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Preface

Why the Need for This New Edition?

The global economic recession has created a business world today that is quite different
and more complex than it was just two years ago when the previous edition of this text
was published. Thousands of businesses have vanished, and consumers have become
extremely price sensitive and oftentimes reluctant purchasers of products and services.
Very tight credit markets, high unemployment, and millions of new entrepreneurs have
also changed the business landscape. Business firms that have survived the last three
years of global economic turmoil are today leaner and meaner than ever before.
Gaining and sustaining competitive advantage is harder than ever. Social networking
and e-commerce have altered marketing to its core since the prior edition. This new edi-
tion reveals how to conduct effective strategic planning in this new world order.

Since the prior edition, thousands of liquidations, bankruptcies, divestitures, merg-
ers, alliances, and partnerships captured the news. Corporate scandals highlighted the
need for improved business ethics and corporate disclosure of financial transactions.
Downsizing, rightsizing, and reengineering contributed to a permanently altered corpo-
rate landscape. Thousands of firms began doing business globally, and thousands more
closed their global operations. Thousands prospered, and yet thousands failed in the last
two years as the global recession spared few. Long-held competitive advantages have
eroded as new ones formed. This new edition captures the complexity of this world busi-
ness environment.

Both the challenges and opportunities facing organizations of all sizes today are
greater than ever. There is less room than ever for error in the formulation and imple-
mentation of a strategic plan. This new edition provides a systematic effective approach
for developing a clear strategic plan, even in the worst of times. Changes made in this
edition are aimed squarely at illustrating the effect of new business concepts and tech-
niques on strategic-management theory and practice.

Due to the magnitude of recent changes affecting companies, cultures, and countries,
every page of this edition has been updated. The first edition of this text was published in
1986. Since then, this textbook has grown to be one of the most widely read strategic-
management books, perhaps the most widely read, in the world. This text is now published
in nine languages.

What Is New in This Edition?

This edition includes exciting new features, changes, and content designed to position this
text as the clear leader and best choice for teaching strategic management. Here is a sum-
mary of what is new in this edition:

* A new Chapter 10, “Business Ethics/Social Responsibility/Environmental
Sustainability”; there is extensive new coverage of ethics and sustainability because this
text emphasizes that “good ethics is good business.” Unique to strategic-management
texts, the natural environment discussion is strengthened in this edition to promote and
encourage firms to conduct operations in an environmentally sound manner. Respect for
the natural environment has become an important concern for consumers, companies,
society, and AACSB-International.

* A new Chapter 11, “Global/International Issues”; there is extensive new coverage
of cultural and conceptual strategic-management differences across countries.
Doing business globally has become a necessity, rather than a luxury in most
industries because nearly all strategic decisions today are affected by global
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issues and concerns. Every case company in this edition does business globally,
providing students ample opportunity to evaluate and consider international
aspects of doing business.

A new boxed insert at the beginning of each chapter showcases a company that has
done exceptionally well in the 2008-2010 global economic recession and reveals their
strategy.

Hundreds of new examples abound in every chapter.

A new cohesion case on McDonald’s Corporation (2010); this is one of the most
successful, well-known, and best managed global companies in the world; students
apply strategy concepts to McDonald’s at the end of each chapter through new
Assurance of Learning Exercises.

Thirty-two new tables in the chapters to better capture key strategic-management
concepts.

A revised comprehensive strategic management model to reflect the new chapters.
Extensive new narrative on strategic management theory and concepts in every
chapter to illustrate the new business world order.

On average, 15 new review questions at the end of each chapter.

Forty-eight new Assurance of Learning Exercises at the end of chapters that apply
chapter concepts; the exercises prepare students for strategic-management case
analysis.

Twenty-four new color photographs bring the edition to life and illustrate
companies/concepts.

All new current readings at the end of each chapter; new research and theories of
seminal thinkers in strategy development, such as Ansoff, Chandler, Porter,
Hamel, Prahalad, Mintzberg, and Barney are provided in the chapters; practical
aspects of strategic management, however, are still center stage and the trademark
of this text below.

Twenty-nine new cases—grouped by industry; great mix of profit/nonprofit,
large/small, and manufacturing/service organizations; all the cases have a
2009-2010 time setting; all the cases are “comprehensive” in the sense that each
focuses on multiple business functions, rather than addressing one particular busi-
ness problem or issue; all the cases are undisguised and feature real organizations
in real industries using real names and real places (nothing is fictitious in any
case); all the cases feature an organization “undergoing strategic change,” thus
offering students up-to-date issues to evaluate and consider; all the cases are
written in a lively, concise writing style that captures the reader’s interest and
establishes a time setting, usually in the opening paragraph; all the cases provide
excellent quantitative information such as numbers, ratios, percentages, dollar val-
ues, graphs, statistics, and maps so students can prepare a more specific, rational,
and defensible strategic plan for the organization; all the cases provide excellent
information about the industry and competitors.

This edition continues to offer many special time-tested features and content that have

made this text so successful for over 20 years. Historical trademarks of this text that are
strengthened in this edition are described below.

Chapters: Time-Tested Features

e This text meets AACSB-International guidelines that support a practitioner orien-

tation rather than a theory/research approach. It offers a skills-oriented approach
to developing a vision and mission statement; performing an external audit; con-
ducting an internal assessment; and formulating, implementing, and evaluating
strategies.

The author’s writing style is concise, conversational, interesting, logical, lively, and
supported by numerous current examples throughout.



* A simple, integrative strategic-management model appears in all chapters and on the
inside front cover of the text. This model is widely used for strategic planning
among consultants and companies worldwide. One reviewer said, “One thing I have
admired about David’s text is that he follows the fundamental sequence of strategy
formulation, implementation, and evaluation. There is a basic flow from
mission/purposes to internal/external environmental scanning to strategy develop-
ment, selection, implementation, and evaluation. This has been, and continues to be,
a hallmark of the David text. Many other strategy texts are more disjointed in their
presentation, and thus confusing to the student, especially at the undergraduate
level.”

* A Cohesion Case follows Chapter 1 and is revisited at the end of each chapter. This
Cohesion Case allows students to apply strategic-management concepts and tech-
niques to a real organization as chapter material is covered, which readies students
for case analysis in the course.

* End-of-chapter Assurance of Learning Exercises effectively apply concepts
and techniques in a challenging, meaningful, and enjoyable manner. Eighteen
exercises apply text material to the Cohesion Case; 10 apply textual material to
a college or university; another 10 exercises send students into the business world
to explore important strategy topics. The exercises are relevant, interesting, and
contemporary.

e There is excellent pedagogy in this text, including notable quotes and objectives to
open each chapter, and key terms, current readings, discussion questions, and experi-
ential exercises to close each chapter.

e There is excellent coverage of strategy formulation issues, such as business ethics,
global versus domestic operations, vision/mission, matrix analysis, partnering, joint
venturing, competitive analysis, governance, and guidelines for conducting an
internal/external strategy assessment.

* There is excellent coverage of strategy implementation issues such as corporate
culture, organizational structure, outsourcing, marketing concepts, financial analysis,
and business ethics.

* A systematic, analytical approach is presented in Chapter 6, including matrices such
as the SWOT, BCG, IE, GRAND, SPACE, and QSPM.

e The chapter material is again published in a four-color format.

* A chapters-only paperback version of the text is available.

* Custom-case publishing is available whereby an instructor can combine chapters
from this text with cases from a variety of sources or select any number of cases
desired from the 29 cases in the full text.

e For the chapter material, the outstanding ancillary package includes a comprehensive
Instructor’s Manual, computerized test bank, and PowerPoints.

*The comprehensive strategic-management model is displayed on the inside front cover
of the text. At the start of each chapter, the section of the comprehensive strategy model
covered in that chapter is highlighted and enlarged so students can see the focus of each
chapter in the basic unifying comprehensive model.

*The Case Information Matrix and Case Description Matrix provided in the preface reveal
(1) topical areas emphasized in each case and (2) contact and location information for each
case company. These matrices provide suggestions on how the cases deal with concepts in
the 11 chapters.

Cases: Time-Tested Features

e This edition contains the most current set of cases in any strategic-management
text on the market. All cases include year-end 2009 financial data and
information.

e The cases focus on well-known firms in the news making strategic changes. All
cases are undisguised, and most are exclusively written for this text to reflect
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current strategic-management problems and practices. These are all “student-
friendly” cases.

e Organized conveniently by industry (usually two competing firms per industry),
the cases feature a great mix of small business, international, and not-for-profit
firms.

* All cases have been class tested to ensure that they are interesting, challenging, and
effective for illustrating strategic-management concepts.

e All the cases provide complete financial information about the firm, as well as an
organizational chart and a vision and mission statement for the organization if those
were available.

» Customized inclusion of cases to comprise a tailored text is available to meet the spe-
cial needs of some professors.

» For the cases, the outstanding ancillary package includes an elaborate Case Solutions
Manual and support from the www.strategyclub.com Web site.

e All of the cases are comprehensive in the sense that each provides a full description
of the firm and its operations rather than focusing on one issue or problem such as a
plant closing. Each case thus lends itself to students preparing a three-year strategic
plan for the firm.

Special Note to Students

Welcome to strategic management. This is a challenging and exciting capstone course that
will allow you to function as the owner or chief executive officer of different organizations.
Your major task in this course will be to make strategic decisions and to justify those deci-
sions through oral and written communication. Strategic decisions determine the future
direction and competitive position of an enterprise for a long time. Decisions to expand
geographically or to diversify are examples of strategic decisions.

Strategic decision-making occurs in all types and sizes of organizations, from Exxon
and IBM to a small hardware store or small college. Many people’s lives and jobs are
affected by strategic decisions, so the stakes are very high. An organization’s very survival
is often at stake. The overall importance of strategic decisions makes this course especially
exciting and challenging. You will be called upon in this course to demonstrate how your
strategic decisions could be successfully implemented.

In this course, you can look forward to making strategic decisions both as an individ-
ual and as a member of a team. No matter how hard employees work, an organization is in
real trouble if strategic decisions are not made effectively. Doing the right things (effec-
tiveness) is more important than doing things right (efficiency). For example, many
American newspapers are faltering as consumers increasingly switch to interactive media
for news.

You will have the opportunity in this course to make actual strategic decisions,
perhaps for the first time in your academic career. Do not hesitate to take a stand and
defend specific strategies that you determine to be the best, based on tools and concepts in
this textbook. The rationale for your strategic decisions will be more important than the
actual decision, because no one knows for sure what the best strategy is for a particular
organization at a given point in time. This fact accents the subjective, contingency nature
of the strategic-management process.

Use the concepts and tools presented in this text, coupled with your own intuition, to
recommend strategies that you can defend as being most appropriate for the organizations
that you study. You will also need to integrate knowledge acquired in previous business
courses. For this reason, strategic management is often called a capstone course; you may
want to keep this book for your personal library.

A trademark of this text is its practitioner and applications orientation. This book pre-
sents techniques and content that will enable you to actually formulate, implement, and
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evaluate strategies in all kinds of profit and nonprofit organizations. The end-of-chapter
Assurance of Learning Exercises allow you to apply what you’ve read in each chapter to
the new McDonald’s Cohesion Case and to your own university.

Definitely visit the Strategic Management Club Online at www.strategyclub.com. The
templates and links there will save you time in performing analyses and will make your
work look professional. Work hard in this course and have fun. Good luck!

