 2009 by Wheelen and Hunger Associats. Revsed.
1991, 1994, and 1997.

Prenice Hall

End of Chapter SUMMARY

Every day, about 17 truckloads of used diesel engines and other parts are dumped at a re-
ceiving facility at Caterpillar’s g plant in Corinth, Mississippi. The filthy iron
engines are then broken down by two workers, who manually hammer and drill for half a day
until they have taken every bolt off the engine and put each component into its own bin. The
engines are then cleaned and remade at half of the cost of a new engine and sold for a tidy
profit. This system works at Caterpillar because, as a general rule, 70% of the cost to build
something new is in the materials and 30% is in the labor. Remanufacturing simply starts the
manufacturing process over again with materials that are essentially free and which already
contain most of the energy costs needed to make them. The would-be discards become fodder
for the next product, eliminating waste, and cutting costs. Caterpillar’s management was so
impressed by the remanufacturing operation that they made the business a separate division
in 2005. The unit earned more than USS$1 billion in sales in 2005 and in 2012 employed more
than 8500 workers in 16 countries.

Caterpillar’s remanufacturing unit was successful not only because of its capability of
wringing productivity out of materials and labor, but also because it designed its products for
reuse. Before they are built new, remanufactured products must be designed for disassembly.
In order to achieve this, Caterpillar asks its designers to check a “Reman” box on Caterpillar’s
product development checklist. The company also needs to know where its products are being
used in order to take them back—known as the art of reverse logistics. This is achieved by
Caterpillar’s excellent relationship with its dealers throughout the world, as well as through fi-
nancial incentives. For example, when a customer orders a crankshaft, that customer is offered
a remanufactured one for half the cost of a new one—assuming the customer turns in the old

An experiential exercise focusing on the
material covered in each chapter helps the
reader apply strategic concepts to an actual
situation.

A list of key terms and the pages
in which they are discussed let
the reader keep track of important
concepts as they are introduced in
each chapter.

End of Chapter SUMMARY

Strategy implementation is where “the rubber hits the road.” Environmental scanning and
strategy formulation are crucial to strategic management but are only the beginning of the
process. The failure to carry a strategic plan into the day-to-day operations of the workplace is
amajor reason why strategic planning often fails to achieve its objectives. It is discouraging to
note that in one study nearly 70% of the strategic plans were never successfully implemented.**

For a strategy to be successfully implemented, it must be made action-oriented. This is
done through a series of programs that are funded through specific budgets and contain new
detailed procedures. This is what Sergio M i did when he i a turnaround
strategy as the new Fiat Group CEO in 2004. He attacked the lethargic, bureaucratic system
by flattening Fiat’s structure and giving younger managers a larger amount of authority and
responsibility. He and other managers worked to reduce the number of auto platforms from
19 to six by 2012. The time from the completion of the design process to new car production
was cut from 26 to 18 months. By 2008, the Fiat auto unit was again profitable. Marchionne
reintroduced Fiat to the United States market in 2012 after a 27-year absence.*

This chapter explains how jobs and organizational units can be designed to support a
change in strategy. We will continue with staffing and directing issues in strategy implementa-
tion in the next chapter.

MyManagementLab®

Go to mymanagementlab.com to complete the problems marked with this icon. §.9
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budget (p. 251)

network structure (p. 262)

(p. 263)
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job design (p. 265)
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matrix structure (p. 260)
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(p. 266)

life cycle (p. 258)
procedure (p. 252)
product-group structure (p. 269)
program (p. 248)
reengincering(p. 263)

Six Sigma (p. 264)

stages of corporate development
(p. 255)

stages of international development
(p. 267)

strategy implementation (p. 246)

structure follows strategy (p. 253)

synergy (p. 252)

virtual organization (p. 262)



Learning objectives begin each chapter.

Timely, well-researched, and class-tested cases deal with interesting companies and
industries. Many of the cases are about well-known, publicly held corporations—ideal
subjects for further research by students wishing to “update” the cases.

Both the text and the cases have been class-tested in strategy courses and revised based
on feedback from students and instructors. The first 11 chapters are organized around a
strategic management model that begins each chapter and provides a structure for both con-
tent and case analysis. We emphasize those concepts that have proven to be most useful in
understanding strategic decision making and in conducting case analysis. Our goal was to
make the text as comprehensive as possible without getting bogged down in any one area.
Extensive endnote references are provided for those who wish to learn more about any par-
ticular topic. All cases are about actual organizations. The firms range in size from large,
established multinationals to small, entrepreneurial ventures, and cover a broad variety of
issues. As an aid to case analysis, we propose the strategic audit as an analytical technique.

SUPPLEMENTS

Instructor Resource Center

At www.pearsonglobaleditions.com/Wheelen, instructors can access teaching resources
available with this text in a downloadable, digital format. Registration is simple and gives you
immediate access to new titles and editions. Please contact your Pearson sales representative
for your access code. As a registered faculty member, you can download resource files and
receive immediate access and instructions for installing course management content on your
campus server. In case you ever need assistance, our dedicated technical support team is ready
to assist instructors with questions about the media supplements that accompany this text. Visit
http://247.pearsoned.com for answers to frequently asked questions and toll-free user
support phone numbers. The Instructor Resource Center provides the following electronic
resources.

Instructor’s Manuals

Two comprehensive Instructor’s Manuals have been carefully constructed to accompany this
book. The first one accompanies the concepts chapters; the second one accompanies the cases.

Concepts Instructor’s Manual
To aid in discussing the 12 strategy chapters, the Concepts Instructor’s Manual includes:

Suggestions for Teaching Strategic Management: These include various teaching meth-
ods and suggested course syllabi.

Chapter Notes: These include summaries of each chapter, suggested answers to discus-
sion questions, and suggestions for using end-of-chapter cases/exercises and part-ending
cases, plus additional discussion questions (with answers) and lecture modules.

Case Instructor’s Manual

To aid in case method teaching, the Case Instructor’s Manual includes detailed suggestions
for its use, teaching objectives, and examples of student analyses for each of the full-length
comprehensive cases. This is the most comprehensive instructor’s manual available in strategic
management. A standardized format is provided for each case:

1. Case Abstract
2. Case Issues and Subjects
3. Steps Covered in the Strategic Decision-Making Process



Case Objectives

Suggested Classroom Approaches

Discussion Questions

Case Author’s Teaching Note (if available)

Student-Written Strategic Audit (if appropriate)

EFAS, IFAS, and SFAS Exhibits

10. Financial Analysis—ratios and common-size income statements (if appropriate)

° XA Y

PowerPoint Slides

PowerPoint slides, provided in a comprehensive package of text outlines and figures corre-
sponding to the text, are designed to aid the educator and supplement in-class lectures.

Test Item File

The Test Item File contains over 1200 questions, including multiple-choice, true/false, and
essay questions. Each question is followed by the correct answer, AACSB category, and
difficulty rating.

TestGen

TestGen software is preloaded with all of the Test Item File questions. It allows instructors to
manually or randomly view test questions, and to add, delete, or modify test-bank questions
as needed to create multiple tests.

VIDEO LIBRARY

Videos illustrating the most important subject topics are available at:

MyLab — available for instructors and students, provides round the clock instant access to
videos and corresponding assessment and simulations for Pearson textbooks.

Contact your local Pearson representative to request access.

CourseSmart* eTextbooks Online

CourseSmart eTextbooks were developed for students looking to save the cost on required
or recommended textbooks. Students simply select their eText by title or author and pur-
chase immediate access to the content for the duration of the course using any major credit
card. With a CourseSmart eText, students can search for specific keywords or page numbers,
take notes online, print out reading assignments that incorporate lecture notes, and book-
mark important passages for later review. For more information or to purchase a CourseSmart
eTextbook, visit www.coursesmart.co.uk.
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After reading this chapter, you should be able to:

Understand the benefits of strategic
management

Identify some common triggering events
that act as stimuli for strategic change

Understand strategic decision-making
modes

Use the strategic audit as a method of an-
alyzing corporate functions and activities

Explain how globalization and environ-
mental sustainability influence strategic
management

Understand the basic model of strategic
management and its components

Ford—A Study in Strategic Planning

The 21st-century story of the power of strategic planning and
implementation for Ford Motor Company really starts in January 2006.

Ford announced a US$1.6 billion loss in North American operations and a continu-
ing loss of market share. Then CEO and grandson of the founder, William Clay (Bill) Ford
announced the “Way Forward”—a surprisingly clear strategy document to lead the company
back to profitability by 2008 and reduce costs by over US$6 billion by 2010. The entire docu-
ment was only 16 pages long and clearly laid out the way that Ford was going to change the
direction of the company. This was a corporate-level change document in the classic planning
mode of strategy.

For the next nine months, the company attempted to implement the plan, and the result
by the third quarter of 2006 was a staggering US$5.6 billion loss that would end up being a
loss of over US$12 billion before the year was out. Bill Ford and the Board of Directors realized
that they needed a CEO who could really implement the plan. Someone with an operations
approach and the willingness to make the tough decisions required by that plan. They tapped
Alan Mulally, the President and CEO of Boeing’s Commercial Airlines unit. He stated that "These
business results are clearly unacceptable. We are committed to dealing decisively with the fun-
damental business reality that customer demand is shifting to smaller, more efficient vehicles.”

Mulally immediately eliminated the Ford dividend which had been a staple of the
blue chip company for decades. He sold off Volvo, Aston-Martin, Jaguar, and Land
Rover to other companies and sold most of Ford’'s stock holdings in Mazda. He shut down
the historic Mercury line of vehicles and focused all of the company’s energy on two
vehicle lines: Ford and Lincoln. In what now looks even more brilliant than it did at the
time, he secured US$23.6 billion in lines of credit to help the company through the change.
It turned out to be prescient. When the other American automobile companies saw their
sales plummet in 2009, Ford was able to thrive. In fact, Ford was the only American auto
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company that didn't require a government bailout. If not for the bailout moneys
from the U.S. government, Ford may well have become the only American automaker
that remained.

The results speak for themselves. In early 2012, Ford announced that for the calendar
year of 2011 it earned US$20.2 billion in net income and US$8.8 billion in pre-tax profit,
which was the third year in a row it reported an increase in annual profits. Ford has
moved into the solid #2 spot for worldwide sales of vehicles and has reduced its total debt
position to less than US$13 billion. Mulally credits the results to a companywide focus on
a strategy that matters to customers.

SOURCES: R. Jones, “‘Way Forward’ for Ford Looking Long and Hard,” MSNBC (2011), http://www
.msnbc.msn.com/id/10988134/ns/business-autos/t/way-forward-ford-looking-long-hard/; “Ford Hits
Another Big Pothole,” BusinessWeek (October 23, 2006), http://www.businessweek.com/
stories/2006-10-23/ford-hits-another-big-potholebusinessweek-business-news-stock-market-and-
financial-advice; http:/media.ford.com/article_display.cfm?article_id=24203/; N. Vardy, “Ford: An
All American Success Story,” MSN Money (December 14, 2011), http:/money.msn.com/top-
stocks/post.aspx?post=f7a06d6b-9b5f-48fd-ac35-0a1d0747a582; http://topics.nytimes.com/top/news/
business/companies/ford_motor_company/index.html; http:/media.ford.com/article_display.cfm?article_
id=35878.

The Study of Strategic Management

Strategic management is a set of managerial decisions and actions that help determine the
long-term performance of an organization. It includes environmental scanning (both external
and internal), strategy formulation (strategic or long-range planning), strategy implementa-
tion, and evaluation and control. Originally called business policy, strategic management
has advanced substantially with the concentrated efforts of researchers and practitioners.
Today we recognize both a science and an art to the application of strategic management
techniques.

PHASES OF STRATEGIC MANAGEMENT

Many of the concepts and techniques that deal with strategic management have been
developed and used successfully by business corporations as large as General Electric and as
small as the newest startup. Over time, business practitioners and academic researchers have
expanded and refined these concepts. Initially, strategic management was of most use to large
corporations operating in multiple industries. Increasing risks of error, costly mistakes, and
even economic ruin are causing today’s professional managers in all organizations to take
strategic management seriously in order to keep their companies competitive in an increas-
ingly volatile environment.