PREFACE
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Case Information Matrix

CASE COMPANY INFORMATION MATRIX

2008
Revenues
Case Company Stock Symbol Headquarters Web Site Address #Employees in $millions
Cohesion Case
McDonald’s Corp. MCD Oak Brook, IL www.mcdonalds.com 400,000 23,522
SERVICE FIRMS
Hospitality/Entertainment
1. Walt Disney Co. DIS Burbank, CA www.disney.com 150,000 37,843
2. Merryland Amusement Kansas City, MO 100 0.890
Park
Airlines
3. JetBlue Airways JBLU Forest Hills, NY www.jetblue.com 10,047 3,388
4. AirTran Airways AAI Orlando, FL www.airtran.com 7,850 2,552
Retail Stores
5. Family Dollar Stores FDO Charlotte, NC www.familydollar.com 25,000 6,983
6. Wal-Mart Stores WMT Bentonville, AR www.walmartstores.com 2.1M 405,607
7. Whole Foods Market WEMI Austin, TX www.wholefoodsmarket.com 46,800 7,953
8. Macy’s M Cincinnati, Ohio www.macysinc.com 167,000 24,892
Internet Based
9. Yahoo YHOO Sunnyvale, CA www.yahoo.com 13,600 7,208
10. eBay Inc. EBAY San Jose, CA www.ebay.com 16,200 8,541
Financial
11. Wells Fargo WEC San Francisco, CA www.wellsfargo.com 272,800 52,389
Restaurants
12. Krispy Kreme KKD Winston-Salem, NC www.krispykreme.com 2,700 383
13. Starbucks Corporation SBUX Seattle, WA www.starbucks.com 176,000 10,383
Nonprofit
14. The United States Washington, DC WWW.usps.com 764,000 75,000
Postal Service -

15. Amtrak (NRPC) - Washington, DC www.amtrak.com 19,000 2,400
16. Goodwill Industries San Francisco, CA www.sfgoodwill.org/ 500 28.1

of San Francisco, storeLocations2.aspx

San Mateo and

Marin Counties
MANUFACTURING
Transportation
17. Harley-Davidson HOG Milwaukee, WI www.harlety-davidson.com 10,100 5,971
18. Ford Motor FORD Dearborn, MI www.ford.com 213,000 146,277
Food
19. Kraft Foods KFT Norfield, IL www.kraft.com 98,000 42,201
20. Hershey Foods HSY Hershey, PA www.hersheys.com 12,800 5,132

(continued)
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Case Information Matrix (continued)

2008
Revenues
Case Company Stock Symbol Headquarters Web Site Address #Employees in $millions
Personal Care
21. Johnson & Johnson INJ New WWwWw.jnj.com 118,700 63,747
Brunswick, NJ
22. Avon Products AVP New York, NY www.avon.com 42,000 10,690
Beverage
23. Molson Coors TAP Denver, CO www.molsoncoors.com 14,000 4,774
Brewing
24. PepsiCo PEP Purchase, NY WWwWw.pepsico.com 198,000 43,251
Health Care
25. Pfizer PFE New York, NY www.pfizer.com 81,800 48,296
26. Merck MRK Whitehouse Station, NJ  www.merck.com 55,200 23,850
Sports
27. Nike NKE Beaverton, OR www.nike.com 32,500 18,627
28. Callaway Golf ELY Carlsbad, CA www.callawaygolf.com 2,700 1,117
Energy

29. Chevron CVX San Ramon, CA www.chevron.com 67,000 273,005
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XXX CASE COMPANY INFORMATION MATRIX

Case Description Matrix

Topical Content Areas (Y = Yes and N = No)

1 23 45 6 7 8 910111213 14
Cohesion Case — McDonald’s Corp.
YYYYYYYYYNNYYN

Service Firms
Hospitality/Entertainment

1. Walt Disney Company Y YYYYYYYYNNYYN

2. Merryland Amusement Park Y YYYYYYYYYYYYN
Airlines

3. JetBlue Airways YNYYYYYYYYNYYN

4. AirTran Airways YYYYYYYYYYYYYN
Retail Stores

5. Family Dollar Stores YYYNYYYYYNNYYN

6. Wal-Mart Stores Y YYNYYYYYNNYYN

7. Whole Foods Market Y YYNYYYYYNNYYN

8. Macy’s Y YYNYYYYYNNYYN
Internet Based

9. Yahoo Y YYNYYYYYYYYYN

10. eBay Inc. Y YYYYYYYYNYYYN
Financial

11. Wells Fargo Y YYYYYYYNNYYYY
Restaurants

12. Krispy Kreme Y YNYYYYYYNNYYN

13. Starbucks Corporation Y YYYYYYYYYNYYY
Nonprofit

14. The United States Postal Service Y YNNYYYYYNYYYN

15. Amtrak YNYYYYYYYYYYYN

16. Goodwill Industries of San Francisco, YNYYYYYYYYYYYN

San Mateo and Marin Counties

Manufacturing Firms
Transportation

17. Harley-Davidson Y YYYYYYYYNNYYN

18. Ford Motor Y YYYYYYYYNYYYN
Food

19. Kraft Foods Y YYNYYYYYYNYYN

20. Hershey Foods Y YYYYYYYYYYYYN
Personal Care

21. Johnson & Johnson Y YYNYYYYYYYYYN

22. Avon Products Y YYNYYYYYNNYYN
Beverage

23. Molson Coors Brewing Y YYYYYYYYYYYYY

24. PepsiCo YNYNYYYYYNNYYN
Health Care

25. Pfizer Y YYYYYYYYNNYYY

26. Merck Y YYYYYYYYNYYYN

(continued)



Case Description Matrix (continued)

CASE COMPANY INFORMATION MATRIX

XXXi

1

2 3 45 6 7 8 910111213 14

Sports

27. Nike Y
28. Callaway Golf Company Y

Energy

29. Chevron Y

YYYYNYYYYYYYN

O XNk WwD =

Year-end 2006 Financial Statements Included?

Is Organizational Chart Included?

Does Company Do Business Outside the United States?
Is a Vision or Mission Statement Included?
E-Commerce Issues Included?

Natural Environment Issues Included?

Strategy Formulation Emphasis?

Strategy Implementation Included?

By-Segment Financial Data Included?

Firm Has Declining Revenues?

. Firm Has Declining Net Income?

Discussion of Competitors is Provided?

. Case Appears in Text for the First Time Ever?
. Is Firm Headquartered Outside the United States?
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Strategic Management
CONCEPTS



PART 1

Overview of Strategic Management

CHAPTER 1

The Nature of Strategic
Management

CHAPTER OBIJECTIVES

After studying this chapter, you should be able to do the following:

1. Describe the strategic-management 5. Describe the benefits of good
process. strategic management.

2. Explain the need for integrating 6. Discuss the relevance of Sun Tzu's The
analysis and intuition in strategic Art of War to strategic management.
management.

7. Discuss how a firm may achieve
3. Define and give examples of key terms sustained competitive advantage.
in strategic management.

4. Discuss the nature of strategy
formulation, implementation, and
evaluation activities.

Assurance of Learning Exercises

Assurance of Assurance of Assurance of Assurance of
Learning Exercise 1A Learning Exercise 1B Learning Exercise 1C Learning Exercise 1D

Gathering Strategy Strategic Planning for My Strategic Planning at a Getting Familiar with SMCO

Information University Local Company
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“Notable Quotes”

"If we know where we are and something about how we got
there, we might see where we are trending—and if the out-
comes which lie naturally in our course are unacceptable,
to make timely change."

—Abraham Lincoln

"Without a strategy, an organization is like a ship without
a rudder, going around in circles. It’s like a tramp; it has
no place to go."

—Joel Ross and Michael Kami

"Flans are less important than planning.”
—Dale McConkey

"The formulation of strategy can develop competitive
advantage only to the extent that the process can give
meaning to workers in the trenches.”

—David Hurst

"Most of us fear change. Even when our minds say change
is normal, our stomachs quiver at the prospect. But for
strategists and managers today, there is no choice but
to change."

—Robert Waterman Jr.

"If a man takes no thought about what is distant,
he will find sorrow near at hand. He who will not worry
about what is far off will soon find something worse
than worry."
—Confucius




4 PART 1 e OVERVIEW OF STRATEGIC MANAGEMENT

When CEOs from the big three American automakers, Ford, General Motors (GM), and
Chrysler, showed up without a clear strategic plan to ask congressional leaders for bailout
monies, they were sent home with instructions to develop a clear strategic plan for the
future. Austan Goolsbee, one of President Obama’s top economic advisers, said, “Asking
for a bailout without a convincing business plan was crazy.” Goolsbee also said, “If the
three auto CEOs need a bridge, it’s got to be a bridge to somewhere, not a bridge to
nowhere.”! This textbook gives the instructions on how to develop a clear strategic plan—
a bridge to somewhere rather than nowhere.

This chapter provides an overview of strategic management. It introduces a practical,
integrative model of the strategic-management process; it defines basic activities and terms
in strategic management.

This chapter also introduces the notion of boxed inserts. A boxed insert is provided in
each chapter to examine how some firms are doing really well competing in a global eco-
nomic recession. Some firms are strategically capitalizing on the harsh business climate
and prospering as their rivals weaken. These firms are showcased in this edition to reveal
how those companies achieved prosperity. Each boxed insert examines the strategies of
firms doing great amid the worst recession in almost 30 years, the biggest stock market
decline since 1937, high unemployment, record high and then record low oil prices, low
consumer confidence, low interest rates, bankruptcies, liquidations, unavailability of
credit, falling consumer demand for almost everything, and intense price competition as

Doing Great in a Weak Economy

McDonald’s Corporation

hen most firms were struggling in 2008,

McDonald's increased its revenues from $22.7
billion in 2007 to $23.5 billion in 2008. Headquartered
in Oak Brook, lllinois McDonald’s net income nearly
doubled during that time from $2.4 billion to
$4.3 billion—quite impressive. Fortune magazine in
2009 rated McDonald's as their 16th “Most Admired
Company in the World” in terms of their management
and performance.

McDonald’s added 650 new outlets in 2009
when many restaurants struggled to keep their doors
open. McDonald’s low prices and expanded menu
items have attracted millions of new customers
away from sit-down chains and independent eateries.

Jim Skinner, CEO of McDonald’s, says, “We do so well
because our strategies have been so well planned
out.” McDonald’s served about 60 million customers

every day in 2009, 2 million more than in 2008. Nearly
80 percent of McDonald’s are run by franchisees
(or affiliates).
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consumers today purchase only what they need rather than what they want. Societies
worldwide confront the most threatening economic conditions in nearly a century. The
boxed insert in each chapter showcases excellent strategic management under harsh
economic times.

The first company featured for excellent performance in the global recession is
McDonald’s Corporation, also showcased as the Cohesion Case in this 13th edition.
McDonald’s is featured as the Cohesion Case also because it is a well-known global firm
undergoing strategic change and well managed. By working through McDonald’s-related
Assurance of Learning Exercises at the end of each chapter, you will be well prepared to
develop an effective strategic plan for any company assigned to you this semester. The
end-of-chapter exercises apply chapter tools and concepts.

What Is Strategic Management?