As managers attempt to better deal with their changing world, a firm generally evolves
through the following four phases of strategic management:'

Phase 1—Basic financial planning: Managers initiate serious planning when they are
requested to propose the following year’s budget. Projects are proposed on the basis of
very little analysis, with most information coming from within the firm. The sales force
usually provides the small amount of environmental information. Such simplistic opera-
tional planning only pretends to be strategic management, yet it is quite time consuming.
Normal company activities are often suspended for weeks while managers try to cram
ideas into the proposed budget. The time horizon is usually one year.
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Phase 2—Forecast-based planning: As annual budgets become less useful at stimulating
long-term planning, managers attempt to propose five-year plans. At this point, they
consider projects that may take more than one year. In addition to internal information,
managers gather any available environmental data—usually on an ad hoc basis—and
extrapolate current trends five years into the future. This phase is also time consuming,
often involving a full month or more of managerial activity to make sure all the proposed
budgets fit together. The process gets very political as managers compete for larger shares
of limited funds. Seemingly endless meetings take place to evaluate proposals and justify
assumptions. The time horizon is usually three to five years.

Phase 3—Externally oriented (strategic) planning: Frustrated with highly political yet
ineffectual five-year plans, top management takes control of the planning process by
initiating strategic planning. The company seeks to increase its responsiveness to chang-
ing markets and competition by thinking strategically. Planning is taken out of the hands
of lower-level managers and concentrated in a planning staff whose task is to develop
strategic plans for the corporation. Consultants often provide the sophisticated and in-
novative techniques that the planning staff uses to gather information and forecast future
trends. Organizations start competitive intelligence units. Upper-level managers meet
once a year at a resort “retreat” led by key members of the planning staff to evaluate
and update the current strategic plan. Such top-down planning emphasizes formal strat-
egy formulation and leaves the implementation issues to lower-management levels. Top
management typically develops five-year plans with help from consultants but minimal
input from lower levels.

Phase 4—Strategic management: Realizing that even the best strategic plans are worth-
less without the input and commitment of lower-level managers, top management
forms planning groups of managers and key employees at many levels, from various
departments and workgroups. They develop and integrate a series of strategic plans
aimed at achieving the company’s primary objectives. Strategic plans at this point
detail the implementation, evaluation, and control issues. Rather than attempting to
perfectly forecast the future, the plans emphasize probable scenarios and contingency
strategies. The sophisticated annual five-year strategic plan is replaced with strategic
thinking at all levels of the organization throughout the year. Strategic information,
previously available only centrally to top management, is available virtually to people
throughout the organization. Instead of a large centralized planning staff, internal and
external planning consultants are available to help guide group strategy discussions.
Although top management may still initiate the strategic planning process, the result-
ing strategies may come from anywhere in the organization. Planning is typically
interactive across levels and is no longer strictly top down. People at all levels are now
involved.

General Electric, one of the pioneers of strategic planning, led the transition from strategic
planning to strategic management during the 1980s.? By the 1990s, most other corporations
around the world had also begun the conversion to strategic management.

STRATEGIC MANAGEMENT

Strategic management emphasizes long-term performance. Many companies can manage
short-term bursts of high performance, but only a few can sustain it over a longer period of
time. For example, of the original Fortune 500 companies listed in 1955, only 6 of the Top
25 in that original list are still in the Top 25 as of 2012 and 10 of the original companies are
no longer in business. To be successful in the long-run, companies must not only be able to
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execute current activities to satisfy an existing market, but they must also adapt those activities
to satisfy new and changing markets.’

Research reveals that organizations that engage in strategic management generally
outperform those that do not.* The attainment of an appropriate match, or “fit,” between an
organization’s environment and its strategy, structure, and processes has positive effects
on the organization’s performance.’ Strategic planning becomes increasingly important as
the environment becomes more unstable.® For example, studies of the impact of deregula-
tion on the U.S. railroad and trucking industries found that companies that changed their
strategies and structures as their environment changed outperformed companies that did
not change.’

A survey of nearly 50 corporations in a variety of countries and industries found the three
most highly rated benefits of strategic management to be:

A clearer sense of strategic vision for the firm.
A sharper focus on what is strategically important.

An improved understanding of a rapidly changing environment.®

A survey by McKinsey & Company of 800 executives found that formal strategic
planning processes improved overall satisfaction with strategy development.® To be effective,
however, strategic management need not always be a formal process. It can begin with a few
simple questions:

1. Where is the organization now? (Not where do we hope it is!)

2. If no changes are made, where will the organization be in one year? Two years? Five
years? Ten years? Are the answers acceptable?

3. If the answers are not acceptable, what specific actions should management undertake?
What are the risks and payoffs involved?

Although Bain & Company’s 2011 Management Tools and Trends survey of 1,230
global executives revealed that benchmarking had replaced strategic planning as the perennial
number one tool used by businesses, this was most likely a reaction to the global slowdown
of the past few years. Strategic planning was listed as second and was said to be particularly
effective at identifying new opportunities for growth and in ensuring that all managers have
the same goals.'” Other highly ranked strategic management tools were mission and vision
statements, core competencies, change management programs and balanced scorecards.'!
A study by Joyce, Nohria, and Roberson of 200 firms in 50 subindustries found that devising
and maintaining an engaged, focused strategy was the first of four essential management
practices that best differentiated between successful and unsuccessful companies.'? Based on
these and other studies, it can be concluded that strategic management is crucial for long-term
organizational success.

Research into the planning practices of companies in the oil industry concludes that
the real value of modern strategic planning is more in the strategic thinking and organi-
zational learning that is part of a future-oriented planning process than in any resulting
written strategic plan.'> Small companies, in particular, may plan informally and irregu-
larly. Nevertheless, studies of small- and medium-sized businesses reveal that the greater
the level of planning intensity, as measured by the presence of a formal strategic plan,
the greater the level of financial performance, especially when measured in terms of sales
increases.'

Planning the strategy of large, multidivisional corporations can be complex and time con-
suming. It often takes slightly more than a year for a large company to move from situation as-
sessment to a final decision agreement. For example, strategic plans in the global oil industry
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tend to cover 4 to 5 years. The planning horizon for oil exploration is even longer—up to
15 years."> Because of the relatively large number of people affected by a strategic decision
in a large firm, a formalized, more sophisticated system is needed to ensure that strategic
planning leads to successful performance. Otherwise, top management becomes isolated from
developments in the business units, and lower-level managers lose sight of the corporate mis-
sion and objectives.

Globalization, Innovation, and Sustainability: Challenges
to Strategic Management

Not too long ago, a business corporation could be successful by focusing only on making and
selling goods and services within its national boundaries. International considerations were
minimal. Profits earned from exporting products to foreign lands were considered frosting on
the cake, but not really essential to corporate success. During the 1960s, for example, most
U.S. companies organized themselves around a number of product divisions that made and
sold goods only in the United States. All manufacturing and sales outside the United States
were typically managed through one international division. An international assignment was
usually considered a message that the person was no longer promotable and should be looking
for another job.

For a very long time, many established companies viewed innovation as the domain
of the new entrant. The efficiencies that came with size were considered to be the com-
petitive advantage of the large organization. That view has been soundly defeated during
the past 30 years. The ability to create unique value and grow an organization organically
requires innovation skills. A strategic management approach suggests that if an organiza-
tion stands still, it will be run over by the competition. What was extraordinary last year is
the standard expectation of customers this year. We have watched many large corporations
succumb to the lack of innovation in their organization. Sears was the dominant retailer in
the United States for more 70 years. Today, it is struggling to find an approach that will give
it a competitive advantage. IBM was a company that dominated mainframe computing and
was fortunate enough to find a visionary CEO when the mainframe market was crushed by
the advent of the PC. That CEO (Louis V. Gerstner, Jr.) transformed the organization with
innovation that was cultural, structural, and painful for the company employees. Innovation
is rarely easy and it is almost never painless. Nonetheless, it is a core element of successful
strategic management.

Similarly, until the later part of the 20th century, a business firm could be very suc-
cessful without considering sustainable business practices. Companies dumped their waste
products in nearby streams or lakes and freely polluted the air with smoke containing nox-
ious gases. Responding to complaints, governments eventually passed laws restricting the
freedom to pollute the environment. Lawsuits forced companies to stop old practices. Nev-
ertheless, until the dawn of the 21st century, most executives considered pollution abatement
measures to be a cost of business that should be either minimized or avoided. Rather than
clean up a polluting manufacturing site, they often closed the plant and moved manufactur-
ing offshore to a developing nation with fewer environmental restrictions. Similarly, the
issues of recycling and refurbishing, as well as a company’s responsibility to both the local
inhabitants and the environment where it operated, were not considered appropriate business
approaches, because it was felt these concerns did not help maximize shareholder value.
In those days, the word sustainability was used to describe competitive advantage, not the
environment.
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Today, the term used to describe a business’s sustainability is the triple bottom line.
This phrase was first used by John Elkington in 1994 to suggest that companies prepare three
different bottom lines in their annual report.'®

1. Traditional Profit/Loss
2. People Account — The social responsibility of the organization

3. Planet Account — The environmental responsibility of the organization

This triple bottom line has become increasingly important to business today. Companies
seek LEED certification for their buildings and mold a reputation for being a business that is
friendly to the world. LEED (Leadership in Energy and Environmental Design) certification
is available for all structures and includes a number of levels depending upon the efforts made
to have a building be self-sustaining or to have as little impact (the smallest footprint) on the
environment as possible.'’

IMPACT OF GLOBALIZATION

Today, everything has changed. Globalization, the integrated internationalization of mar-
kets and corporations, has changed the way modern corporations do business. As Thomas
Friedman points out in The World Is Flat, jobs, knowledge, and capital are now able to
move across borders with far greater speed and far less friction than was possible only a
few years ago.'8

For example, the interconnected nature of the global financial community meant that the
mortgage lending problems of U.S. banks led to a global financial crisis that started in 2008
and impacted economies for years. The worldwide availability of the Internet and supply-
chain logistical improvements, such as containerized shipping, mean that companies can now
locate anywhere and work with multiple partners to serve any market. For companies seeking
a low-cost approach, the internationalization of business has been a new avenue for com-
petitive advantage. Nike and Reebok manufacture their athletic shoes in various countries
throughout Asia for sale on every continent. Many other companies in North America and
Western Europe are outsourcing their manufacturing, software development, or customer ser-
vice to companies in China, Eastern Europe, or India. English language proficiency, lower
wages in India, and large pools of talented software programmers now enable IBM to employ
an estimated 100,000 people in its global delivery centers in Bangalore, Delhi, or Kolkata to
serve the needs of clients in Atlanta, Munich, or Melbourne.'® Instead of using one interna-
tional division to manage everything outside the home country, large corporations are now
using matrix structures in which product units are interwoven with country or regional units.
Today, international assignments are considered key for anyone interested in reaching top
management.

As more industries become global, strategic management is becoming an increasingly
important way to keep track of international developments and position a company for long-
term competitive advantage. For example, General Electric moved a major research and
development lab for its medical systems division from Japan to China in order to learn more
about developing new products for developing economies. Microsoft’s largest research center
outside Redmond, Washington, is in Beijing.

The formation of regional trade associations and agreements, such as the European
Union, NAFTA, Mercosur, Andean Community, CAFTA, and ASEAN, is changing how
international business is being conducted. See the Global Issue feature to learn how regional
trade associations are forcing corporations to establish a manufacturing presence wherever
they wish to market goods or else face significant tariffs. These associations have led to the
increasing harmonization of standards so that products can more easily be sold and moved
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across national boundaries. International considerations have led to the strategic alliance
between British Airways and American Airlines and to the acquisition of the Anheuser-Busch
Companies by the Belgium company InBev, creating AB InBev, among others.

IMPACT OF INNOVATION

Innovation, as the term is used in business, is meant to describe new products, services,
methods and organizational approaches that allow the business to achieve extraordinary
returns. Innovation has become such an important part of business that Bloomberg Business-
week has a weekly section of articles on the topic. A 2012 survey of more than 160 CEOs
in the United States administered by consulting group PWC found that CEOs expected the
following areas of change in their innovation portfolios:*’

New Business Models—56%

New Products/Services—72%

Significant Changes to Existing Products/Services—57%

Cost Reductions for Existing Processes—6%

Innovation is the machine that generates business opportunities in the market; however,
it is the implementation of potential innovations that truly drives businesses to be remarkable.
While there is a value in being a first mover, there is also a tremendous value in being a second

_LOBAL 1ssue

. REGIONAL TRADE ASSOCIATIONS REPLACE

Formed as the European
Economic  Community in
1957, the European Union
(EU) is the most significant trade

association in the world. The goal of the
EU is the complete economic integration of its 27 member
countries so that goods made in one part of Europe can
move freely without ever stopping for a customs inspec-
tion. The EU includes Austria, Belgium, Bulgaria, Cyprus,
the Czech Republic, Denmark, Estonia, Finland, France,
Germany, Greece, Hungary, Ireland, ltaly, Latvia, Lithuania,
Luxembourg, Malta, the Netherlands, Poland, Portugal,
Romania, Slovakia, Slovenia, Spain, Sweden, and the
United Kingdom. Croatia is an acceding country and
Macedonia, Iceland, Montenegro, Serbia, and Turkey are
candidate countries in the process of applying. The EU is
less than half the size of the United States of America, but
has 50% more people. One currency, the euro, is being
used throughout the region (with the exception of the
United Kingdom) as members integrate their monetary
systems. The steady elimination of barriers to free trade is

...................................................

NATIONAL TRADE BARRIERS

providing the impetus for a series of mergers, acquisitions,
and joint ventures among business corporations. The re-
quirement of at least 60% local content to avoid tariffs has
forced many U.S. and Asian companies to abandon export-
ing in favor of having a strong local presence in Europe.

Canada, the United States, and Mexico are affiliated
economically under the North American Free Trade
Agreement (NAFTA). The goal of NAFTA is improved
trade among the three member countries rather than
complete economic integration. Launched in 1994, the
agreement required all three members to remove all tariffs
among themselves over 15 years, but they were allowed
to have their own tariff arrangements with nonmem-
ber countries. Cars and trucks must have 62.5% North
American content to qualify for duty-free status. Transpor-
tation restrictions and other regulations have been being
significantly reduced. A number of Asian and European
corporations, such as Sweden’s Electrolux, have built man-
ufacturing facilities in Mexico to take advantage of the
country’s lower wages and easy access to the entire North
American region.

...................................................
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or third mover with the right implementation. PC tablets had been developed and even sold al-
most two decades before the iPad stormed the market. Many people forget that Apple released
the Newton tablet back in 1992.>' Not only was the timing not right, but the product was not
promoted in a way that consumers felt a compelling need to buy one. Many elements have to
come together for an innovation to bring long-term success to a company.

IMPACT OF SUSTAINABILITY

Sustainability refers to the use of business practices to manage the triple bottom line as was
discussed earlier. That triple bottom line involves (1) the management of traditional profit/
loss; (2) the management of the company’s social responsibility; and (3) the management of
its environmental responsibility.

The company has a relatively obvious long-term responsibility to the shareholders of
the organization. That means that the company has to be able to thrive despite changes in the
industry, society, and the physical environment. This is the focus of much of this textbook and
the focus of strategy in business.

The company that pursues a sustainable approach to business has a responsibility to its
employees, its customers, and the community in which it operates. Companies that have em-
braced sustainable practices have seen dramatic increases in risk mitigation and innovation,
and an overall feeling of corporate social responsibility. A 2010 research study out of the
University of Notre Dame found that employees at companies who focused on business sus-
tainability report higher levels of engagement, high-quality connections, and more creative
involvement.? In fact, a Gallop research study found that these engaged organizations had
3.9 times the earnings per share (EPS) growth rates when compared to organizations with
lower engagement in the same industry.”

The company also has a responsibility to treat the environment well. This is usually
defined as trying to achieve (or approach) zero impact on the environment. Recycling, in-
creased use of renewable resources, reduction of waste, and refitting buildings to reduce their
impact on the environment, among many other techniques, are included in this element of the
triple bottom line. The most recognized worldwide standard for environmental efficiency is
the ISO 14001 designation. It is not a set of standards, but a framework of activities aimed at
effective environmental management.>*

South American countries are also working to harmonize their trading relationships with
each other and to form trade associations. The establishment of the Mercosur (Mercosul in
Portuguese) free-trade area among Argentina, Brazil, Uruguay, and Venezuela means that a
manufacturing presence within these countries is becoming essential to avoid tariffs for non-
member countries. Paraguay was an original member but is currently suspended following the
hasty impeachment of its President Fernando Lugo. The Andean Community (Comunidad
Andina de Naciones) is a free-trade alliance composed of Columbia, Ecuador, Peru, and
Bolivia. On May 23, 2008, the Union of South American Nations was formed to unite the two
existing free-trade areas with a secretariat in Ecuador and a parliament in Bolivia. It consists of
12 South American countries.

In 2004, the five Central American countries of El Salvador, Guatemala, Honduras,
Nicaragua, and Costa Rica, plus the United States, signed the Central American Free Trade
Agreement (CAFTA). The Dominican Republic joined soon thereafter. Previously, Central
American textile manufacturers had to pay import duties of 18%—-28% to sell their clothes in
the United States unless they bought their raw material from U.S. companies. Under CAFTA,
members can buy raw material from anywhere, and their exports are duty free. In addition,
CAFTA eliminated import duties on 80% of U.S. goods exported to the region, with ther-
emaining tariffs being phased out over 10 years.
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The Association of Southeast Asian Nations (ASEAN)—composed of Brunei
Darussalam, Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore,
Thailand, and Vietnam—is in the process of linking its members into a borderless eco-
nomic zone by 2020. Tariffs had been significantly reduced among member countries
by 2008 and a new agreement is expected by early 2013. Increasingly referred to as
ASEAN+3, ASEAN now includes China, Japan, and South Korea in its annual sum-
mit meetings. The ASEAN nations negotiated linkage of the ASEAN Free Trade Area
(AFTA) with the existing free-trade area of Australia and New Zealand. With the EU
extending eastward and NAFTA extending southward to someday connect with CAFTA
and the Union of South American Nations, pressure is building on the independent Asian
nations to join ASEAN.

Porter and Reinhardt warn that “in addition to understanding its emissions costs, every
firm needs to evaluate its vulnerability to climate-related effects such as regional shifts in the
availability of energy and water, the reliability of infrastructures and supply chains, and the
prevalence of infectious diseases.”” Swiss Re, the world’s second-largest reinsurer, estimated
that the overall economic costs of climate catastrophes related to climate change threatens to
double to US$150 billion per year by 2014. The insurance industry’s share of this loss would
be US$30-$40 billion annually.?

Although global warming remains a controversial topic, the best argument in favor of
working toward environmental sustainability is a variation of Pascal’s Wager on the existence
of God:

The same goes for global warming. If you accept it as reality, adapting your strategy and
practices, your plants will use less energy and emit fewer effluents. Your packaging will be
more biodegradable, and your new products will be able to capture any markets created by
severe weather effects. Yes, global warming might not be as damaging as some predict, and
you might have invested more than you needed, but it’s just as Pascal said: Given all the pos-
sible outcomes, the upside of being ready and prepared for a “fearsome event” surely beats
the alternative.””

Theories of Organizational Adaptation

Globalization, innovation, and sustainability present real challenges to the strategic manage-
ment of businesses. How can any one company keep track of all the changing technological,
economic, political-legal, and sociocultural trends around the world in order to make the nec-
essary adjustments? This is not an easy task. Various theories have been proposed to account
for how organizations obtain fit with their environment and how these approaches have been
used to varying degrees by researchers trying to understand firm performance. The theory of
population ecology suggests that once an organization is successfully established in a particu-
lar environmental niche, it is unable to adapt to changing conditions. Inertia prevents the orga-
nization from changing in any significant manner. The company is thus replaced (is bought out
or goes bankrupt) by other organizations more suited to the new environment. Although it is
a popular theory in sociology, research fails to support the arguments of population ecology.”®
Institution theory, in contrast, proposes that organizations can and do adapt to changing
conditions by imitating other successful organizations. To its credit, many examples can be
found of companies that have adapted to changing circumstances by imitating an admired
firm’s strategies and management techniques.”” The theory does not, however, explain how or
by whom successful new strategies are developed in the first place. The strategic choice per-
spective goes one step further by proposing that not only do organizations adapt to a changing
environment, but they also have the opportunity and power to reshape their environment. This
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perspective is supported by research indicating that the decisions of a firm’s management have
at least as great an impact on firm performance as overall industry factors.’*® Because of its
emphasis on managers making rational strategic decisions, the strategic choice perspective is
the dominant one taken in strategic management. Its argument that adaptation is a dynamic
process fits with the view of organizational learning theory, which says that an organization
adjusts defensively to a changing environment and uses knowledge offensively to improve
the fit between itself and its environment. This perspective expands the strategic choice per-
spective to include people at all levels becoming involved in providing input into strategic
decisions.’!

In agreement with the concepts of organizational learning theory, an increasing
number of companies are realizing that they must shift from a vertically organized, top-
down type of organization to a more horizontally managed, interactive organization.
They are attempting to adapt more quickly to changing conditions by becoming “learning
organizations.”

Creating a Learning Organization

Strategic management has now evolved to the point that its primary value is in helping an
organization operate successfully in a dynamic, complex environment. To be competitive
in dynamic environments, corporations are becoming less bureaucratic and more flexible.
In stable environments such as those that existed in years past, a competitive strategy
simply involved defining a competitive position and then defending it. As it takes less
and less time for one product or technology to replace another, companies are finding that
there is no such thing as a permanent competitive advantage. Many agree with Richard
D’ Aveni, who says in his book Hypercompetition that any sustainable competitive advan-
tage lies not in doggedly following a centrally managed five-year plan but in stringing
together a series of strategic short-term thrusts (as Apple does by cutting into the sales of
its own offerings with periodic introductions of new products).*? This means that corpora-
tions must develop strategic flexibility—the ability to shift from one dominant strategy
to another.*?

Strategic flexibility demands a long-term commitment to the development and nurturing
of critical resources. It also demands that the company become a learning organization—
an organization skilled at creating, acquiring, and transferring knowledge and at modifying
its behavior to reflect new knowledge and insights. Organizational learning is a critical
component of competitiveness in a dynamic environment. It is particularly important to in-
novation and new product development.>* Siemens, a major electronics company, created a
global knowledge-sharing network, called ShareNet, in order to quickly spread information
technology throughout the firm. Based on its experience with ShareNet, Siemens estab-
lished PeopleShareNet, a system that serves as a virtual expert marketplace for facilitating
the creation of cross-cultural teams composed of members with specific knowledge and
competencies.®

Learning organizations are skilled at four main activities:

Solving problems systematically

Experimenting with new approaches

Learning from their own experiences and past history as well as from the experiences of
others

Transferring knowledge quickly and efficiently throughout the organization®
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Business historian Alfred Chandler proposes that high-technology industries are defined
by “paths of learning” in which organizational strengths derive from learned capabilities.*’
According to Chandler, companies spring from an individual entrepreneur’s knowledge,
which then evolves into organizational knowledge. This organizational knowledge is com-
posed of three basic strengths: technical skills, mainly in research; functional knowledge,
such as production and marketing; and managerial expertise. This knowledge leads to new
businesses where the company can succeed and creates an entry barrier to new competitors.
Chandler points out that once a corporation has built its learning base to the point where it has
become a core company in its industry, entrepreneurial startups are rarely able to successfully
enter. Thus, organizational knowledge becomes a competitive advantage that is difficult to
understand and imitate.

Strategic management is essential for learning organizations to avoid stagnation through
continuous self-examination and experimentation. People at all levels, not just top manage-
ment, participate in strategic management—helping to scan the environment for critical
information, suggesting changes to strategies and programs to take advantage of environmen-
tal shifts, and working with others to continuously improve work methods, procedures, and
evaluation techniques. The Toyota production system is famous for empowering employees
to improve. If an employee spots a problem on the line, he/she pulls the andon cord, which
immediately starts a speedy diagnosis. The line continues if the problem can be solved within
one minute. If not, the production line is shut down until the problem is solved. At Toyota,
they learn from their mistakes as much as they learn from their successes. Improvements are
sent to all factories worldwide.*®

Organizations that are willing to experiment and are able to learn from their expe-
riences are more successful than those that are not.** This was seen in a study of U.S.
manufacturers of diagnostic imaging equipment, the most successful firms were those that
improved products sold in the United States by incorporating some of what they had learned
from their manufacturing and sales experiences in other nations. The less successful firms
used the foreign operations primarily as sales outlets, not as important sources of technical
knowledge.*’ Research also reveals that multidivisional corporations that establish ways to
transfer knowledge across divisions are more innovative than other diversified corporations
that do not."!