Once there were two company presidents who competed in the same industry. These two
presidents decided to go on a camping trip to discuss a possible merger. They hiked deep
into the woods. Suddenly, they came upon a grizzly bear that rose up on its hind legs and
snarled. Instantly, the first president took off his knapsack and got out a pair of jogging
shoes. The second president said, “Hey, you can’t outrun that bear.” The first president
responded, “Maybe I can’t outrun that bear, but I surely can outrun you!” This story
captures the notion of strategic management, which is to achieve and maintain competitive
advantage.
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Defining Strategic Management

Strategic management can be defined as the art and science of formulating, implementing,
and evaluating cross-functional decisions that enable an organization to achieve its objec-
tives. As this definition implies, strategic management focuses on integrating management,
marketing, finance/accounting, production/operations, research and development, and
information systems to achieve organizational success. The term strategic management in
this text is used synonymously with the term strategic planning. The latter term is more
often used in the business world, whereas the former is often used in academia. Sometimes
the term strategic management is used to refer to strategy formulation, implementation, and
evaluation, with strategic planning referring only to strategy formulation. The purpose of
strategic management is to exploit and create new and different opportunities for tomorrow;
long-range planning, in contrast, tries to optimize for tomorrow the trends of today.

The term strategic planning originated in the 1950s and was very popular between the
mid-1960s and the mid-1970s. During these years, strategic planning was widely believed
to be the answer for all problems. At the time, much of corporate America was “obsessed”
with strategic planning. Following that “boom,” however, strategic planning was cast aside
during the 1980s as various planning models did not yield higher returns. The 1990s,
however, brought the revival of strategic planning, and the process is widely practiced
today in the business world.

A strategic plan is, in essence, a company’s game plan. Just as a football team needs a
good game plan to have a chance for success, a company must have a good strategic plan
to compete successfully. Profit margins among firms in most industries have been so
reduced by the global economic recession that there is little room for error in the overall
strategic plan. A strategic plan results from tough managerial choices among numerous
good alternatives, and it signals commitment to specific markets, policies, procedures, and
operations in lieu of other, “less desirable” courses of action.

The term strategic management is used at many colleges and universities as the subti-
tle for the capstone course in business administration. This course integrates material from
all business courses. The Strategic Management Club Online at www.strategyclub.com
offers many benefits for business policy and strategic management students. Professor
Hansen at Stetson University provides a strategic management slide show for this entire
text (www.stetson.edu/~rhansen/strategy).

Stages of Strategic Management

The strategic-management process consists of three stages: strategy formulation, strategy
implementation, and strategy evaluation. Strategy formulation includes developing a vision
and mission, identifying an organization’s external opportunities and threats, determining
internal strengths and weaknesses, establishing long-term objectives, generating alternative
strategies, and choosing particular strategies to pursue. Strategy-formulation issues include
deciding what new businesses to enter, what businesses to abandon, how to allocate resources,
whether to expand operations or diversify, whether to enter international markets, whether to
merge or form a joint venture, and how to avoid a hostile takeover.

Because no organization has unlimited resources, strategists must decide which alter-
native strategies will benefit the firm most. Strategy-formulation decisions commit an
organization to specific products, markets, resources, and technologies over an extended
period of time. Strategies determine long-term competitive advantages. For better or
worse, strategic decisions have major multifunctional consequences and enduring effects
on an organization. Top managers have the best perspective to understand fully the ramifi-
cations of strategy-formulation decisions; they have the authority to commit the resources
necessary for implementation.

Strategy implementation requires a firm to establish annual objectives, devise poli-
cies, motivate employees, and allocate resources so that formulated strategies can be
executed. Strategy implementation includes developing a strategy-supportive culture,
creating an effective organizational structure, redirecting marketing efforts, preparing
budgets, developing and utilizing information systems, and linking employee compensa-
tion to organizational performance.


www.strategyclub.com
www.stetson.edu/~rhansen/strategy

CHAPTER 1 o THE NATURE OF STRATEGIC MANAGEMENT

Strategy implementation often is called the “action stage” of strategic management.
Implementing strategy means mobilizing employees and managers to put formulated strate-
gies into action. Often considered to be the most difficult stage in strategic management,
strategy implementation requires personal discipline, commitment, and sacrifice. Successful
strategy implementation hinges upon managers’ ability to motivate employees, which is more
an art than a science. Strategies formulated but not implemented serve no useful purpose.

Interpersonal skills are especially critical for successful strategy implementation.
Strategy-implementation activities affect all employees and managers in an organization.
Every division and department must decide on answers to questions, such as “What must we
do to implement our part of the organization’s strategy?”” and “How best can we get the job
done?” The challenge of implementation is to stimulate managers and employees throughout
an organization to work with pride and enthusiasm toward achieving stated objectives.

Strategy evaluation is the final stage in strategic management. Managers desperately need
to know when particular strategies are not working well; strategy evaluation is the primary
means for obtaining this information. All strategies are subject to future modification because
external and internal factors are constantly changing. Three fundamental strategy-evaluation
activities are (1) reviewing external and internal factors that are the bases for current strategies,
(2) measuring performance, and (3) taking corrective actions. Strategy evaluation is needed
because success today is no guarantee of success tomorrow! Success always creates new and
different problems; complacent organizations experience demise.

Strategy formulation, implementation, and evaluation activities occur at three hierarchi-
cal levels in a large organization: corporate, divisional or strategic business unit, and func-
tional. By fostering communication and interaction among managers and employees across
hierarchical levels, strategic management helps a firm function as a competitive team. Most
small businesses and some large businesses do not have divisions or strategic business units;
they have only the corporate and functional levels. Nevertheless, managers and employees at
these two levels should be actively involved in strategic-management activities.

Peter Drucker says the prime task of strategic management is thinking through the
overall mission of a business:

... that is, of asking the question, “What is our business?”” This leads to the setting of
objectives, the development of strategies, and the making of today’s decisions for
tomorrow’s results. This clearly must be done by a part of the organization that can see
the entire business; that can balance objectives and the needs of today against the needs
of tomorrow; and that can allocate resources of men and money to key results.?

Integrating Intuition and Analysis

Edward Deming once said, “In God we trust. All others bring data.” The strategic-
management process can be described as an objective, logical, systematic approach for
making major decisions in an organization. It attempts to organize qualitative and quan-
titative information in a way that allows effective decisions to be made under conditions
of uncertainty. Yet strategic management is not a pure science that lends itself to a nice,
neat, one-two-three approach.

Based on past experiences, judgment, and feelings, most people recognize that
intuition is essential to making good strategic decisions. Intuition is particularly useful for
making decisions in situations of great uncertainty or little precedent. It is also helpful
when highly interrelated variables exist or when it is necessary to choose from several
plausible alternatives. Some managers and owners of businesses profess to have extraordi-
nary abilities for using intuition alone in devising brilliant strategies. For example, Will
Durant, who organized GM, was described by Alfred Sloan as “a man who would proceed
on a course of action guided solely, as far as I could tell, by some intuitive flash of bril-
liance. He never felt obliged to make an engineering hunt for the facts. Yet at times, he was
astoundingly correct in his judgment.”® Albert Einstein acknowledged the importance of
intuition when he said, “I believe in intuition and inspiration. At times I feel certain that
I am right while not knowing the reason. Imagination is more important than knowledge,
because knowledge is limited, whereas imagination embraces the entire world .4
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Although some organizations today may survive and prosper because they have intu-
itive geniuses managing them, most are not so fortunate. Most organizations can benefit
from strategic management, which is based upon integrating intuition and analysis in deci-
sion making. Choosing an intuitive or analytic approach to decision making is not an
either—or proposition. Managers at all levels in an organization inject their intuition and
judgment into strategic-management analyses. Analytical thinking and intuitive thinking
complement each other.

Operating from the I’ve-already-made-up-my-mind-don’t-bother-me-with-the-facts
mode is not management by intuition; it is management by ignorance.’ Drucker says,
“I believe in intuition only if you discipline it. ‘Hunch’ artists, who make a diagnosis but
don’t check it out with the facts, are the ones in medicine who kill people, and in manage-
ment kill businesses.”® As Henderson notes:

The accelerating rate of change today is producing a business world in which cus-
tomary managerial habits in organizations are increasingly inadequate. Experience
alone was an adequate guide when changes could be made in small increments. But
intuitive and experience-based management philosophies are grossly inadequate
when decisions are strategic and have major, irreversible consequences.’

In a sense, the strategic-management process is an attempt both to duplicate what goes
on in the mind of a brilliant, intuitive person who knows the business and to couple it with
analysis.

Adapting to Change

The strategic-management process is based on the belief that organizations should con-
tinually monitor internal and external events and trends so that timely changes can be
made as needed. The rate and magnitude of changes that affect organizations are
increasing dramatically as evidenced how the global economic recession has caught so
many firms by surprise. Firms, like organisms, must be “adept at adapting” or they will
not survive.

Corporate bankruptcies and defaults more than doubled in 2009 from an already bad
2008 year. All industries were hit hard, especially retail, chemicals, autos, and financial.
As lenders tightened restrictions on borrowers, thousands of firms could not avoid bank-
ruptcy. Even the economies of China, Japan, and South Korea stalled as demand for their
goods from the United States and Europe dried up. China’s annual growth slowed from 13
percent in 2007 to 9 percent in 2008 and then 5 percent for 2009. Consumer confidence
indexes were falling all over the world as were housing prices.

Nine of 10 stocks in the S&P 1500 lost value in 2008. The Nasdaq composite index
fell 40.5 percent in 2008, its worst year ever. S&P 500 stocks lost 38.5 percent of their
value in 2008, the worst year since 1937. The Dow Jones Industrial Average lost 33.8 per-
cent of its value in 2008, the worst loss since 1931 as shareholders lost $6.8 trillion in
wealth. Only three S&P 500 stocks rose in 2008: Family Dollar up 38 percent, making
it the best performer in the S&P 500; Wal-Mart Stores up 18 percent; and McDonald’s
up nearly 6 percent. The biggest decliner on the Dow in 2008 was GM, whose stock fell
87 percent. Citigroup lost 77 percent of its stock value in 2008. Even General Electric lost
56 percent of its value. Fannie Mae and Freddie Mac each slid 98 percent as did Fleetwood
Enterprises, which makes recreational vehicles. And losses were also extensive worldwide.
For example, Vanguard’s Europe/Pacific Index, composed of stocks firms based on those
continents, fell 43 percent in 2008.

To survive, all organizations must astutely identify and adapt to change. The strategic-
management process is aimed at allowing organizations to adapt effectively to change over
the long run. As Waterman has noted:

In today’s business environment, more than in any preceding era, the only constant is
change. Successful organizations effectively manage change, continuously adapting
their bureaucracies, strategies, systems, products, and cultures to survive the shocks
and prosper from the forces that decimate the competition.3
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E-commerce and globalization are external changes that are transforming business
and society today. On a political map, the boundaries between countries may be clear, but
on a competitive map showing the real flow of financial and industrial activity, the bound-
aries have largely disappeared. The speedy flow of information has eaten away at national
boundaries so that people worldwide readily see for themselves how other people live and
work. We have become a borderless world with global citizens, global competitors, global
customers, global suppliers, and global distributors! U.S. firms are challenged by large
rival companies in many industries. To say U.S. firms are being challenged in the automo-
bile industry is an understatement. But this situation is true in many industries.

The need to adapt to change leads organizations to key strategic-management ques-
tions, such as “What kind of business should we become?” “Are we in the right
field(s)?” “Should we reshape our business?” “What new competitors are entering our
industry?” “What strategies should we pursue?” “How are our customers changing?”
“Are new technologies being developed that could put us out of business?”

Key Terms in Strategic Management

Before we further discuss strategic management, we should define nine key terms: competi-
tive advantage, strategists, vision and mission statements, external opportunities and threats,
internal strengths and weaknesses, long-term objectives, strategies, annual objectives, and
policies.