Basic Model of Strategic Management

Strategic management consists of four basic elements:

Environmental scanning
Strategy formulation
Strategy implementation

Evaluation and control

Figure 1-1 illustrates how these four elements interact; Figure 1-2 expands each of these
elements and serves as the model for this book. This model is both rational and prescriptive.
It is a planning model that presents what a corporation should do in terms of the strategic man-
agement process, not what any particular firm may actually do. The rational planning model
predicts that as environmental uncertainty increases, corporations that work more diligently
to analyze and predict more accurately the changing situation in which they operate will out-
perform those that do not. Empirical research studies support this model.** The terms used in
Figure 1-2 are explained in the following pages.
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ENVIRONMENTAL SCANNING

Environmental scanning is the monitoring, evaluating, and disseminating of informa-
tion from the external and internal environments to key people within the corporation. Its
purpose is to identify strategic factors—those external and internal elements that will
assist in the analysis in deciding the strategic decisions of the corporation. The simplest
way to conduct environmental scanning is through SWOT analysis. SWOT is an acronym
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FIGURE 1-3 Environmental Variables
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used to describe the particular Strengths, Weaknesses, Opportunities, and Threats that are
strategic factors for a specific company. The external environment consists of variables
(Opportunities and Threats) that are outside the organization and not typically within the
short-run control of top management. These variables form the context within which the
corporation exists. Figure 1-3 depicts key environmental variables. They may be general
forces and trends within the natural or societal environments or specific factors that operate
within an organization’s specific task environment—often called its industry. The analysis
techniques available for the examination of these environmental variables are the focus of
Chapter 4.

The internal environment of a corporation consists of variables (Strengths and Weak-
nesses) that are within the organization itself and are not usually within the short-run control
of top management. These variables form the context in which work is done. They include
the corporation’s structure, culture, and resources. Key strengths form a set of core compe-
tencies that the corporation can use to gain competitive advantage. While strategic manage-
ment is fundamentally concerned with strengths, weaknesses, opportunities, and threats, the
methods to analyze each has developed substantially in the past two decades. No longer do
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we simply list the SWOT variables and have employees try to populate the quadrants. Each
of the four is rich with processes and techniques that will allow for a robust and sophisticated
understanding of the company. This will be examined in detail beginning with Chapter 5 of
the text.

STRATEGY FORMULATION

Strategy formulation is the process of investigation, analysis, and decision making that pro-
vides the company with the criteria for attaining a competitive advantage. It includes defining
the competitive advantages of the business (Strategy), crafting the corporate mission, specify-
ing achievable objectives, and setting policy guidelines.

Mission: Stating Purpose

An organization’s mission is the purpose or reason for the organization’s existence. It an-
nounces what the company is providing to society—either a service such as consulting or a
product such as automobiles. A well-conceived mission statement defines the fundamental,
unique purpose that sets a company apart from other firms of its type and identifies the scope
or domain of the company’s operations in terms of products (including services) offered.
Research reveals that firms with mission statements containing explicit descriptions of cus-
tomers served and technologies used have significantly higher growth than firms without such
statements.*> A mission statement may also include the firm’s values and philosophy about
how it does business and treats its employees; however, that is usually better kept as a sepa-
rate document. It can put into words not only what the company is now but what it wants to
become—management’s strategic vision of the firm’s future. The mission statement promotes
a sense of shared expectations in employees and communicates a public image to important
stakeholder groups in the company’s task environment. Some people like to consider vision
and mission as two different concepts: Mission describes what the organization is now; vision
describes what the organization would like to become. We prefer to combine these ideas into
a single mission statement.**

A classic example is that etched in bronze at Newport News Shipbuilding, unchanged
since its founding in 1886:

We shall build good ships here—at a profit if we can—at a loss if we must—but always
good ships.®

A mission may be defined narrowly or broadly in scope. An example of a broad mis-
sion statement is that used by many corporations: “Serve the best interests of shareowners,
customers, and employees.” A broadly defined mission statement such as this keeps the
company from restricting itself to one field or product line, but it fails to clearly identify
either what it makes or which products/markets it plans to emphasize. Because this broad
statement is so general, a narrow mission statement, such as the preceding example by
Newport News Shipbuilding, is significantly more useful. A narrow mission very clearly
states the organization’s primary business and will limit the scope of the firm’s activities
in terms of the product or service offered, the technology used, and probably the market
served.

Objectives: Listing Expected Results

Objectives are the end results of planned activity. They should be stated as action verbs and
tell what is to be accomplished by when and quantified if possible. The achievement of cor-
porate objectives should result in the fulfillment of a corporation’s mission. In effect, this is
what society gives back to the corporation when the corporation does a good job of fulfilling
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its mission. Coca-Cola has set the standard of a focused, international company. In their new
Vision 2020 plan, they have laid out specific objectives including reducing the overall carbon
footprint of their business operations by 15% by 2020, as compared to the 2007 baseline,
and reducing the impact of their packaging by maximizing their use of renewable, reusable,
and recyclable resources to recover the equivalent of 100% of their packaging. This type of
focus has made Coca-Cola a perennial member of the Fortune 500, one of the Fortune 50
Most Admired Companies, one of Barron’s Most Respected Companies in the World and a
Diversity, Inc. Top 50 company. Over the past 10 years they have raised their dividend an
average of 9.8% per year and the company’s earnings per share have jumped 11.3% per year
over the past 5 years.*

The term goal is often used interchangeably with the term objective. In this book, we
prefer to differentiate the two terms. In contrast to an objective, we consider a goal as an
open-ended statement of what one wants to accomplish, with no quantification of what is to be
achieved and no time criteria for completion. For example, a simple statement of “increased
profitability” is thus a goal, not an objective, because it does not state how much profit the
firm wants to make the next year. A good objective should be action-oriented and begin with
the word 0. An example of an objective is “to increase the firm’s profitability in 2014 by 10%
over 2013.”

Some of the areas in which a corporation might establish its goals and objectives are:

Profitability (net profits)

Efficiency (low costs, etc.)

Growth (increase in total assets, sales, etc.)

Shareholder wealth (dividends plus stock price appreciation)
Utilization of resources (ROE or ROI)

Reputation (being considered a “top” firm)

Contributions to employees (employment security, wages, diversity)
Contributions to society (taxes paid, participation in charities, providing a needed product
or service)

Market leadership (market share)

Technological leadership (innovations, creativity)

Survival (avoiding bankruptcy)

Personal needs of top management (using the firm for personal purposes, such as provid-
ing jobs for relatives)

Strategy: Defining the Competitive Advantages

An organization must examine the external environment in order to determine who constitutes
the perfect customer for the business as it exists today, who the most direct competitors are
for that customer, what the company does that is necessary to compete and what the company
does that truly sets it apart from its competitors. These elements can be rephrased into the
strengths of the business, the understanding of its weaknesses relative to its competitors, what
opportunities would be most prudent, and what threats might affect the business’s primary
competitive advantages.

A strategy of a corporation forms a comprehensive master approach that states how
the corporation will achieve its mission and objectives. It maximizes competitive advantage
and minimizes competitive disadvantage. Pfizer, the giant drug company has embraced
the need for this type of approach. Faced with the rapid fall-off of its biggest blockbuster
drugs (patents expiring), Pfizer was faced with the question of how to generate the R&D to
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create new drugs. Historically, the company had relied upon its cadre of scientists, but this
changed in the past few years. Pfizer plans to have 50 drug development projects running
with university research centers by 2015. They opened their first one in 2010. This is the
crucial new ground from which they hope to replace such blockbusters as Lipitor, which
expects to see sales drop by more than 80% (from US$12 billion in 2012) when the patent
expired.*’

The typical business firm usually considers three types of strategy: corporate, business,
and functional.

1. Corporate strategy describes a company’s overall direction in terms of its general
attitude toward growth and the management of its various businesses and product lines.
Corporate strategies typically fit within the three main categories of stability, growth, and
retrenchment.

2. Business strategy usually occurs at the business unit or product level, and it empha-
sizes improvement of the competitive position of a corporation’s products or services
in the specific industry or market segment served by that business unit. Business
strategies may fit within the two overall categories: competitive and cooperative strat-
egies. For example, Staples, the U.S. office supply store chain, has used a competitive
strategy to differentiate its retail stores from its competitors by adding services to its
stores, such as copying, UPS shipping, and hiring mobile technicians who can fix
computers and install networks. British Airways has followed a cooperative strategy
by forming an alliance with American Airlines in order to provide global service.
Cooperative strategy may thus be used to provide a competitive advantage. Intel, a
manufacturer of computer microprocessors, uses its alliance (cooperative strategy)
with Microsoft to differentiate itself (competitive strategy) from AMD, its primary
competitor.

3. Functional strategy is the approach taken by a functional area to achieve corporate and
business unit objectives and strategies by maximizing resource productivity. It is con-
cerned with developing and nurturing a distinctive competence to provide a company
or business unit with a competitive advantage. Examples of research and development
(R&D) functional strategies are technological followership (imitation of the products
of other companies) and technological leadership (pioneering an innovation). For years,
Magic Chef had been a successful appliance maker by spending little on R&D but by
quickly imitating the innovations of other competitors. This helped the company keep
its costs lower than those of its competitors and consequently to compete with lower
prices. In terms of marketing functional strategies, Procter & Gamble (P&G) is a master
of marketing “pull”—the process of spending huge amounts on advertising in order to
create customer demand. This supports P&G’s competitive strategy of differentiating its
products from those of its competitors.

Business firms use all three types of strategy simultaneously. A hierarchy of strategy
is a grouping of strategy types by level in the organization. Hierarchy of strategy is a nest-
ing of one strategy within another so that they complement and support one another. (See
Figure 1-4.) Functional strategies support business strategies, which, in turn, support the
corporate strategy(ies).

Policies: Setting Guidelines

A policy is a broad guideline for decision making that links the formulation of a strategy
with its implementation. Companies use policies to make sure that employees throughout the
firm make decisions and take actions that support the corporation’s mission, objectives, and
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FIGURE 1-4
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strategies. For example, when Cisco decided on a strategy of growth through acquisitions,
it established a policy to consider only companies with no more than 75 employees, 75% of
whom were engineers.*® Consider the following company policies:

3M: 3M says researchers should spend 15% of their time working on something other
than their primary project. (This supports 3M’s strong product development strategy.)

Google: Google’s health care plan includes their onsite medical staff. Any employee who
feels ill at work can make an appointment with the doctor at the Googleplex. This sup-
ports the Google HRM functional strategy to support its employees.

General Electric: GE must be number one or two wherever it competes. (This supports
GE’s objective to be number one in market capitalization.)

Starbucks: All Starbucks employees are offered a Total Pay Package that includes a
401(k) savings plan, stock options, and an employee stock purchase plan. This goes
a long way toward their goal of having every employee feel like a partner in the
business.

Ryanair: Ryanair charges for everything a passenger might want or need on a flight. The
only thing you get with your ticket is the right to a seat on the plane (and that seat depends
upon how fast you can run to the plane).

Policies such as these provide clear guidance to managers throughout the organization.
(Strategy formulation is discussed in greater detail in Chapters 6, 7, and 8.)

STRATEGY IMPLEMENTATION

Strategy implementation is a process by which strategies and policies are put into action
through the development of programs, budgets, and procedures. This process might in-
volve changes within the overall culture, structure, and/or management system of the entire
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organization. Except when such drastic corporatewide changes are needed, however, the im-
plementation of strategy is typically conducted by middle- and lower-level managers, with
review by top management. Sometimes referred to as operational planning, strategy imple-
mentation often involves day-to-day decisions in resource allocation.

Programs and Tactics: Defining Actions

A program or a tactic is a statement of the activities or steps needed to support a strat-
egy. The terms are interchangeable. In practice, a program is a collection of tactics where
a tactic is the individual action taken by the organization as an element of the effort to
accomplish a plan. A program or tactic makes a strategy action-oriented. It may involve
restructuring the corporation, changing the company’s internal culture, or beginning a new
research effort. For example, Boeing’s strategy to regain industry leadership with its new
787 Dreamliner meant that the company had to increase its manufacturing efficiency in
order to keep the price low. To significantly cut costs, management decided to implement
a series of tactics:

Outsource approximately 70% of manufacturing.

Reduce final assembly time to three days (compared to 20 for its 737 plane) by having
suppliers build completed plane sections.

Use new, lightweight composite materials in place of aluminum to reduce inspection
time.

Resolve poor relations with labor unions caused by downsizing and outsourcing.

Another example is a set of programs or tactics used by automaker BMW to achieve its
objective of increasing production efficiency by 5% each year: (a) shorten new model devel-
opment time from 60 to 30 months, (b) reduce preproduction time from a year to no more than
5 months, and (c) build at least two vehicles in each plant so that production can shift among
models depending upon demand.

Budgets: Costing Programs

A budget is a statement of a corporation’s programs in terms of dollars. Used in planning
and control, a budget lists the detailed cost of each program. Many corporations demand
a certain percentage return on investment, often called a “hurdle rate,” before manage-
ment will approve a new program. This is done so that the new program has the potential
to significantly add to the corporation’s profit performance and thus build shareholder
value. The budget thus not only serves as a detailed plan of the new strategy in action, it
also specifies through pro forma financial statements the expected impact on the firm’s
financial future.

A company that has really invested in the future is Atlantic Gulf & Pacific Company
(AG&P) based in the Philippines. The company makes modular units for large construction
projects (e.g., power plants) and sees modular building to be the wave of the future as skilled
labor costs go up. In the past year, it has expanded its facility from 450,000 square meters to
over 1.5 million square meters in anticipation of future work flow. The CEO expects to invest
another US$250 million into the business by the end of 2013.%

Procedures: Detailing Activities

Procedures, sometimes termed Standard Operating Procedures (SOP), are a system of
sequential steps or techniques that describe in detail how a particular task or job is to be done.
They typically detail the various activities that must be carried out in order to complete the
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corporation’s program. For example, when the home improvement retailer Home Depot noted
that sales were lagging because its stores were full of clogged aisles, long checkout times, and
too few salespeople, management changed its procedures for restocking shelves and pricing
the products. Instead of requiring its employees to do these activities at the same time they
were working with customers, management moved these activities to when the stores were
closed at night. Employees were then able to focus on increasing customer sales during the
day. Both UPS and FedEx put such an emphasis on consistent, quality service that both com-
panies have strict rules for employee behavior, ranging from how a driver dresses to how keys
are held when approaching a customer’s door. (Strategy implementation is discussed in more
detail in Chapters 9 and 10.)

EVALUATION AND CONTROL

Evaluation and control is a process in which corporate activities and performance results
are monitored so that actual performance can be compared with desired performance. Manag-
ers at all levels use the resulting information to take corrective action and resolve problems.
Although evaluation and control is the final major element of strategic management, it can
also pinpoint weaknesses in previously implemented strategic plans and thus stimulates the
entire process to begin again.

Performance is the end result of activities.”® It includes the actual outcomes of the
strategic management process. The practice of strategic management is justified in terms of its
ability to improve an organization’s performance, typically measured in terms of profits and
return on investment. For evaluation and control to be effective, managers must obtain clear,
prompt, and unbiased information from the people below them in the corporation’s hierarchy.
Using this information, managers compare what is actually happening with what was origi-
nally planned in the formulation stage.

Starbucks had created a mystique around the enjoyment of coffee. Carefully designed
stores and an experience that encouraged people to stay and chat had built Starbucks into
a powerhouse. In 2000, Howard Schultz (Founder and CEO) stepped down from active
management of the business. In 2005, Jim Donald took over as CEO and drove the com-
pany toward efficiency and diversification. The company went from an American success
story to one with a 97% drop in net income and same store sales in the negative territory.
Despite a well-known e-mail from Schultz to Donald in 2007 encouraging him to return to
core elements of the business, things did not improve, and in January 2008 Schultz replaced
Donald as CEO. In February 2008, all 7,100+ Starbucks in North America shut their doors
for a three-hour video conference with Schultz so they could reset the Starbucks experi-
ence. The turnaround at Starbucks has been a remarkable story of regaining the cache they
almost lost.”!

The evaluation and control of performance completes the strategic management model.
Based on performance results, management may need to make adjustments in its strategy
formulation, in implementation, or in both. (Evaluation and control is discussed in more detail
in Chapter 11.)

FEEDBACK/LEARNING PROCESS

Note that the strategic management model depicted in Figure 1-2 includes a feedback/learning
process. Arrows are drawn coming out of each part of the model and taking information to each
of the previous parts of the model. As a firm or business unit develops strategies, programs,
and the like, it often must go back to revise or correct decisions made earlier in the process.
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For example, poor performance (as measured in evaluation and control) usually indicates that
something has gone wrong with either strategy formulation or implementation. It could also
mean that a key variable, such as a new competitor, was ignored during environmental scanning
and assessment. In the case of Starbucks, the recession had hit and the mantra in the country had
become, “‘save money, don’t buy Starbucks.” The business was built on an image as the comfort-
able place away from home, but had trended toward a fast-food operation. Schultz eliminated
hot sandwiches which were filing the place with the smell of burnt cheese instead of coffee.
Starbucks needed to reassess the environment and find a better way to profitably apply its core
competencies.

Initiation of Strategy: Triggering Events

After much research, Henry Mintzberg discovered that strategy formulation is typically not a
regular, continuous process: “It is most often an irregular, discontinuous process, proceeding in
fits and starts. There are periods of stability in strategy development, but also there are periods of
flux, of groping, of piecemeal change, and of global change.”> This view of strategy formulation
as an irregular process can be explained by the very human tendency to continue on a particular
course of action until something goes wrong or a person is forced to question his or her actions.
This period of strategic drift may result from inertia on the part of the organization, or it may
reflect management’s belief that the current strategy is still appropriate and needs only some
fine-tuning.

Most large organizations tend to follow a particular strategic orientation for a period of
years (often 15-20 years) before making a significant change in direction.® This phenom-
enon, called punctuated equilibrium, describes corporations as evolving through relatively
long periods of stability (equilibrium periods) punctuated by relatively short bursts of funda-
mental change (revolutionary periods).>* After this rather long period of fine-tuning an exist-
ing strategy, some sort of shock to the system is needed to motivate management to seriously
reassess the corporation’s situation.

A triggering event is something that acts as a stimulus for a change in strategy. Some
possible triggering events are:>

New CEO: By asking a series of embarrassing questions, a new CEO cuts through the
veil of complacency and forces people to question the very reason for the corporation’s
existence.

External intervention: A firm’s bank suddenly refuses to approve a new loan or sud-
denly demands payment in full on an old one. A key customer complains about a serious
product defect.

Threat of a change in ownership: Another firm may initiate a takeover by buying a
company’s common stock.

Performance gap: A performance gap exists when performance does not meet
expectations. Sales and profits either are no longer increasing or may even be
falling.

Strategic inflection point: Coined by Andy Grove, past-CEO of Intel Corporation, a
strategic inflection point is what happens to a business when a major change takes place
due to the introduction of new technologies, a different regulatory environment, a change
in customers’ values, or a change in what customers prefer.’
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Strategic Decision Making

The distinguishing characteristic of strategic management is its emphasis on strategic decision
making. As organizations grow larger and more complex, with more uncertain environments,
decisions become increasingly complicated and difficult to make. In agreement with the stra-
tegic choice perspective mentioned earlier, this book proposes a strategic decision-making
framework that can help people make these decisions regardless of their level and function in
the corporation.

WHAT MAKES A DECISION STRATEGIC

Unlike many other decisions, strategic decisions deal with the long-term future of an entire
organization and have three characteristics:

1. Rare: Strategic decisions are unusual and typically have no precedent to follow.

2. Consequential: Strategic decisions commit substantial resources and demand a great
deal of commitment from people at all levels.

3. Directive: Strategic decisions set precedents for lesser decisions and future actions
throughout an organization.’

One example of a strategic decision with all of these characteristics was that made
by Genentech, a biotechnology company that had been founded in 1976 to produce
protein-based drugs from cloned genes. After building sales to US$9 billion and prof-
its to US$2 billion in 2006, the company’s sales growth slowed and its stock price
dropped in 2007. The company’s products were reaching maturity with few new ones
in the pipeline. To regain revenue growth, management decided to target autoimmune
diseases, such as multiple sclerosis, rheumatoid arthritis, lupus, and 80 other ailments
for which there was no known lasting treatment. This was an enormous opportunity, but also
a very large risk for the company. Existing drugs in this area either weren’t effective
for many patients or caused side effects that were worse than the disease. Competition
from companies like Amgen and Novartis were already vying for leadership in this area.
A number of Genentech’s first attempts in the area had failed to do well against the
competition.

The strategic decision to commit resources to this new area was based on a report
from a British physician that Genentech’s cancer drug Rituxan eased the agony of rheu-
matoid arthritis in five of his patients. CEO Arthur Levinson was so impressed with this
report that he immediately informed Genentech’s board of directors. He urged them to
support a full research program for Rituxan in autoimmune disease. With the board’s
blessing, Levinson launched a program to study the drug as a treatment for rheumatoid
arthritis, MS, and lupus. The company deployed a third of its 1,000 researchers to pursue
new drugs to fight autoimmune diseases. In 2006, Rituxan was approved to treat rheuma-
toid arthritis and captured 10% of the market. By 2012, Rituxan had sales of more than
US$3 billion. The research mandate was to consider ideas others might overlook. This
has led to a series of FDA-approved drugs for breast cancer and vision loss. “There’s this
tremendous herd instinct out there,” said Levinson. “That’s a great opportunity, because
often the crowd is wrong.”>®
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MINTZBERG'S MODES OF STRATEGIC DECISION MAKING

Some strategic decisions are made in a flash by one person (often an entrepreneur or a power-
ful chief executive officer) who has a brilliant insight and is quickly able to convince others
to adopt his or her idea. Other strategic decisions seem to develop out of a series of small
incremental choices that over time push an organization more in one direction than another.
According to Henry Mintzberg, the three most typical approaches, or modes, of strategic deci-
sion making are entrepreneurial, adaptive, and planning (a fourth mode, logical incremental-
ism, was added later by Quinn):*’

Entrepreneurial mode: Strategy is made by one powerful individual. The focus is on
opportunities; problems are secondary. Strategy is guided by the founder’s own vision of
direction and is exemplified by large, bold decisions. The dominant goal is growth of the
corporation. Amazon.com, founded by Jeff Bezos, is an example of this mode of strategic
decision making. The company reflected Bezos’ vision of using the Internet to market
books and more. Although Amazon’s clear growth strategy was certainly an advantage of
the entrepreneurial mode, Bezos’ eccentric management style made it difficult to retain
senior executives.*

Adaptive mode: Sometimes referred to as “muddling through,” this decision-making
mode is characterized by reactive solutions to existing problems, rather than a proactive
search for new opportunities. Much bargaining goes on concerning priorities of objec-
tives. Strategy is fragmented and is developed to move a corporation forward incremen-
tally. This mode is typical of most universities, many large hospitals, a large number of
governmental agencies, and a surprising number of large corporations. Encyclopadia
Britannica Inc. operated successfully for many years in this mode, but it continued to
rely on the door-to-door selling of its prestigious books long after dual-career couples
made that marketing approach obsolete. Only after it was acquired in 1996 did the com-
pany change its door-to-door sales to television advertising and Internet marketing. The
company now charges libraries and individual subscribers for complete access via its
Web site and has apps for the iPad and iPhone that cost users US$70. In May 2012, the
company stopped producing the bound set of encyclopedias that had been in print for
over 244 years.®!