Competitive Advantage

Strategic management is all about gaining and maintaining competitive advantage. This
term can be defined as “anything that a firm does especially well compared to rival firms.”
When a firm can do something that rival firms cannot do, or owns something that rival firms
desire, that can represent a competitive advantage. For example, in a global economic reces-
sion, simply having ample cash on the firm’s balance sheet can provide a major competitive
advantage. Some cash-rich firms are buying distressed rivals. For example, BHP Billiton,
the world’s largest miner, is seeking to buy rival firms in Australia and South America.
Freeport-McMoRan Copper & Gold Inc. also desires to expand its portfolio by acquiring
distressed rival companies. French drug company SanofiAventis SA also is acquiring dis-
tressed rival firms to boost its drug development and diversification. Cash-rich Johnson &
Johnson in the United States also is acquiring distressed rival firms. This can be an excellent
strategy in a global economic recession.

Having less fixed assets than rival firms also can provide major competitive advan-
tages in a global recession. For example, Apple has no manufacturing facilities of its own,
and rival Sony has 57 electronics factories. Apple relies exclusively on contract manufac-
turers for production of all of its products, whereas Sony owns its own plants. Less fixed
assets has enabled Apple to remain financially lean with virtually no long-term debt. Sony,
in contrast, has built up massive debt on its balance sheet.

CEO Paco Underhill of Envirosell says, “Where it used to be a polite war, it’s now a
21st-century bar fight, where everybody is competing with everyone else for the customers’
money.” Shoppers are “trading down,” so Nordstrom is taking customers from Neiman
Marcus and Saks Fifth Avenue, T.J. Maxx and Marshalls are taking customers from most
other stores in the mall, and even Family Dollar is taking revenues from Wal-Mart.? Getting
and keeping competitive advantage is essential for long-term success in an organization.
The Industrial/Organizational (I/O) and the Resource-Based View (RBV) theories of orga-
nization (as discussed in Chapters 3 and 4, respectively) present different perspectives on
how best to capture and keep competitive advantage—that is, how best to manage strategi-
cally. Pursuit of competitive advantage leads to organizational success or failure. Strategic
management researchers and practitioners alike desire to better understand the nature and
role of competitive advantage in various industries.

Normally, a firm can sustain a competitive advantage for only a certain period due to
rival firms imitating and undermining that advantage. Thus it is not adequate to simply obtain
competitive advantage. A firm must strive to achieve sustained competitive advantage by

9
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(1) continually adapting to changes in external trends and events and internal capabilities,
competencies, and resources; and by (2) effectively formulating, implementing, and evaluat-
ing strategies that capitalize upon those factors. For example, newspaper circulation in the
United States is steadily declining. Most national newspapers are rapidly losing market
share to the Internet, and other media that consumers use to stay informed. Daily newspaper
circulation in the United States totals about 55 million copies annually, which is about the
same as it was in 1954. Strategists ponder whether the newspaper circulation slide can be
halted in the digital age. The six broadcast networks—ABC, CBS, Fox, NBC, UPN, and
WB—are being assaulted by cable channels, video games, broadband, wireless technologies,
satellite radio, high-definition TV, and digital video recorders. The three original broadcast
networks captured about 90 percent of the prime-time audience in 1978, but today their
combined market share is less than 50 percent.!?

An increasing number of companies are gaining a competitive advantage by using the
Internet for direct selling and for communication with suppliers, customers, creditors, part-
ners, shareholders, clients, and competitors who may be dispersed globally. E-commerce
allows firms to sell products, advertise, purchase supplies, bypass intermediaries, track inven-
tory, eliminate paperwork, and share information. In total, e-commerce is minimizing the
expense and cumbersomeness of time, distance, and space in doing business, thus yielding
better customer service, greater efficiency, improved products, and higher profitability.

The Internet has changed the way we organize our lives; inhabit our homes; and relate
to and interact with family, friends, neighbors, and even ourselves. The Internet promotes
endless comparison shopping, which thus enables consumers worldwide to band together
to demand discounts. The Internet has transferred power from businesses to individuals.
Buyers used to face big obstacles when attempting to get the best price and service, such as
limited time and data to compare, but now consumers can quickly scan hundreds of vendor
offerings. Both the number of people shopping online and the average amount they spend
is increasing dramatically. Digital communication has become the name of the game in
marketing. Consumers today are flocking to blogs, short-post forums such as Twitter,
video sites such as YouTube, and social networking sites such as Facebook, MySpace, and
LinkedIn instead of television, radio, newspapers, and magazines. Facebook and MySpace
recently unveiled features that further marry these social sites to the wider Internet. Users
on these social sites now can log on to many business shopping sites with their IDs from
their social site so their friends can see what items they have purchased on various shop-
ping sites. Both of these social sites want their members to use their IDs to manage all their
online identities. Most traditional retailers have learned that their online sales can boost
in-store sales as they utilize their Web sites to promote in-store promotions.

Strategists

Strategists are the individuals who are most responsible for the success or failure of an orga-
nization. Strategists have various job titles, such as chief executive officer, president, owner,
chair of the board, executive director, chancellor, dean, or entrepreneur. Jay Conger, profes-
sor of organizational behavior at the London Business School and author of Building
Leaders, says, “All strategists have to be chief learning officers. We are in an extended period
of change. If our leaders aren’t highly adaptive and great models during this period, then our
companies won’t adapt either, because ultimately leadership is about being a role model.”
Strategists help an organization gather, analyze, and organize information. They track
industry and competitive trends, develop forecasting models and scenario analyses, evaluate
corporate and divisional performance, spot emerging market opportunities, identify business
threats, and develop creative action plans. Strategic planners usually serve in a support or
staff role. Usually found in higher levels of management, they typically have considerable
authority for decision making in the firm. The CEO is the most visible and critical strategic
manager. Any manager who has responsibility for a unit or division, responsibility for
profit and loss outcomes, or direct authority over a major piece of the business is a strategic
manager (strategist). In the last five years, the position of chief strategy officer (CSO) has
emerged as a new addition to the top management ranks of many organizations, including
Sun Microsystems, Network Associates, Clarus, Lante, Marimba, Sapient, Commerce One,
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BBDO, Cadbury Schweppes, General Motors, Ellie Mae, Cendant, Charles Schwab, Tyco,
Campbell Soup, Morgan Stanley, and Reed-Elsevier. This new corporate officer title repre-
sents recognition of the growing importance of strategic planning in the business world.!!

Strategists differ as much as organizations themselves, and these differences must be
considered in the formulation, implementation, and evaluation of strategies. Some strate-
gists will not consider some types of strategies because of their personal philosophies.
Strategists differ in their attitudes, values, ethics, willingness to take risks, concern for
social responsibility, concern for profitability, concern for short-run versus long-run aims,
and management style. The founder of Hershey Foods, Milton Hershey, built the company
to manage an orphanage. From corporate profits, Hershey Foods today cares for over a
thousand boys and girls in its School for Orphans.

Vision and Mission Statements

Many organizations today develop a vision statement that answers the question “What do
we want to become?” Developing a vision statement is often considered the first step
in strategic planning, preceding even development of a mission statement. Many vision
statements are a single sentence. For example, the vision statement of Stokes Eye Clinic in
Florence, South Carolina, is “Our vision is to take care of your vision.”

Mission statements are “enduring statements of purpose that distinguish one business
from other similar firms. A mission statement identifies the scope of a firm’s operations in
product and market terms.”!2 It addresses the basic question that faces all strategists:
“What is our business?” A clear mission statement describes the values and priorities of an
organization. Developing a mission statement compels strategists to think about the nature
and scope of present operations and to assess the potential attractiveness of future markets
and activities. A mission statement broadly charts the future direction of an organization.
A mission statement is a constant reminder to its employees of why the organization exists
and what the founders envisioned when they put their fame and fortune at risk to breathe
life into their dreams. Here is an example of a mission statement for Barnes & Noble:

Our mission is to operate the best specialty retail business in America, regardless
of the product we sell. Because the product we sell is books, our aspirations must
be consistent with the promise and the ideals of the volumes which line our
shelves. To say that our mission exists independent of the product we sell is to
demean the importance and the distinction of being booksellers. As booksellers we
are determined to be the very best in our business, regardless of the size, pedigree,
or inclinations of our competitors. We will continue to bring our industry nuances
of style and approaches to bookselling which are consistent with our evolving
aspirations. Above all, we expect to be a credit to the communities we serve, a
valuable resource to our customers, and a place where our dedicated booksellers
can grow and prosper. Toward this end we will not only listen to our customers
and booksellers but embrace the idea that the Company is at their service.
(www.missionstatements.com)

External Opportunities and Threats

External opportunities and external threats refer to economic, social, cultural, demo-
graphic, environmental, political, legal, governmental, technological, and competitive
trends and events that could significantly benefit or harm an organization in the future.
Opportunities and threats are largely beyond the control of a single organization—thus the
word external. In a global economic recession, a few opportunities and threats that face
many firms are listed here:

 Availability of capital can no longer be taken for granted.
* Consumers expect green operations and products.

e Marketing has moving rapidly to the Internet.

e Consumers must see value in all that they consume.

* Global markets offer the highest growth in revenues.
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e As the price of oil has collapsed, oil rich countries are focused on supporting their
own economies, rather than seeking out investments in other countries.

* Too much debt can crush even the best firms.

e Layoffs are rampant among many firms as revenues and profits fall and credit
sources dry up.

e The housing market is depressed.

e Demand for health services does not change much in a recession. For example,
Almost Family Inc., a Louisville, Kentucky, provider of home nursing care, more
than doubled its stock price in 2008 to $45.

e Dramatic slowdowns in consumer spending are apparent in virtually all sectors,
except some discount retailers and restaurants.

* Emerging countries' economies could manage to grow 5 percent in 2009, but that is
three full percentage points lower than in 2007.

e U.S. unemployment rates continue to rise to 10 percent on average.

e Borrowers are faced with much bigger collateral requirements than in years past.

* Equity lines of credit often now are not being extended.

* Firms that have cash or access to credit have a competitive advantage over debt-laden
firms.

» Discretionary spending has fallen dramatically; consumers buy only essential items;
this has crippled many luxury and recreational businesses such as boating and cycling.

¢ The stock market crash of 2008 left senior citizens with retirement worries, so millions
of people cut back on spending to the bare essentials.

e The double whammy of falling demand and intense price competition is plaguing
most firms, especially those with high fixed costs.

e The business world has moved from a credit-based economy to a cash-based economy.

e There is reduced capital spending in response to reduced consumer spending.

The types of changes mentioned above are creating a different type of consumer and
consequently a need for different types of products, services, and strategies. Many compa-
nies in many industries face the severe external threat of online sales capturing increasing
market share in their industry.

Other opportunities and threats may include the passage of a law, the introduction of
a new product by a competitor, a national catastrophe, or the declining value of the dollar.
A competitor’s strength could be a threat. Unrest in the Middle East, rising energy costs,
or the war against terrorism could represent an opportunity or a threat.

A basic tenet of strategic management is that firms need to formulate strategies to
take advantage of external opportunities and to avoid or reduce the impact of external
threats. For this reason, identifying, monitoring, and evaluating external opportunities and
threats are essential for success. This process of conducting research and gathering and
assimilating external information is sometimes called environmental scanning or industry
analysis. Lobbying is one activity that some organizations utilize to influence external
opportunities and threats.