Planning mode: This decision-making mode involves the systematic gathering of ap-
propriate information for situation analysis, the generation of feasible alternative strate-
gies, and the rational selection of the most appropriate strategy. It includes both the
proactive search for new opportunities and the reactive solution of existing problems.
IBM under CEO Louis Gerstner is an example of the planning mode. When Gerstner
accepted the position of CEO in 1993, he realized that IBM was in serious difficulty.
Mainframe computers, the company’s primary product line, were suffering a rapid de-
cline both in sales and market share. One of Gerstner’s first actions was to convene a
two-day meeting on corporate strategy with senior executives. An in-depth analysis of
IBM’s product lines revealed that the only part of the company that was growing was
services, but it was a relatively small segment and not very profitable. Rather than focus-
ing on making and selling its own computer hardware, IBM made the strategic decision
to invest in services that integrated information technology. IBM thus decided to pro-
vide a complete set of services from building systems to defining architecture to actually
running and managing the computers for the customer—regardless of who made the
products. Because it was no longer important that the company be completely verti-
cally integrated, it sold off its DRAM, disk-drive, and laptop computer businesses and
exited software application development. Since making this strategic decision in 1993,
80% of IBM’s revenue growth has come from services. Most of this is chronicled in an
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outstanding business practices book written by Gerstner himself entitled “Who Says
Elephants Can’t Dance.” It should be one of the top reads for anyone really interested in
this topic.®

Logical incrementalism: A fourth decision-making mode can be viewed as a syn-
thesis of the planning, adaptive, and, to a lesser extent, the entrepreneurial modes. In
this mode, top management has a reasonably clear idea of the corporation’s mission
and objectives, but, in its development of strategies, it chooses to use “an interactive
process in which the organization probes the future, experiments, and learns from a
series of partial (incremental) commitments rather than through global formulations
of total strategies.”®® Thus, although the mission and objectives are set, the strategy is
allowed to emerge out of debate, discussion, and experimentation. This approach ap-
pears to be useful when the environment is changing rapidly and when it is important
to build consensus and develop needed resources before committing an entire corpo-
ration to a specific strategy. In his analysis of the petroleum industry, Grant described
strategic planning in this industry as “planned emergence.” Corporate headquarters
established the mission and objectives but allowed the business units to propose strat-
egies to achieve them.*

STRATEGIC DECISION-MAKING PROCESS: AID TO BETTER DECISIONS

Good arguments can be made for using either the entrepreneurial or adaptive modes (or logical
incrementalism) in certain situations.®> This book proposes, however, that in most situations
the planning mode, which includes the basic elements of the strategic management process,
is a more rational and thus better way of making strategic decisions. Research indicates that
the planning mode is not only more analytical and less political than are the other modes, but
it is also more appropriate for dealing with complex, changing environments.®® We therefore
propose the following eight-step strategic decision-making process to improve the making
of strategic decisions (see Figure 1-5):

1. Evaluate current performance results in terms of (a) return on investment, profitability,
and so forth, and (b) the current mission, objectives, strategies, and policies.

2. Review corporate governance—that is, the performance of the firm’s board of directors
and top management.

3. Scan and assess the external environment to determine the strategic factors that pose
Opportunities and Threats.

4. Scan and assess the internal corporate environment to determine the strategic factors
that are Strengths (especially core competencies) and Weaknesses.

5. Analyze strategic factors to (a) pinpoint problem areas and (b) review and revise the
corporate mission and objectives, as necessary.

6. Generate, evaluate, and select the best alternative strategy in light of the analysis
conducted in step 5.

7. Implement selected strategies via programs, budgets, and procedures.
8. Evaluate implemented strategies via feedback systems, and the control of activities to
ensure their minimum deviation from plans.

This rational approach to strategic decision making has been used successfully by cor-
porations such as Warner-Lambert, Target, General Electric, IBM, Avon Products, Bechtel
Group Inc., and Taisei Corporation.
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The Strategic Audit: Aid to Strategic Decision Making

One effective means of putting the strategic decision-making process into action is through
a technique known as the strategic audit. A strategic audit provides a checklist of questions,
by area or issue, that enables a systematic analysis to be made of various corporate functions
and activities. (See Appendix 1.A at the end of this chapter.) Note that the numbered primary
headings in the audit are the same as the numbered blocks in the strategic decision-making
process in Figure 1-5. Beginning with an evaluation of current performance, the audit con-
tinues with environmental scanning, strategy formulation, and strategy implementation, and it
concludes with evaluation and control. A strategic audit is a type of management audit and is
extremely useful as a diagnostic tool to pinpoint corporatewide problem areas and to highlight
organizational strengths and weaknesses.®” A strategic audit can help determine why a certain
area is creating problems for a corporation and help generate solutions to the problem.

A strategic audit is not an all-inclusive list, but it presents many of the critical questions
needed for a detailed strategic analysis of any business corporation. Some questions or even
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some areas might be inappropriate for a particular company; in other cases, the questions may
be insufficient for a complete analysis. However, each question in a particular area of a strate-
gic audit can be broken down into an additional series of subquestions. An analyst can develop
these subquestions when they are needed for a complete strategic analysis of a company.

End of Chapter SUMMARY

Strategy scholars Donald Hambrick and James Fredrickson propose that a good strategy has
five elements, providing answers to five questions:

1. Arenas: Where will we be active?

Vehicles: How will we get there?

Differentiators: How will we win in the marketplace?
Staging: What will be our speed and sequence of moves?

wokh W

Economic logic: How will we obtain our returns?%®

This chapter introduces you to a well-accepted model of strategic management (Figure 1-2)
in which environmental scanning leads to strategy formulation, strategy implementation, and
evaluation and control. It further shows how that model can be put into action through the strategic
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decision-making process (Figure 1-5) and a strategic audit (Appendix 1.A). As pointed out by
Hambrick and Fredrickson, “strategy consists of an integrated set of choices.”® The questions
“Where will we be active?”” and “How will we get there?” are dealt with by a company’s mission,
objectives, and corporate strategy. The question “How will we win in the marketplace?” is the
concern of business strategy. The question “What will be our speed and sequence of moves?” is
answered not only by business strategy and tactics but also by functional strategy and by imple-
mented programs, budgets, and procedures. The question “How will we obtain our returns?” is
the primary emphasis of the evaluation and control element of the strategic management model.
Each of these questions and topics will be dealt with in greater detail in the chapters to come.
Welcome to the study of strategic management!
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STRATEGIC PRACTICE EXERCISES

Advanced economies are emerging from the worst financial
recessions in modern times. Many developed nations have
implemented austerity measures to adjust the deficit caused
by massive spending during the years of cheap and available
credit facilities. New industrial policies are also implemented
at national and regional levels to police banks and financial in-
stitutions as measures of avoiding further economic problems
in the future. The austerity measures and policy changes have
forced industries and business practices to change. How do
you think these act as strategic change stimuli?
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APPENDIX

SOURCE: T. L. Wheelen and J. D. Hunger, Strategic Audit of a Corporation, Copyright © 1982 and 2005 by Wheelen
and Hunger Associates. Thomas L. Wheelen, “A Strategic Audit,” paper presented to Society for Advancement of
Management (SAM). Presented by J. D. Hunger and T. L. Wheelen in “The Strategic Audit: An Integrative Approach
to Teaching Business Policy,” Academy of Management (August 1983). Published in “Using the Strategic Audit,”

I. Current Situation

A. Current Performance

How did the corporation perform in the past year overall in terms of return on investment,
market share, and profitability?

B. Strategic Posture

What are the corporation’s current mission, objectives, strategies, and policies?

1.
2.
3.

Are they clearly stated, or are they merely implied from performance?

Mission: What business(es) is the corporation in? Why?

Objectives: What are the corporate, business, and functional objectives? Are they
consistent with each other, with the mission, and with the internal and external
environments?

Strategies: What strategy or mix of strategies is the corporation following? Are they

consistent with each other, with the mission and objectives, and with the internal and
external environments?

Policies: What are the corporation’s policies? Are they consistent with each other, with
the mission, objectives, and strategies, and with the internal and external environments?

Do the current mission, objectives, strategies, and policies reflect the corporation’s
international operations, whether global or multidomestic?

II. Corporate Governance

A. Board of Directors

1.
2.
3.

Who is on the board? Are they internal (employees) or external members?

Do they own significant shares of stock?

Is the stock privately held or publicly traded? Are there different classes of stock with
different voting rights?

What do the board members contribute to the corporation in terms of knowledge, skills,
background, and connections? If the corporation has international operations, do board
members have international experience? Are board members concerned with environ-
mental sustainability?

by T. L. Wheelen and J. D. Hunger in SAM Advanced Management Journal (Winter 1987), pp. 4-12. Reprinted by
permission of the copyright holders. Revised 1988, 1994, 1997, 2000, 2002, 2004, 2005, 2009, and 2013.
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5. How long have the board members served on the board?

6. What is their level of involvement in strategic management? Do they merely rubber-
stamp top management’s proposals or do they actively participate and suggest future
directions? Do they evaluate management’s proposals in terms of environmental
sustainability?

B. Top Management
1. What person or group constitutes top management?

2. What are top management’s chief characteristics in terms of knowledge, skills, back-
ground, and style? If the corporation has international operations, does top management
have international experience? Are executives from acquired companies considered
part of the top management team?

3. Has top management been responsible for the corporation’s performance over the past
few years? How many managers have been in their current position for less than three
years? Were they promoted internally or externally hired?

4. Has top management established a systematic approach to strategic management?
5. What is top management’s level of involvement in the strategic management process?

6. How well does top management interact with lower-level managers and with the board
of directors?

7. Are strategic decisions made ethically in a socially responsible manner?
8. Are strategic decisions made in an environmentally sustainable manner?
9. Do top executives own significant amounts of stock in the corporation?

10. Is top management sufficiently skilled to cope with likely future challenges?

II1. External Environment:
Opportunities and Threats (SWOT)

A. Natural Physical Environment: Sustainability Issues

1. What forces from the natural physical environmental are currently affecting the
corporation and the industries in which it competes? Which present current or future
threats? Opportunities?

a. Climate, including global temperature, sea level, and fresh water availability
b. Weather-related events, such as severe storms, floods, and droughts
c. Solar phenomena, such as sunspots and solar wind

2. Do these forces have different effects in other regions of the world?

B. Societal Environment

1. What general environmental forces are currently affecting both the corporation and the
industries in which it competes? Which present current or future threats? Opportunities?
a. Economic
b. Technological
c. Political-legal
d. Sociocultural

2. Are these forces different in other regions of the world?

C. Task Environment

1. What forces drive industry competition? Are these forces the same globally or do they
vary from country to country? Rate each force as high, medium, or low.
a. Threat of new entrants
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Bargaining power of buyers

Threat of substitute products or services

Bargaining power of suppliers

Rivalry among competing firms

Relative power of unions, governments, special interest groups, etc.

-0 /a0 o

What key factors in the immediate environment (that is, customers, competitors,
suppliers, creditors, labor unions, governments, trade associations, interest groups,
local communities, and shareholders) are currently affecting the corporation? Which
are current or future threats? Opportunities?

D. Summary of External Factors
(List in the EFAS Table 4-5, p. 155)

Which of these forces and factors are the most important to the corporation and to the
industries in which it competes at the present time? Which will be important in the future?

IV. Internal Environment:
Strengths and Weaknesses (SWOT)

A. Corporate Structure

1.

How is the corporation structured at present?

a. Is the decision-making authority centralized around one group or decentralized to
many units?

b. Is the corporation organized on the basis of functions, projects, geography, or some
combination of these?

Is the structure clearly understood by everyone in the corporation?

3. Is the present structure consistent with current corporate objectives, strategies, policies,

4.

and programs, as well as with the firm’s international operations?

In what ways does this structure compare with those of similar corporations?

B. Corporate Culture

1.

Is there a well-defined or emerging culture composed of shared beliefs, expectations,
and values?

Is the culture consistent with the current objectives, strategies, policies, and programs?

3. What is the culture’s position on environmental sustainability?

4. What is the culture’s position on other important issues facing the corporation (that

is, on productivity, quality of performance, adaptability to changing conditions, and
internationalization)?

5. Is the culture compatible with the employees’ diversity of backgrounds?

Does the company take into consideration the values of the culture of each nation in
which the firm operates?

C. Corporate Resources

1.

Marketing
a. What are the corporation’s current marketing objectives, strategies, policies, and
programs?
i. Are they clearly stated or merely implied from performance and/or budgets?
ii. Are they consistent with the corporation’s mission, objectives, strategies, and
policies and with internal and external environments?



e.
f.

g.

CHAPTER 1 Basic Concepts of Strategic Management m

How well is the corporation performing in terms of analysis of market position and
marketing mix (that is, product, price, place, and promotion) in both domestic and
international markets? How dependent is the corporation on a few customers? How
big is its market? Where is it gaining or losing market share? What percentage of
sales comes from developed versus developing regions? Where are current products
in the product life cycle?

i. What trends emerge from this analysis?

ii. What impact have these trends had on past performance and how might these

trends affect future performance?
iii. Does this analysis support the corporation’s past and pending strategic
decisions?

iv. Does marketing provide the company with a competitive advantage?
How well does the corporation’s marketing performance compare with that of simi-
lar corporations?
Are marketing managers using accepted marketing concepts and techniques to
evaluate and improve product performance? (Consider product life cycle, market
segmentation, market research, and product portfolios.)
Does marketing adjust to the conditions in each country in which it operates?
Does marketing consider environmental sustainability when making decisions?
What is the role of the marketing manager in the strategic management process?

2. Finance

a.

f.
g.

What are the corporation’s current financial objectives, strategies, and policies and
programs?
i. Are they clearly stated or merely implied from performance and/or budgets?
ii. Are they consistent with the corporation’s mission, objectives, strategies, and
policies and with internal and external environments?

. How well is the corporation performing in terms of financial analysis? (Consider

ratio analysis, common size statements, and capitalization structure.) How balanced,
in terms of cash flow, is the company’s portfolio of products and businesses? What
are investor expectations in terms of share price?
i. What trends emerge from this analysis?
ii. Are there any significant differences when statements are calculated in constant
versus reported dollars?
iii. What impact have these trends had on past performance and how might these
trends affect future performance?
iv. Does this analysis support the corporation’s past and pending strategic
decisions?
v. Does finance provide the company with a competitive advantage?

. How well does the corporation’s financial performance compare with that of simi-

lar corporations?

Are financial managers using accepted financial concepts and techniques to evalu-
ate and improve current corporate and divisional performance? (Consider financial
leverage, capital budgeting, ratio analysis, and managing foreign currencies.)

. Does finance adjust to the conditions in each country in which the company

operates?
Does finance cope with global financial issues?
What is the role of the financial manager in the strategic management process?

3. Research and Development (R&D)

a.

What are the corporation’s current R&D objectives, strategies, policies, and
programs?
i. Are they clearly stated or merely implied from performance or budgets?
ii. Are they consistent with the corporation’s mission, objectives, strategies and
policies, and with internal and external environments?
iii. What is the role of technology in corporate performance?
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iv. Is the mix of basic, applied, and engineering research appropriate given the
corporate mission and strategies?
v. Does R&D provide the company with a competitive advantage?
What return is the corporation receiving from its investment in R&D?
Is the corporation competent in technology transfer? Does it use concurrent engi-
neering and cross-functional work teams in product and process design?

d. What role does technological discontinuity play in the company’s products?

g.

h.

How well does the corporation’s investment in R&D compare with the invest-
ments of similar corporations? How much R&D is being outsourced? Is the cor-
poration using value-chain alliances appropriately for innovation and competitive
advantage?

Does R&D adjust to the conditions in each country in which the company operates?
Does R&D consider environmental sustainability in product development and
packaging?

What is the role of the R&D manager in the strategic management process?

4. Operations and Logistics

a.

b.

What are the corporation’s current manufacturing/service objectives, strategies,
policies, and programs?

i. Are they clearly stated or merely implied from performance or budgets?

ii. Are they consistent with the corporation’s mission, objectives, strategies, and
policies and with internal and external environments?

What are the type and extent of operations capabilities of the corporation? How
much is done domestically versus internationally? Is the amount of outsourcing
appropriate to be competitive? Is purchasing being handled appropriately? Are sup-
pliers and distributors operating in an environmentally sustainable manner? Which
products have the highest and lowest profit margins?

i. If the corporation is product-oriented, consider plant facilities, type of manu-
facturing system (continuous mass production, intermittent job shop, or flex-
ible manufacturing), age and type of equipment, degree and role of automation
and/or robots, plant capacities and utilization, productivity ratings, and avail-
ability and type of transportation.

ii. If the corporation is service-oriented, consider service facilities (hospital, the-
ater, or school buildings), type of operations systems (continuous service over
time to the same clientele or intermittent service over time to varied clientele),
age and type of supporting equipment, degree and role of automation and use of
mass communication devices (diagnostic machinery, video machines), facility
capacities and utilization rates, efficiency ratings of professional and service
personnel, and availability and type of transportation to bring service staff and
clientele together.

Are manufacturing or service facilities vulnerable to natural disasters, local or na-
tional strikes, reduction or limitation of resources from suppliers, substantial cost
increases of materials, or nationalization by governments?

Is there an appropriate mix of people and machines (in manufacturing firms) or of
support staff to professionals (in service firms)?

How well does the corporation perform relative to the competition? Is it balancing
inventory costs (warehousing) with logistical costs (just-in-time)? Consider costs
per unit of labor, material, and overhead; downtime; inventory control management
and scheduling of service staff; production ratings; facility utilization percentages;
and number of clients successfully treated by category (if service firm) or percentage
of orders shipped on time (if product firm).

i. What trends emerge from this analysis?

ii. What impact have these trends had on past performance and how might these
trends affect future performance?

iii. Does this analysis support the corporation’s past and pending strategic
decisions?

iv. Does operations provide the company with a competitive advantage?
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f. Are operations managers using appropriate concepts and techniques to evaluate and
improve current performance? Consider cost systems, quality control and reliabil-
ity systems, inventory control management, personnel scheduling, TQM, learning
curves, safety programs, and engineering programs that can improve efficiency of
manufacturing or of service.

g. Do operations adjust to the conditions in each country in which it has facilities?

h. Do operations consider environmental sustainability when making decisions?

i. What is the role of the operations manager in the strategic management process?

5. Human Resources Management (HRM)

a. What are the corporation’s current HRM objectives, strategies, policies, and
programs?

i. Are they clearly stated or merely implied from performance and/or budgets?
ii. Are they consistent with the corporation’s mission, objectives, strategies, and
policies and with internal and external environments?

b. How well is the corporation’s HRM performing in terms of improving the fit be-
tween the individual employee and the job? Consider turnover, grievances, strikes,
layoffs, employee training, and quality of work life.

i. What trends emerge from this analysis?
ii. What impact have these trends had on past performance and how might these
trends affect future performance?
iii. Does this analysis support the corporation’s past and pending strategic
decisions?
iv. Does HRM provide the company with a competitive advantage?

c. How does this corporation’s HRM performance compare with that of similar
corporations?

d. Are HRM managers using appropriate concepts and techniques to evaluate and
improve corporate performance? Consider the job analysis program, performance
appraisal system, up-to-date job descriptions, training and development programs,
attitude surveys, job design programs, quality of relationships with unions, and use
of autonomous work teams.

e. How well is the company managing the diversity of its workforce? What is the
company’s record on human rights? Does the company monitor the human rights
record of key suppliers and distributors?

f. Does HRM adjust to the conditions in each country in which the company operates?
Does the company have a code of conduct for HRM for itself and key suppliers in
developing nations? Are employees receiving international assignments to prepare
them for managerial positions?

g. What is the role of outsourcing in HRM planning?

h. What is the role of the HRM manager in the strategic management process?

6. Information Technology (IT)
a. What are the corporation’s current IT objectives, strategies, policies, and programs?
i. Are they clearly stated or merely implied from performance and/or budgets?
ii. Are they consistent with the corporation’s mission, objectives, strategies, and
policies and with internal and external environments?

b. How well is the corporation’s IT performing in terms of providing a useful data-
base, automating routine clerical operations, assisting managers in making routine
decisions, and providing information necessary for strategic decisions?

i. What trends emerge from this analysis?
ii. What impact have these trends had on past performance and how might these
trends affect future performance?
iii. Does this analysis support the corporation’s past and pending strategic
decisions?
iv. Does IT provide the company with a competitive advantage?
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c. How does this corporation’s IT performance and stage of development compare
with that of similar corporations? Is it appropriately using the Internet, intranet, and
extranets?

d. Are IT managers using appropriate concepts and techniques to evaluate and im-
prove corporate performance? Do they know how to build and manage a complex
database, establish Web sites with firewalls and virus protection, conduct system
analyses, and implement interactive decision-support systems?

e. Does the company have a global IT and Internet presence? Does it have difficulty
with getting data across national boundaries?

f. What is the role of the IT manager in the strategic management process?

D. Summary of Internal Factors
(List in the IFAS Table 5-2, p. 188)
Which of these factors are core competencies? Which, if any, are distinctive competen-
cies? Which of these factors are the most important to the corporation and to the industries
in which it competes at the present time? Which might be important in the future? Which
functions or activities are candidates for outsourcing?

V. Analysis of Strategic Factors (SWOT)

A. Situational Analysis
(List in SFAS Matrix, Figure 6-1, pp. 200-201)

Of the external (EFAS) and internal (IFAS) factors listed in III.D and IV.D, which are the
strategic (most important) factors that strongly affect the corporation’s present and future
performance?

B. Review of Mission and Objectives

1. Are the current mission and objectives appropriate in light of the key strategic factors
and problems?

2. Should the mission and objectives be changed? If so, how?

3. If they are changed, what will be the effects on the firm?

VI. Strategic Alternatives and
Recommended Strategy

A. Strategic Alternatives

1. Can the current or revised objectives be met through more careful implementation of
those strategies presently in use (for example, fine-tuning the strategies)?

2. What are the major feasible alternative strategies available to the corporation? What
are the pros and cons of each? Can corporate scenarios be developed and agreed on?
(Alternatives must fit the natural physical environment, societal environment, industry,
and corporation for the next three to five years.)

a. Consider stability, growth, and retrenchment as corporate strategies.

b. Consider cost leadership and differentiation as business strategies.

c. Consider any functional strategic alternatives that might be needed for reinforce-
ment of an important corporate or business strategic alternative.
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B. Recommended Strategy

1. Specity which of the strategic alternatives you are recommending for the corporate,
business, and functional levels of the corporation. Do you recommend different busi-
ness or functional strategies for different units of the corporation?

2. Justify your recommendation in terms of its ability to resolve both long- and short-term
problems and effectively deal with the strategic factors.

3. What policies should be developed or revised to guide effective implementation?

4. What is the impact of your recommended strategy on the company’s core and distinc-
tive competencies?

VII. Implementation

A. What Kinds of Programs or Tactics (for Example, Restruc-
turing the Corporation or Instituting TQM) Should Be
Developed to Implement the Recommended Strategy?

1. Who should develop these programs/tactics?
2. Who should be in charge of these programs/tactics?

B. Are the Programs/Tactics Financially Feasible? Can
Pro Forma Budgets Be Developed and Agreed On?
Are Priorities and Timetables Appropriate to Individual
Programs/Tactics?

C. Will New Standard Operating Procedures Need
to Be Developed?

VIII. Evaluation and Control

A. Is the Current Information System Capable of Providing
Sufficient Feedback on Implementation Activities and
Performance? Can It Measure Strategic Factors?

1. Can performance results be pinpointed by area, unit, project, or function?
2. Is the information timely?

3. Is the corporation using benchmarking to evaluate its functions and activities?

B. Are Adequate Control Measures in Place to Ensure
Conformance with the Recommended Strategic Plan?
1. Are appropriate standards and measures being used?

2. Are reward systems capable of recognizing and rewarding good performance?



74

CHAPTER

corporate
Governance

Evaluation
and Control:

Strategy

Strategy
Implementation:

Formulation:

Environmental
Scanning:

Monitoring
Performance

Developing
Long-range Plans

Putting Strategy
into Action

Gathering
Information

External ‘ Mission ) —1

Natural Reasonfor  gpiactives
Environment: existence | ; I
Resources and W

hat :
climate e Strategies —1

. accomplish
Societal by whe|:l Plan to

Environment: achievethe  Policies ﬁ

General forces mission &
objectives Broad Programs

Task guidelines and Tactics
Environment: for decision ol

Industry analysis making Activities Budgets ’_1

needed to
accomplish
aplan Cost of the

Internal TS Proceduresi ﬁ

a Sequence
Structure: it Performance )

Chain of command needed to
Culture: do the job Actual results

Beliefs, expectations,
values

Resources:
Assets, skills,
competencies,

knowledge

Feedback/Learning: Make corrections as needed

MyManagementLab®
& Improve Your Grade!

Over 10 million students improved their results using the Pearson MyLabs.Visit mymanagementlab.com
for simulations, tutorials, and end-of-chapter problems.



After reading this chapter, you should be able to:

Describe the role and responsibilities of the Discuss trends in corporate governance
board of directors in corporate governance Explain how executive leadership is
Understand how the composition of a an important part of strategic

board can affect its operation management

Describe the impact of the Sarbanes—Oxley
Act on corporate governance in the
United States

Disarray with the HP Board of Directors

Sometimes an activist or even catalyst board does more harm than good.
This has certainly been the case at Hewlett-Packard Company, the Palo Alto
pioneer in technology.

Lewis Platt was only the fourth CEO in the history of the company, and like his pre-
decessor (John A. Young), he was a long-time engineering employee of the company. Under
his leadership, the company prospered as it had through most of its 50-year history up to that
point. With the support of the board, he spun off the Medical Instruments division and made
tentative moves toward the new information age, but was slow to recognize the importance
of the Internet.