Internal Strengths and Weaknesses

Internal strengths and internal weaknesses are an organization’s controllable activities that
are performed especially well or poorly. They arise in the management, marketing,
finance/accounting, production/operations, research and development, and management
information systems activities of a business. Identifying and evaluating organizational
strengths and weaknesses in the functional areas of a business is an essential strategic-
management activity. Organizations strive to pursue strategies that capitalize on internal
strengths and eliminate internal weaknesses.

Strengths and weaknesses are determined relative to competitors. Relative deficiency
or superiority is important information. Also, strengths and weaknesses can be determined
by elements of being rather than performance. For example, a strength may involve owner-
ship of natural resources or a historic reputation for quality. Strengths and weaknesses may
be determined relative to a firm’s own objectives. For example, high levels of inventory
turnover may not be a strength to a firm that seeks never to stock-out.
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Internal factors can be determined in a number of ways, including computing ratios,
measuring performance, and comparing to past periods and industry averages. Various
types of surveys also can be developed and administered to examine internal factors such
as employee morale, production efficiency, advertising effectiveness, and customer loyalty.

Long-Term Objectives

Objectives can be defined as specific results that an organization seeks to achieve in pursuing
its basic mission. Long-term means more than one year. Objectives are essential for organiza-
tional success because they state direction; aid in evaluation; create synergy; reveal priorities;
focus coordination; and provide a basis for effective planning, organizing, motivating, and
controlling activities. Objectives should be challenging, measurable, consistent, reasonable,
and clear. In a multidimensional firm, objectives should be established for the overall
company and for each division.

Strategies

Strategies are the means by which long-term objectives will be achieved. Business strate-
gies may include geographic expansion, diversification, acquisition, product development,
market penetration, retrenchment, divestiture, liquidation, and joint ventures. Strategies
currently being pursued by some companies are described in Table 1-1.

Strategies are potential actions that require top management decisions and large
amounts of the firm’s resources. In addition, strategies affect an organization’s long-term
prosperity, typically for at least five years, and thus are future-oriented. Strategies have
multifunctional or multidivisional consequences and require consideration of both the
external and internal factors facing the firm.

Annual Objectives

Annual objectives are short-term milestones that organizations must achieve to reach long-
term objectives. Like long-term objectives, annual objectives should be measurable, quanti-
tative, challenging, realistic, consistent, and prioritized. They should be established at the

Sample Strategies in Action in 2009
Best Buy

As soon as Best Buy Company became victorious over longtime archrival Circuit City Stores,
Best Buy ran head on into a much larger, formidable competitor: Wal-Mart Stores. Based in
Richfield, Minnesota, and having 3,900 stores worldwide, Best Buy reported a 20 percent
decline in March 2009 earnings as its new rival Wal-Mart gained thousands of the old Circuit
City customers. But Best Buy now meets Wal-Mart’s prices on electronics items and provides
great one-on-one customer service with its blue-shirted employees. Best Buy remains well
ahead of Wal-Mart in U.S. electronics sales, but Wal-Mart is gaining strength.

Levi Strauss

San Francisco-based Levi Strauss added 30 new stores and acquired 72 others during the second
quarter of 2009. Known worldwide for its jeans, Levi Strauss is expanding and entrenching world-
wide while other retailers are faltering in the ailing economy. For that quarter, Levi’s revenues in

the Americas were up 8 percent to $518 million, although its Europe and Asia/Pacific revenues
declined 17 percent and 13 percent respectively. Levi’s CEO John Anderson says slim fit and skinny
jeans are selling best; and the two most popular colors today are very dark and the distressed look.

New York Times Company

New York Times Company’s CEO, Janet Robinson, says her company is selling off assets
and investing heavily in Internet technology in order to convince advertisers that the news-
paper is getting ahead of technological changes rapidly eroding the newspaper business.

Ms. Robinson is considering plans to begin charging customers for access to the newspaper’s
online content, because online advertising revenues are not sufficient to support the business.
The 160-year-old New York Times Company’s advertising revenues fell 30 percent in the
second quarter of 2009.
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Percentage of People Who
Smoke in Selected Countries

Country Percentage

Greece 50
Russia High

Austria
Spain
U.K.
France
Germany
Italy
Belgium

Switzerland y Low
USA 19

Source: Based on Christina Passariello, “Smoking Culture Persists in
Europe, Despite Bans,” Wall Street Journal (January 2, 2009): AS.

corporate, divisional, and functional levels in a large organization. Annual objectives should
be stated in terms of management, marketing, finance/accounting, production/operations,
research and development, and management information systems (MIS) accomplishments.
A set of annual objectives is needed for each long-term objective. Annual objectives
are especially important in strategy implementation, whereas long-term objectives are
particularly important in strategy formulation. Annual objectives represent the basis for
allocating resources.

Policies

Policies are the means by which annual objectives will be achieved. Policies include guide-
lines, rules, and procedures established to support efforts to achieve stated objectives.
Policies are guides to decision making and address repetitive or recurring situations.

Policies are most often stated in terms of management, marketing, finance/accounting,
production/operations, research and development, and computer information systems
activities. Policies can be established at the corporate level and apply to an entire organiza-
tion at the divisional level and apply to a single division, or at the functional level and
apply to particular operational activities or departments. Policies, like annual objectives,
are especially important in strategy implementation because they outline an organization’s
expectations of its employees and managers. Policies allow consistency and coordination
within and between organizational departments.

Substantial research suggests that a healthier workforce can more effectively and effi-
ciently implement strategies. Smoking has become a heavy burden for Europe’s state-run
social welfare systems, with smoking-related diseases costing well over $100 billion a
year. Smoking also is a huge burden on companies worldwide, so firms are continually
implementing policies to curtail smoking. Table 1-2 gives a ranking of some countries by
percentage of people who smoke.

The Strategic-Management Model

The strategic-management process can best be studied and applied using a model. Every
model represents some kind of process. The framework illustrated in Figure 1-1 is a widely
accepted, comprehensive model of the strategic-management process.'? This model does
not guarantee success, but it does represent a clear and practical approach for formulating,
implementing, and evaluating strategies. Relationships among major components of the
strategic-management process are shown in the model, which appears in all subsequent
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A Comprehensive Strategic-Management Model
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chapters with appropriate areas shaped to show the particular focus of each chapter. These
are three important questions to answer in developing a strategic plan:

Where are we now?
Where do we want to go?

How are we going to get there?

Identifying an organization’s existing vision, mission, objectives, and strategies is the
logical starting point for strategic management because a firm’s present situation and con-
dition may preclude certain strategies and may even dictate a particular course of action.
Every organization has a vision, mission, objectives, and strategy, even if these elements
are not consciously designed, written, or communicated. The answer to where an organiza-
tion is going can be determined largely by where the organization has been!

The strategic-management process is dynamic and continuous. A change in any one
of the major components in the model can necessitate a change in any or all of the other
components. For instance, a shift in the economy could represent a major opportunity and
require a change in long-term objectives and strategies; a failure to accomplish annual
objectives could require a change in policy; or a major competitor’s change in strategy
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could require a change in the firm’s mission. Therefore, strategy formulation, implementa-
tion, and evaluation activities should be performed on a continual basis, not just at the end
of the year or semiannually. The strategic-management process never really ends.

Note in the strategic-management model that business ethics/social responsibility/
environmental sustainability issues impact all activities in the model as described in full in
Chapter 10. Also, note in the model that global/international issues also impact virtually all
strategic decisions today, even for small firms, as described in detail in Chapter 11. (Both
Chapter 10 and Chapter 11 are new to this edition.)

The strategic-management process is not as cleanly divided and neatly performed in
practice as the strategic-management model suggests. Strategists do not go through the
process in lockstep fashion. Generally, there is give-and-take among hierarchical levels of an
organization. Many organizations semiannually conduct formal meetings to discuss and
update the firm’s vision/mission, opportunities/threats, strengths/weaknesses, strategies,
objectives, policies, and performance. These meetings are commonly held off-premises and
are called retreats. The rationale for periodically conducting strategic-management meetings
away from the work site is to encourage more creativity and candor from participants. Good
communication and feedback are needed throughout the strategic-management process.

Application of the strategic-management process is typically more formal in larger
and well-established organizations. Formality refers to the extent that participants, respon-
sibilities, authority, duties, and approach are specified. Smaller businesses tend to be less
formal. Firms that compete in complex, rapidly changing environments, such as technol-
ogy companies, tend to be more formal in strategic planning. Firms that have many
divisions, products, markets, and technologies also tend to be more formal in applying
strategic-management concepts. Greater formality in applying the strategic-management
process is usually positively associated with the cost, comprehensiveness, accuracy, and
success of planning across all types and sizes of organizations.'*

Benefits of Strategic Management

Strategic management allows an organization to be more proactive than reactive in shaping
its own future; it allows an organization to initiate and influence (rather than just respond
to) activities—and thus to exert control over its own destiny. Small business owners, chief
executive officers, presidents, and managers of many for-profit and nonprofit organizations
have recognized and realized the benefits of strategic management.

Historically, the principal benefit of strategic management has been to help organi-
zations formulate better strategies through the use of a more systematic, logical, and
rational approach to strategic choice. This certainly continues to be a major benefit of
strategic management, but research studies now indicate that the process, rather than the
decision or document, is the more important contribution of strategic management.!3
Communication is a key to successful strategic management. Through involvement in
the process, in other words, through dialogue and participation, managers and employ-
ees become committed to supporting the organization. Figure 1-2 illustrates this intrinsic

Benefits to a Firm That Does Strategic Planning

)

Enhanced
Communication

N

Deeper/Improved
Understanding

)

Greater
Commitment

)

THE RESULT

a. Dialogue
b. Participation

N

o a.To achieve All Managers and
»-| a.Of others' views > objectives > Employees on a
b. Of what the firm ; ol
is doing/plannin b. To implement Mission to Help the
9’p 9 strategies Firm Succeed

and why c. To work hard

-/

-~ -/



CHAPTER 1 o THE NATURE OF STRATEGIC MANAGEMENT

benefit of a firm engaging in strategic planning. Note that all firms need all employees
on a mission to help the firm succeed.

The manner in which strategic management is carried out is thus exceptionally
important. A major aim of the process is to achieve the understanding of and commitment
from all managers and employees. Understanding may be the most important benefit
of strategic management, followed by commitment. When managers and employees
understand what the organization is doing and why, they often feel they are a part of the
firm and become committed to assisting it. This is especially true when employees
also understand linkages between their own compensation and organizational perfor-
mance. Managers and employees become surprisingly creative and innovative when they
understand and support the firm’s mission, objectives, and strategies. A great benefit of
strategic management, then, is the opportunity that the process provides to empower
individuals. Empowerment is the act of strengthening employees’ sense of effectiveness
by encouraging them to participate in decision making and to exercise initiative and
imagination, and rewarding them for doing so.

More and more organizations are decentralizing the strategic-management process,
recognizing that planning must involve lower-level managers and employees. The notion of
centralized staff planning is being replaced in organizations by decentralized line-manager
planning. For example, Walt Disney Co. dismantled its strategic-planning department and
gave those responsibilities back to the Disney business divisions. Former CEO Michael
Eisner had favored the centralized strategic-planning approach, but CEO Robert Iger
dissolved Disney’s strategic-planning department within weeks of his taking over the top
office at Disney.