In 1999, along with the board of directors, he decided to look outside the company for the
first time and try to hire a visible, passionate leader for the staid engineering-oriented firm.
On July 19, 1999, HP announced that Carly Fiorina would be the new CEO, making her the first
woman to head a DOW 30 company. Fiorina made her name at Lucent Technologies where
she was President of a company that made a remarkable turnaround in the face of the huge
changes in technology of the day.

Some of the same board members that hired her then turned against her in one of the most
public proxy battles of our times when she announced a US$25 billion merger with Compaq
Computer Company in September 2001. Walter Hewlett and Lewis Platt openly opposed the
merger. The plan to move HP into an innovation machine in the Internet age was now moving
to put most of its resources in a low-margin, shrinking PC manufacturing business. Wall Street
hated the idea. HP stock lost 18% of its value on the day the merger was announced and many
analysts in the industry thought this was a bad move. Fiorina forced the merger forward with

the support of the majority of the board of directors.
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On February 22, 2002, the HP Board of Directors sent a very public and stinging letter
of criticism against Hewlett to all of its shareholders. Hewlett responded by taking out
ads in major newspapers opposing the acquisition. In the end, the merger was approved,
but by only a scant 3% majority.

The history of acquisitions is not a good one. Very few bring real value to the companies
that are the acquirer. The bigger the acquisition, the more likely this is the case. Such was the
fate of HP. By the end of 2004, the board was fed up with Carly Fiorina’s inability to move
the new, huge HP forward. The board began meeting in private without their high-profile
CEO. On February 6, 2005, the board met with Fiorina at Chicago’s O'Hare Hyatt Hotel and
expressed their frustration with her leadership and her unwillingness to work with the board
of directors on the future of the company. The next day they asked her to resign.

Believing that it was a failure of execution, the board moved to hire someone with
strict operating credentials. The result was Mark Hurd, the 25-year veteran CEO at NCR
Corporation. Hurd roared into the company, eliminating 15,000+ jobs, cutting R&D, and
attempting to automate consulting services. A leak of information discussed at a board of
directors strategy meeting in late 2005 led then-Board Chairman Patricia Dunn and CEO
Mark Hurd to initiate an investigation of fellow board members. Using detectives who
posed as reporters, they obtained phone records of those people on the board that they
suspected, and the spying scandal exploded into the open.

Dunn was fired from her board seat in 2006 and Newsweek magazine put her on the
cover with the title “The Boss Who Spied on Her Board.” Mark Hurd escaped any serious
repercussions from the scandal and announced a new, very strict code of conduct for the
corporation.

By all accounts, Mark Hurd was successful at turning the company around and was
listed as one of the best CEOs in 2009. However, another scandal broke, with Hurd being
accused of sexual harassment with an HP marketing consultant. While the board found
that he did not actually violate the company’s sexual-harassment policies, they did find
that he submitted inaccurate expense reports intended to conceal the relationship. He
was forced to resign in August 2010 by a powerful but small group of directors.

In the wake of the Hurd resignation, there was a major board shakeup. Four directors
involved in forcing the Hurd resignation resigned their board seats and five new board
members were named. In November, 2010, the board named Leo Apotheker as the new
CEO. He was the former head of Global Field Operations at SAP, and would remain the
company'’s CEO for little more than 10 months.

Apotheker’s move to push forward the HP TouchPad tablet was a commercial failure
at the same time that HP phones were taking a beating in the market. In a stunning an-
nouncement in September 2011, he stated that HP would exit the PC business entirely. HP
was the leader in PC sales both within the United States and globally. The outrage was
immediate and overwhelming. The company reversed position two weeks later, but the
board was appalled at his lack of leadership. After firing Apotheker, the board named
one of its own members, former eBay CEO Meg Whitman to run the company.
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One of the most important responsibilities that a board of directors has is to effec-
tively recruit and work with management that will lead the business. The CEO revolving
door at HP has cost the company more than US$83 million in severance pay for CEOs
that the board no longer wants to run the company. CNN Money reported in 2012 that
“Before Apotheker ever came to HP, the company was known for its fractious board.
Individual directors would cycle in and out, yet somehow the group seemed constantly
divided by personal rivalries, bickering, and leaks to the press.”

SOURCES: Bandler, J. and Burke, D. “How Hewlett-Packard Lost Its Way,"” Accessed 5/30/13, www.tech
.fortune.cnn.com/2012/05/08/500-hp-apotheker/; Lohr, S. “Lewis E. Platt, 64, Chief of Hewlett-Packard
in 1990’s Dies,” nytimes.com, Accessed 5/30/13, www.nytimes.com/2005/09/10/technology/10platt
.html; Stanford Graduate School of Business Case SM-130. “HP and Compaqg Combined: In Search
of Scale and Scope,” Accessed 5/30/13, www.cendix.com/downloads/education/HP%20Compaq
.pdf; Elgin, B. “The Inside Story of Carly’s Ouster,” Accessed 5/30/13, www.businessweek.com/
stories/2005-02-20/the-inside-story-of-carlys-ouster; Oracle.com, “Mark Hurd - President,” Accessed,
5/30/13, www.oracle.com/us/corporate/press/executives/mark-hurd-170533.html; Gregory, S. “Corpo-
rate Scandals: Why HP had to Oust Mark Hurd,” Accessed 5/30/13, www.time.com/time/business/
article/0,8599,2009617,00.html; Arnold, L. and Turner, N. “Patricia Dunn, HP Chairman Fired in Spying
Scandal, Dies at 58,” Accessed 5/30/13, www.businessweek.com/news/2011-12-05/patricia-dunn-
hp-chairman-fired-in-spying-scandal-dies-at-58.html.

Role of the Board of Directors

A corporation is a mechanism established to allow different parties to contribute capital,
expertise, and labor for their mutual benefit. The investor/shareholder participates in the
profits (in the form of dividends and stock price increases) of the enterprise without taking
responsibility for the operations. Management runs the company without being responsible
for personally providing the funds. To make this possible, laws have been passed that give
shareholders limited liability and, correspondingly, limited involvement in a corporation’s
activities. That involvement does include, however, the right to elect directors who have a
legal duty to represent the shareholders and protect their interests. As representatives of the
shareholders, directors have both the authority and the responsibility to establish basic corpo-
rate policies and to ensure that they are followed.'

The board of directors, therefore, has an obligation to approve all decisions that might
affect the long-term performance of the corporation. This means that the corporation is fun-
damentally governed by the board of directors overseeing top management, with the concur-
rence of the shareholder. The term corporate governance refers to the relationship among
these three groups in determining the direction and performance of the corporation.?

Over the past decade and a half, shareholders and various interest groups have seriously
questioned the role of the board of directors in corporations. They are concerned that inside
board members may use their position to feather their own nests and that outside board mem-
bers often lack sufficient knowledge, involvement, and enthusiasm to do an adequate job
of monitoring and providing guidance to top management. Instances of widespread corrup-
tion and questionable accounting practices at Enron, Global Crossing, WorldCom, Tyco, and
Qwest, among others, seem to justify their concerns. The board at HP appeared to be incapable
of deciding upon the direction of the business, moving CEOs in and out as its ideas changed.

The general public has not only become more aware and more critical of many boards’
apparent lack of responsibility for corporate activities, it has begun to push government to
demand accountability. As a result, the board as a rubber stamp of the CEO or as a bastion
of the “old-boy” selection system is slowly being replaced by more active, more professional
boards.
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RESPONSIBILITIES OF THE BOARD

Laws and standards defining the responsibilities of boards of directors vary from country to
country. For example, board members in Ontario, Canada, face more than 100 provincial and
federal laws governing director liability. The United States, however, has no clear national
standards or federal laws. Specific requirements of directors vary, depending on the state in
which the corporate charter is issued. There is, nevertheless, a developing worldwide con-
sensus concerning the major responsibilities of a board. An article by Spencer Stuart written
by an international team of contributors suggested the following five board of director
responsibilities:

1. Effective Board Leadership including the processes, makeup and output of the board
Strategy of the Organization
Risk vs. initiative and the overall risk profile of the organization

Succession planning for the board and top management team

AN o

Sustainability®

These results are in agreement with a survey by the National Association of Corporate
Directors, in which U.S. CEOs reported that the four most important issues boards should
address are corporate performance, CEO succession, strategic planning, and corporate gov-
ernance.* Directors in the United States must make certain, in addition to the duties just
listed, that the corporation is managed in accordance with the laws of the state in which it is
incorporated. Because more than half of all publicly traded companies in the United States
are incorporated in the state of Delaware, this state’s laws and rulings have more impact than
do those of any other state.’ Directors must also ensure management’s adherence to laws and
regulations, such as those dealing with the issuance of securities, insider trading, and other
conflict-of-interest situations. They must also be aware of the needs and demands of constitu-
ent groups so that they can achieve a judicious balance among the interests of these diverse
groups while ensuring the continued functioning of the corporation.

In a legal sense, the board is required to direct the affairs of the corporation but not to
manage them. It is charged by law to act with due care. If a director or the board as a whole
fails to act with due care and, as a result, the corporation is in some way harmed, the careless
director or directors can be held personally liable for the harm done. This is no small concern
given that one survey of outside directors revealed that more than 40% had been named as part
of lawsuits against corporations.® For example, board members of Equitable Life in Britain
were sued for up to US$5.4 billion for their failure to question the CEO’s reckless policies.’
For this reason, corporations have found that they need directors’ and officers’ liability insur-
ance in order to attract people to become members of boards of directors.

A 2011 global survey of directors by McKinsey & Company revealed the average amount
of time boards spend on a given issue during their meetings. The top 5 are:®

Strategy (development and analysis of strategies)—23%

Execution (prioritizing programs and approving mergers and acquisitions)—22%
Performance management (development of incentives and measuring performance)—18%
Governance and compliance (nominations, compensation, audits)—14%

Talent management—10%

Role of the Board in Strategic Management

How does a board of directors fulfill these many responsibilities? The role of the board of
directors in strategic management is to carry out three basic tasks:
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Monitor: By acting through its committees, a board can keep abreast of developments
inside and outside the corporation, bringing to management’s attention developments it
might have overlooked. A board should at the minimum carry out this task.

Evaluate and influence: A board can examine management’s proposals, decisions, and
actions; agree or disagree with them; give advice and offer suggestions; and outline alter-
natives. More active boards perform this task in addition to monitoring.

Initiate and determine: A board can delineate a corporation’s mission and specify stra-
tegic options to its management. Only the most active boards take on this task in addition
to the two previous ones.

Board of Directors’ Continuum

A board of directors is involved in strategic management to the extent that it carries out the
three tasks of monitoring, evaluating and influencing, and initiating and determining. The
board of directors’ continuum shown in Figure 2-1 shows the possible degree of involve-
ment (from low to high) in the strategic management process. Boards can range from phantom
boards with no real involvement to catalyst boards with a very high degree of involvement.’
Research suggests that active board involvement in strategic management is positively related
to a corporation’s financial performance and its credit rating.'

Highly involved boards tend to be very active. They take their tasks of monitoring, evalu-
ating and influencing, and initiating and determining very seriously; they provide advice when
necessary and keep management alert. As depicted in Figure 2-1, their heavy involvement in
the strategic management process places them in the active participation or even catalyst posi-
tions. Although 74% of public corporations have periodic board meetings devoted primarily to
the review of overall company strategy, the boards may not have had much influence in gen-
erating the plan itself."" The same 2011 global survey of directors by McKinsey & Company
found that 44% of respondents reviewed and approved management’s proposed strategy, 41%
developed strategy with management, and 11% developed strategy, which management was
then assigned to execute. Those boards reporting high influence typically shared a common

Board of Directors’ Continuum

‘_ DEGREE OF INVOLVEMENT IN STRATEGIC MANAGEMENT —b

FIGURE 2-1

Low High
(Passive) (Active)
Rubber Minimal Nominal Active
Phantom Stamp Review Participation  Participation Catalyst
Never knows Permits officers Formally reviews Involved to a Approves, Takes the
what to do, if to make all selected issues limited degree  questions, and  leading role in
anything; no decisions. It that officers in the perfor- makes final de-  establishing
degree of votes as the bring to its mance or review cisions on mis-  and modifying
involvement. officers recom-  attention. of selected key sion, strategy, the mission,
mend on action decisions, policies, and objectives,

SOURCE: T. L. Wheelen and J. D. Hunger, “Board of Directors’ Continuum,” Copyright © 1994 by Wheelen and Hunger Associates. Reprinted

by permission.
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