The process is a learning, helping, educating, and supporting activity, not merely a
paper-shuffling activity among top executives. Strategic-management dialogue is more
important than a nicely bound strategic-management document.'® The worst thing strategists
can do is develop strategic plans themselves and then present them to operating managers
to execute. Through involvement in the process, line managers become “owners” of the
strategy. Ownership of strategies by the people who have to execute them is a key to success!

Although making good strategic decisions is the major responsibility of an organiza-
tion’s owner or chief executive officer, both managers and employees must also be
involved in strategy formulation, implementation, and evaluation activities. Participation is
a key to gaining commitment for needed changes.

An increasing number of corporations and institutions are using strategic management
to make effective decisions. But strategic management is not a guarantee for success; it can
be dysfunctional if conducted haphazardly.

Financial Benefits

Research indicates that organizations using strategic-management concepts are more
profitable and successful than those that do not.!” Businesses using strategic-management
concepts show significant improvement in sales, profitability, and productivity compared
to firms without systematic planning activities. High-performing firms tend to do system-
atic planning to prepare for future fluctuations in their external and internal environments.
Firms with planning systems more closely resembling strategic-management theory gener-
ally exhibit superior long-term financial performance relative to their industry.

High-performing firms seem to make more informed decisions with good anticipation
of both short- and long-term consequences. In contrast, firms that perform poorly often
engage in activities that are shortsighted and do not reflect good forecasting of future con-
ditions. Strategists of low-performing organizations are often preoccupied with solving
internal problems and meeting paperwork deadlines. They typically underestimate their
competitors’ strengths and overestimate their own firm’s strengths. They often attribute
weak performance to uncontrollable factors such as a poor economy, technological
change, or foreign competition.

More than 100,000 businesses in the United States fail annually. Business failures
include bankruptcies, foreclosures, liquidations, and court-mandated receiverships.
Although many factors besides a lack of effective strategic management can lead to
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business failure, the planning concepts and tools described in this text can yield substantial
financial benefits for any organization. An excellent Web site for businesses engaged in
strategic planning is www.checkmateplan.com.

Nonfinancial Benefits

Besides helping firms avoid financial demise, strategic management offers other tangible
benefits, such as an enhanced awareness of external threats, an improved understanding of
competitors’ strategies, increased employee productivity, reduced resistance to change,
and a clearer understanding of performance—reward relationships. Strategic management
enhances the problem-prevention capabilities of organizations because it promotes interac-
tion among managers at all divisional and functional levels. Firms that have nurtured their
managers and employees, shared organizational objectives with them, empowered them to
help improve the product or service, and recognized their contributions can turn to them
for help in a pinch because of this interaction.

In addition to empowering managers and employees, strategic management often
brings order and discipline to an otherwise floundering firm. It can be the beginning of
an efficient and effective managerial system. Strategic management may renew confi-
dence in the current business strategy or point to the need for corrective actions. The
strategic-management process provides a basis for identifying and rationalizing the need
for change to all managers and employees of a firm; it helps them view change as an
opportunity rather than as a threat.

Greenley stated that strategic management offers the following benefits:

It allows for identification, prioritization, and exploitation of opportunities.

It provides an objective view of management problems.

It represents a framework for improved coordination and control of activities.

It minimizes the effects of adverse conditions and changes.

It allows major decisions to better support established objectives.

It allows more effective allocation of time and resources to identified opportunities.

It allows fewer resources and less time to be devoted to correcting erroneous

or ad hoc decisions.

8. It creates a framework for internal communication among personnel.

9. It helps integrate the behavior of individuals into a total effort.

10. It provides a basis for clarifying individual responsibilities.

11. It encourages forward thinking.

12. Tt provides a cooperative, integrated, and enthusiastic approach to tackling problems
and opportunities.

13. It encourages a favorable attitude toward change.

14. Tt gives a degree of discipline and formality to the management of a business.!8
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Why Some Firms Do No Strategic Planning

Some firms do not engage in strategic planning, and some firms do strategic planning but
receive no support from managers and employees. Some reasons for poor or no strategic
planning are as follows:

e Lack of knowledge or experience in strategic planning—No training in strategic
planning.

e Poor reward structures—When an organization assumes success, it often fails to
reward success. When failure occurs, then the firm may punish.

e Firefighting—An organization can be so deeply embroiled in resolving crises and
firefighting that it reserves no time for planning.

e Waste of time—Some firms see planning as a waste of time because no marketable
product is produced. Time spent on planning is an investment.

e Too expensive—Some organizations see planning as too expensive in time and
money.

e Laziness—People may not want to put forth the effort needed to formulate a plan.


www.checkmateplan.com
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e Content with success—Particularly if a firm is successful, individuals may feel there
is no need to plan because things are fine as they stand. But success today does not
guarantee success tomorrow.

* Fear of failure—By not taking action, there is little risk of failure unless a problem
is urgent and pressing. Whenever something worthwhile is attempted, there is some
risk of failure.

e Overconfidence—As managers amass experience, they may rely less on formalized
planning. Rarely, however, is this appropriate. Being overconfident or overestimating
experience can bring demise. Forethought is rarely wasted and is often the mark of
professionalism.

* Prior bad experience—People may have had a previous bad experience with planning,
that is, cases in which plans have been long, cumbersome, impractical, or inflexible.
Planning, like anything else, can be done badly.

e Self-interest—When someone has achieved status, privilege, or self-esteem through
effectively using an old system, he or she often sees a new plan as a threat.

* Fear of the unknown—People may be uncertain of their abilities to learn new skills,
of their aptitude with new systems, or of their ability to take on new roles.

* Honest difference of opinion—People may sincerely believe the plan is wrong.
They may view the situation from a different viewpoint, or they may have aspirations
for themselves or the organization that are different from the plan. Different people
in different jobs have different perceptions of a situation.

* Suspicion—Employees may not trust management. !

Pitfalls in Strategic Planning

Strategic planning is an involved, intricate, and complex process that takes an organization
into uncharted territory. It does not provide a ready-to-use prescription for success;
instead, it takes the organization through a journey and offers a framework for addressing
questions and solving problems. Being aware of potential pitfalls and being prepared to
address them is essential to success.

Some pitfalls to watch for and avoid in strategic planning are these:

» Using strategic planning to gain control over decisions and resources

* Doing strategic planning only to satisfy accreditation or regulatory requirements
e Too hastily moving from mission development to strategy formulation

* Failing to communicate the plan to employees, who continue working in the dark
e Top managers making many intuitive decisions that conflict with the formal plan
* Top managers not actively supporting the strategic-planning process

* Failing to use plans as a standard for measuring performance

* Delegating planning to a “planner” rather than involving all managers

» Failing to involve key employees in all phases of planning

» Failing to create a collaborative climate supportive of change

e Viewing planning as unnecessary or unimportant

* Becoming so engrossed in current problems that insufficient or no planning is done
* Being so formal in planning that flexibility and creativity are stifled??

Guidelines for Effective Strategic Management

Failing to follow certain guidelines in conducting strategic management can foster criti-
cisms of the process and create problems for the organization. Issues such as “Is strategic
management in our firm a people process or a paper process?” should be addressed.

Even the most technically perfect strategic plan will serve little purpose if it is not
implemented. Many organizations tend to spend an inordinate amount of time,
money, and effort on developing the strategic plan, treating the means and circum-
stances under which it will be implemented as afterthoughts! Change comes through
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implementation and evaluation, not through the plan. A technically imperfect plan
that is implemented well will achieve more than the perfect plan that never gets off
the paper on which it is typed.?!

Strategic management must not become a self-perpetuating bureaucratic mechanism.
Rather, it must be a self-reflective learning process that familiarizes managers and employees
in the organization with key strategic issues and feasible alternatives for resolving those
issues. Strategic management must not become ritualistic, stilted, orchestrated, or too formal,
predictable, and rigid. Words supported by numbers, rather than numbers supported by
words, should represent the medium for explaining strategic issues and organizational
responses. A key role of strategists is to facilitate continuous organizational learning
and change.

R. T. Lenz offered some important guidelines for effective strategic management:

Keep the strategic-management process as simple and nonroutine as possible.
Eliminate jargon and arcane planning language. Remember, strategic management is
a process for fostering learning and action, not merely a formal system for control.
To avoid routinized behavior, vary assignments, team membership, meeting formats,
and the planning calendar. The process should not be totally predictable, and settings
must be changed to stimulate creativity. Emphasize word-oriented plans with num-
bers as back-up material. If managers cannot express their strategy in a paragraph or
so, they either do not have one or do not understand it. Stimulate thinking and action
that challenge the assumptions underlying current corporate strategy. Welcome bad
news. If strategy is not working, managers desperately need to know it. Further, no
pertinent information should be classified as inadmissible merely because it cannot
be quantified. Build a corporate culture in which the role of strategic management
and its essential purposes are understood. Do not permit “technicians” to co-opt the
process. It is ultimately a process for learning and action. Speak of it in these terms.
Attend to psychological, social, and political dimensions, as well as the information
infrastructure and administrative procedures supporting it.22

An important guideline for effective strategic management is open-mindedness. A
willingness and eagerness to consider new information, new viewpoints, new ideas, and
new possibilities is essential; all organizational members must share a spirit of inquiry
and learning. Strategists such as chief executive officers, presidents, owners of small
businesses, and heads of government agencies must commit themselves to listen to and
understand managers’ positions well enough to be able to restate those positions to the
managers’ satisfaction. In addition, managers and employees throughout the firm should
be able to describe the strategists’ positions to the satisfaction of the strategists. This
degree of discipline will promote understanding and learning.

No organization has unlimited resources. No firm can take on an unlimited amount of
debt or issue an unlimited amount of stock to raise capital. Therefore, no organization can
pursue all the strategies that potentially could benefit the firm. Strategic decisions thus
always have to be made to eliminate some courses of action and to allocate organizational
resources among others. Most organizations can afford to pursue only a few corporate-
level strategies at any given time. It is a critical mistake for managers to pursue too many
strategies at the same time, thereby spreading the firm’s resources so thin that all strategies
are jeopardized. Joseph Charyk, CEO of the Communication Satellite Corporation
(Comsat), said, “We have to face the cold fact that Comsat may not be able to do all it
wants. We must make hard choices on which ventures to keep and which to fold.”

Strategic decisions require trade-offs such as long-range versus short-range consider-
ations or maximizing profits versus increasing shareholders’ wealth. There are ethics
issues too. Strategy trade-offs require subjective judgments and preferences. In many
cases, a lack of objectivity in formulating strategy results in a loss of competitive posture
and profitability. Most organizations today recognize that strategic-management concepts
and techniques can enhance the effectiveness of decisions. Subjective factors such as
attitudes toward risk, concern for social responsibility, and organizational culture will
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Seventeen Guidelines for the Strategic-Planning Process to Be Effective

It should be a people process more than a paper process.
It should be a learning process for all managers and employees.
It should be words supported by numbers rather than numbers supported by words.

It should be simple and nonroutine.

It should challenge the assumptions underlying the current corporate strategy.
It should welcome bad news.
It should welcome open-mindness and a spirit of inquiry and learning.
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It should not be a bureaucratic mechanism.

10. It should not become ritualistic, stilted, or orchestrated.
11. It should not be too formal, predictable, or rigid.

12. It should not contain jargon or arcane planning language.
13. It should not be a formal system for control.

14. It should not disregard qualitative information.

15. It should not be controlled by “technicians.”

16. Do not pursue too many strategies at once.

17. Continually strengthen the “good ethics is good business” policy.

always affect strategy-formulation decisions, but organizations need to be as objective as
possible in considering qualitative factors. Table 1-3 summarizes important guidelines for
the strategic-planning process to be effective.

Comparing Business and Military Strategy

A strong military heritage underlies the study of strategic management. Terms such as
objectives, mission, strengths, and weaknesses first were formulated to address problems
on the battlefield. According to Webster’s New World Dictionary, strategy is “the science
of planning and directing large-scale military operations, of maneuvering forces into the
most advantageous position prior to actual engagement with the enemy.” The word
strategy comes from the Greek strategos, which refers to a military general and combines
stratos (the army) and ago (to lead). The history of strategic planning began in the mili-
tary. A key aim of both business and military strategy is “to gain competitive advantage.”
In many respects, business strategy is like military strategy, and military strategists have
learned much over the centuries that can benefit business strategists today. Both business
and military organizations try to use their own strengths to exploit competitors’ weak-
nesses. If an organization’s overall strategy is wrong (ineffective), then all the efficiency
in the world may not be enough to allow success. Business or military success is gener-
ally not the happy result of accidental strategies. Rather, success is the product of both
continuous attention to changing external and internal conditions and the formulation
and implementation of insightful adaptations to those conditions. The element of surprise
provides great competitive advantages in both military and business strategy; information
systems that provide data on opponents’ or competitors’ strategies and resources are also
vitally important.

Of course, a fundamental difference between military and business strategy is that
business strategy is formulated, implemented, and evaluated with an assumption of
competition, whereas military strategy is based on an assumption of conflict. Nonetheless,
military conflict and business competition are so similar that many strategic-management
techniques apply equally to both. Business strategists have access to valuable insights that
military thinkers have refined over time. Superior strategy formulation and implementation
can overcome an opponent’s superiority in numbers and resources.

Both business and military organizations must adapt to change and constantly
improve to be successful. Too often, firms do not change their strategies when their

It should vary assignments, team memberships, meeting formats, and even the planning calendar.
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environment and competitive conditions dictate the need to change. Gluck offered a classic
military example of this:

When Napoleon won, it was because his opponents were committed to the strategy,
tactics, and organization of earlier wars. When he lost—against Wellington, the
Russians, and the Spaniards—it was because he, in turn, used tried-and-true strategies
against enemies who thought afresh, who were developing the strategies not of the
last war but of the next.?3

Similarities can be construed from Sun Tzu’s writings to the practice of formulating
and implementing strategies among businesses today. Table 1-4 provides narrative

Excerpts from Sun Tzu's The Art of War Writings

War is a matter of vital importance to the state: a matter of life or death, the road either to survival or ruin. Hence, it is imperative
that it be studied thoroughly.

Wartfare is based on deception. When near the enemy, make it seem that you are far away; when far away, make it seem that

you are near. Hold out baits to lure the enemy. Strike the enemy when he is in disorder. Avoid the enemy when he is stronger.

If your opponent is of choleric temper, try to irritate him. If he is arrogant, try to encourage his egotism. If enemy troops are well
prepared after reorganization, try to wear them down. If they are united, try to sow dissension among them. Attack the enemy
where he is unprepared, and appear where you are not expected. These are the keys to victory for a strategist. It is not possible
to formulate them in detail beforehand.

A speedy victory is the main object in war. If this is long in coming, weapons are blunted and morale depressed. When the army
engages in protracted campaigns, the resources of the state will fall short. Thus, while we have heard of stupid haste in war, we
have not yet seen a clever operation that was prolonged.

Generally, in war the best policy is to take a state intact; to ruin it is inferior to this. To capture the enemy’s entire army is better
than to destroy it; to take intact a regiment, a company, or a squad is better than to destroy it. For to win one hundred victories in
one hundred battles is not the acme of skill. To subdue the enemy without fighting is the supreme excellence. Those skilled in war
subdue the enemy’s army without battle.

The art of using troops is this: When ten to the enemy’s one, surround him. When five times his strength, attack him. If double his
strength, divide him. If equally matched, you may engage him with some good plan. If weaker, be capable of withdrawing. And
if in all respects unequal, be capable of eluding him.

Know your enemy and know yourself, and in a hundred battles you will never be defeated. When you are ignorant of the enemy
but know yourself, your chances of winning or losing are equal. If ignorant both of your enemy and of yourself, you are sure to
be defeated in every battle.

He who occupies the field of battle first and awaits his enemy is at ease, and he who comes later to the scene and rushes into the
fight is weary. And therefore, those skilled in war bring the enemy to the field of battle and are not brought there by him. Thus,
when the enemy is at ease, be able to tire him; when well fed, be able to starve him; when at rest, be able to make him move.
Analyze the enemy’s plans so that you will know his shortcomings as well as his strong points. Agitate him to ascertain the
pattern of his movement. Lure him out to reveal his dispositions and to ascertain his position. Launch a probing attack to learn
where his strength is abundant and where deficient. It is according to the situation that plans are laid for victory, but the
multitude does not comprehend this.

An army may be likened to water, for just as flowing water avoids the heights and hastens to the lowlands, so an army should
avoid strength and strike weakness. And as water shapes its flow in accordance with the ground, so an army manages its victory
in accordance with the situation of the enemy. And as water has no constant form, there are in warfare no constant conditions.
Thus, one able to win the victory by modifying his tactics in accordance with the enemy situation may be said to be divine.

If you decide to go into battle, do not anounce your intentions or plans. Project “business as usual.”

Unskilled leaders work out their conflicts in courtrooms and battlefields. Brilliant strategists rarely go to battle or to court; they
generally achieve their objectives through tactical positioning well in advance of any confrontation.

When you do decide to challenge another company (or army), much calculating, estimating, analyzing, and positioning bring
triumph. Little computation brings defeat.

Skillful leaders do not let a strategy inhibit creative counter-movement. Nor should commands from those at a distance interfere
with spontaneous maneuvering in the immediate situation.

When a decisive advantage is gained over a rival, skillful leaders do not press on. They hold their position and give their rivals
the opportunity to surrender or merge. They do not allow their forces to be damaged by those who have nothing to lose.

Brillant strategists forge ahead with illusion, obscuring the area(s) of major confrontation, so that opponents divide their forces
in an attempt to defend many areas. Create the appearance of confusion, fear, or vulnerability so the opponent is helplessly drawn
toward this illusion of advantage.

(Note: Substitute the words strategy or strategic planning for war or warfare)

Source: Based on The Art of War and from www.ccs.neu.edu/home/thigpen/html/art_of_war.html
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excerpts from The Art of War. As you read through the table, consider which of the prin-
ciples of war apply to business strategy as companies today compete aggressively to
survive and grow.
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Conclusion

All firms have a strategy, even if it is informal, unstructured, and sporadic. All organiza-
tions are heading somewhere, but unfortunately some organizations do not know where
they are going. The old saying “If you do not know where you are going, then any road
will lead you there!” accents the need for organizations to use strategic-management con-
cepts and techniques. The strategic-management process is becoming more widely used by
small firms, large companies, nonprofit institutions, governmental organizations, and
multinational conglomerates alike. The process of empowering managers and employees
has almost limitless benefits.

Organizations should take a proactive rather than a reactive approach in their
industry, and they should strive to influence, anticipate, and initiate rather than just
respond to events. The strategic-management process embodies this approach to deci-
sion making. It represents a logical, systematic, and objective approach for determin-
ing an enterprise’s future direction. The stakes are generally too high for strategists to
use intuition alone in choosing among alternative courses of action. Successful strate-
gists take the time to think about their businesses, where they are with their busi-
nesses, and what they want to be as organizations—and then they implement programs
and policies to get from where they are to where they want to be in a reasonable period
of time.

It is a known and accepted fact that people and organizations that plan ahead are much
more likely to become what they want to become than those that do not plan at all. A good
strategist plans and controls his or her plans, whereas a bad strategist never plans and then
tries to control people! This textbook is devoted to providing you with the tools necessary
to be a good strategist.

Key Terms and Concepts

Annual Objectives (p. 13) Retreats (p. 16)

Competitive Advantage (p. 9) Strategic Management (p. 6)
Empowerment (p. 17) Strategic-Management Model (p. 14)
Environmental Scanning (p. 12) Strategic-Management Process (p. 6)
External Opportunities (p. 11) Strategic Planning (p. 6)

External Threats (p. 11) Strategies (p. 13)

Internal Strengths (p. 12) Strategists (p. 10)

Internal Weaknesses (p. 12) Strategy Evaluation (p. 7)

Intuition (p. 7) Strategy Formulation (p. 6)
Long-Range Planning (p. 6) Strategy Implementation (p. 6)
Long-Term Objectives (p. 13) Sustained Competitive Advantage (p. 9)
Mission Statements (p. 11) Vision Statement (p. 11)

Policies (p. 14)

Issues for Review and Discussion

1. Distinguish between long-range planning and strategic planning.
2. Compare a company’s strategic plan with a football team’s game plan.
3. Describe the three activities that comprise strategy evaluation.
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30.

31.

32.

33.

34.

35.

36.

37.

38.

39.
40.

How important do you feel “being adept at adapting” is for business firms? Explain.
Compare the opossum and turtle to the woolly mammoth and saber-toothed tiger in terms of
being adept at adapting. What can we learn from the opossum and turtle?

As cited in the chapter, Edward Deming, a famous businessman, once said, “In God we
trust. All others bring data.” What did Deming mean in terms of developing a strategic
plan?

What strategies do you believe can save newspaper companies from extinction?
Distinguish between the concepts of vision and mission.

Your university has fierce competitors. List three external opportunities and three external
threats that face your university.

List three internal strengths and three internal weaknesses that characterize your
university.

List reasons why objectives are essential for organizational success.

List four strategies and a hypothetical example of each.

List six characteristics of annual objectives.

Why are policies especially important in strategy implementation?

What is a “retreat,” and why do firms take the time and spend the money to have these?
Discuss the notion of strategic planning being more formal versus informal in an organiza-
tion. On a 1 to 10 scale from formal to informal, what number best represents your view of
the most effective approach? Why?

List 10 guidelines for making the strategic-planning process effective. Arrange your
guidelines in prioritized order of importance in your opinion.

List what you feel are the five most important lessons for business that can be garnered from
The Art of War book.

What is the fundamental difference between business strategy and military strategy in terms
of basic assumptions?

Explain why the strategic management class is often called a “capstone course.”

What aspect of strategy formulation do you think requires the most time? Why?

Why is strategy implementation often considered the most difficult stage in the strategic-
management process?

Why is it so important to integrate intuition and analysis in strategic management?

Explain the importance of a vision and a mission statement.

Discuss relationships among objectives, strategies, and policies.

Why do you think some chief executive officers fail to use a strategic-management approach
to decision making?

Discuss the importance of feedback in the strategic-management model.

How can strategists best ensure that strategies will be effectively implemented?

Give an example of a recent political development that changed the overall strategy of an
organization.

Who are the major competitors of your college or university? What are their strengths

and weaknesses? What are their strategies? How sucessful are these institutions compared
to your college?

Would strategic-management concepts and techniques benefit foreign businesses as much
as domestic firms? Justify your answer.

What do you believe are some potential pitfalls or risks in using a strategic-management
approach to decision making?

In your opinion, what is the single major benefit of using a strategic-management approach
to decision making? Justify your answer.

Compare business strategy and military strategy.

Why is it important for all business majors to study strategic management since most
students will never become a chief executive officer nor even a top manager in a large
company?

Describe the content available on the SMCO Web site at www.strategyclub.com

List four financial and four nonfinancial benefits of a firm engaging in strategic
planning.

Why is it that a firm can normally sustain a competitive advantage for only a limited period
of time?

Why it is not adequate to simply obtain competitive advantage?

How can a firm best achieve sustained competitive advantage?
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On May 5, 2009, McDonald’s Corporation (MCD, hereafter) and Starbucks went full force cam-
paigning for the attention of coffee connoisseurs. Following its success with McCafés in Europe,
MCD surprised Starbucks with its announcement to offer lattes and mochas in its McCafés in the
United States. In an attempt to woo rival Starbucks’ customers, MCD promised to offer premium
taste at bargain prices. This announcement came at a time when Starbucks, hard hit by losses, was
closing hundreds of stores in the United States. The MCD—-Starbucks fight is everywhere on the
tube, in print, and the airwaves. MCD even taunts Starbucks with ads on buses and billboards that
read “4 bucks is dumb.” Starbucks is retaliating by placing newspaper ads that read “Beware of a
cheaper cup of coffee. It comes with a price.”

In April 2009, MCD reported strong sales growth in the first quarter of 2009 in spite of reces-
sionary conditions worldwide. MCD sales in the United States increased by 4.7 percent, in Europe
by 3.2 percent, and in Asia/Pacific, Middle East, and Africa by 5.5 percent. But as the U.S. dollar
gained strength against most currencies, especially the euro, British pound, Australian dollar,
Canadian dollar, and the Russian ruble, MCD experienced $642 million in foreign currency
translation losses in the first quarter of 2009, as indicated in Exhibit 1. Undeterred, however, MCD
is forging ahead with a renewed commitment to allure coffee enthusiasts away from rivals, big
and small.

History

MCD was launched in 1940 when brothers Dick and Mac McDonald opened a restaurant in San
Bernadino, California. However, the credit of growing the corporation into a franchised, global oper-
ation is attributed to Ray Kroc, who acquired equity from the McDonald brothers and took the firm
public in 1965. MCD has a really cool history timeline called “Travel in Time with Us” located at the
http://www.aboutmcdonalds.com/mcd/our_company/mcd_history.html Web page. It reveals informa-
tion such as the following:

1979 MCD introduced Happy Meals

1981 MCD opened stores in Spain, Denmark, and the Philippines
1983 MCD entered its 32nd country

1984 Ray Kroc passed away

1987 MCD introduced Fresh Salads

1990 MCD opened a store in Moscow, Russia

1992 MCD opened a store in Warsaw, Poland

1995 MCD’s new ad was “Have You Had Your Break Today?”
1996 www.mcdonalds.com Web site introduced

1997 MCD’s new ad was “Did Somebody Say McDonald’s?”
2001 The Big N’Tasty sandwich introduced

2003 MCD introduced Premium Salads and its “Plan to Win” strategy
2006 MCD introduced Snack Wraps


www.mcdonalds.com
http://www.aboutmcdonalds.com/mcd/our_company/mcd_history.html
www.mcdonalds.com
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Impact of Foreign Currency Translation ($ in millions, except

per share data)

Currency

Translation

Profit/(Loss)
Quarter ended March 31 2009 2008 in 2009
Revenues $5,077.4 $5,614.8 (642.4)
Company-operated margins 564.2 659.2 (72.5)
Franchised margins 1,296.0 1,316.2 (109.0)
Selling, general, and administrative expenses 497.3 552.4 43.0
Operating income 1,400.4 1,462.8 (137.9)
Net income 979.5 946.1 (86.2)
Earnings per share—diluted 0.87 0.81 (0.08)

Source: SEC 10-Q, May 5, 2009.

Today, MCD is the largest global food service retailer, with over 31,000 restaurants in
118 countries serving more than 58 million customers each day. Exhibit 2 shows MCD’s global
locations. The number of restaurants held and operated by MCD in 2008 and 2009 in each group
indicates steady growth in every country of operation except for the United Kingdom, where the

growth is flat.

MCD’s Number of Restaurants Worldwide

As of March 31 2009 2008 Increase
U.S. 13,898 13,871 27
Europe

Germany 1,337 1,301 36
United Kingdom 1,192 1,192 —
France 1,135 1,108 27
Spain 393 379 14
Italy 381 363 18
Other 2,212 2,142 70
Total Europe 6,650 6,485 165
APMEA (Asia/Pacific/ Middle East/Asia)

Japan 3,746 3,737 9
China 1,074 911 163
Australia 782 762 20
Taiwan 347 346 1
Other 2,378 2,216 162
Total APMEA 8,327 7,972 355
Other Countries and Corporate

Canada 1,419 1,408 11
Brazil 563 553 10
Mexico 382 365 17
Other 821 785 36
Total Other Countries and Corporate 3,185 3,111 74
Systemwide restaurants 32,060 31,439 621
Total Countries 118 118 —

Source: SEC 10-K, dated February 25, 2009.




Internal Issues

Organizational Structure

MCD’s top leadership has seen some turnover recently. The position of controller stands vacant,
and the McDonald’s USA group currently includes new executives to head its East and West
Divisions. Exhibit 3 provides a list of MCD’s top leadership as well as the firm’s organizational
chart.

Note that MCD’s operations are organized into a geographical structure with four key segments.
These four segments are (1) McDonald’s—USA, (2) McDonald’s—Europe, (3) McDonald’s—
APMEA (Asia/Pacific, Middle East, and Africa), and (4) McDonald’s—Other Countries and
Corporate.

Finances
In addition to the steady growth in the number of restaurants, MCD exhibited strong financial per-
formance by geographic segment between 2008 and 2009, even as the worldwide economic crisis
negatively impacted MCD’s key competitors. As shown in Exhibit 4, revenues and operating mar-
gins in the three key segments (United States, Europe, and APMEA) rose steadily in 2006 through
2008, offsetting declines in the “Other and Corporate” segment.

MCD delivers consistently good performance, making it a darling for investors. In April 2009,
major industry analysts rated MCD as a “buy,” suggesting low levels of risk for investors. MCD’s

McDonald’s Corporation: Executive Officers and Organizational Chart

James A. Skinner,
Vice Chairman and
Chief Executive
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Officer
v v Y Y Y Y
Jeffrey P. A /Gloria Santona,\ Richard h /Ralph Alvarez,\ Peter J. Bensen, /Mary N. Dillon,\
Stratton, Corporate Floersch, President and Executive Vice Corporate
Executive Vice Executive Executive Vice Chief President and Executive Vice
President- Vice President, President and Operating Chief Financial President &
Chief General Chief Human Officer Officer Global Chief
Restaurant Counsel, and Resources Marketing
Officer Secretary Officer Officer
\ V. A ) A J A J - J A J

Y Y

Timothy J. Fenton,
President,
McDonald’s
Asia/Pacific, Middle
East and Africa

Janice Fields,
Executive Vice
President and Chief
Operating Officer,
McDonald'’s USA

Jose Armario,
Group President-

McDonalds Canada
and Latin America

Denis Hennequin,
President of

McDonald’s Europe

7 ¥

Jim Johanessen, Karen King, Steve Plotkin,

President, East Division for West Division for
Central Division McDonald’s McDonald’s USA
for McDonald'’s USA

USA

Source: http:/www.aboutmcdonalds.com/mcd/our_company/bios.html

Donald Thompson,
President of

McDonald’s USA
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Select Financial Data by Geographic Segment

In millions 2008 2007 2006
U.S. $ 8,078.3 $ 7,905.5 $ 7,464.1
Europe 9,922.9 8,926.2 7,637.7
APMEA (Asia/Pacific/Middle East/Africa) 4,230.8 3,598.9 3,053.5
Other Countries & Corporate 1,290.4 2,356.0 2,739.9
Total revenues $23,522.4 $22.,786.6 $20,895.2
U.S. $ 3,059.7 $ 2,841.9 $ 2,657.0
Europe 2,608.0 2,125.4 1,610.2
APMEA 818.8 616.3 364.4
Other Countries & Corporate (43.6) (1,704.6) (198.6)
Total operating income $ 6,442.9 $ 3,879.0 $ 44330
U.S. $10,356.7 $10,031.8 $ 94774
Europe 10,532.7 11,380.4 10,413.9
APMEA 4,074.6 4,145.3 3,727.6
Other Countries & Corporate 3,497.5 3,834.2 3,529.4
Businesses held for sale 1,631.5
Discontinued operations 194.7
Total assets $28,461.5 $29,391.7 $28,974.5
U.S. $837.4 $ 805.1 $ 7743
Europe 864.1 687.4 504.9
APMEA 360.6 302.8 208.1
Other Countries & Corporate 73.6 97.3 85.4
43.7 87.0
10.3 82.2
Total capital expenditures $ 2,135.7 $ 1,946.6 $ 1,741.9
U.S. $ 4009 $ 4027 $ 3905
Europe 506.3 473.3 436.4
APMEA 1934 178.1 171.8
Other Countries & Corporate 107.2 112.6 1104
26.1 81.8
21.3 59.0
$ 1,207.8 $ 1,214.1 $ 1,249.9

Source: SEC 10-K, February 25, 2009.

financial statements presented in Exhibit 5 demonstrate the enthusiasm of the analyst community.
The MCD income statement provided in the exhibit demonstrates continuous and steady
revenue growth. Total revenues grew from $20.9 billion in 2006 to $22.8 billion in 2007 and
$23.5 billion in 2008. That translates into an annual growth of about 9.1 percent from 2006 to
2007 and 3.1 percent from 2007 to 2008. Net income shows a slightly different trend. Net income
declined by 32.4 percent between 2006 and 2007 but regains momentum by growing 80 percent
from 2007 to 2008.

MCD’s consolidated balance sheet presented in Exhibit 6 depicts a decline in total assets held by
the company from about $29.02 billion in 2006 to about $28.5 billion in 2008. At the same time, both
long term debt and retained earnings increased significantly. Because the interest rate on short-term
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McDonald’s Consolidated Statement of Income

In millions, except per share data Years ended December 31 2008 2007 2006

REVENUES

Sales by Company-operated restaurants $16,560.9 $16,611.0 $15,402.4

Revenues from franchised restaurants 6,961.5 6,175.6 5,492.8
Total revenues 23,5224 22,786.6 20,895.2

OPERATING COSTS AND EXPENSES
Company-operated restaurant expenses

Food & paper 5,586.1 5,487.4 5,111.8

Payroll & employee benefits 4,300.1 4,331.6 3,991.1

Occupancy & other operating expenses 3,766.7 3,922.7 3,802.2
Franchised restaurants—occupancy expenses 1,230.3 1,139.7 1,058.1
Selling, general & administrative expenses 2,355.5 2,367.0 2,295.7
Impairment and other charges, net 6.0 1,670.3 134.2
Other operating (income) expense, net (165.2) (11.1) 69.1

Total operating costs and expenses 17,079.5 18,907.6 16,462.2

Operating income 6,442.9 3,879.0 4,433.0
Interest expense—net of capitalized interest of $12.3, $6.9 and $5.4 522.6 410.1 401.9
Nonoperating (income) expense, net (77.6) (103.2) (123.3)
Gain on sale of investment (160.1)
Income from continuing operations before provision for income taxes 6,158.0 3,572.1 4,154.4
Provision for income taxes 1,844.8 1,237.1 1,288.3
Income from continuing operations 4,313.2 2,335.0 2,866.1
Income from discontinued operations (net of taxes of $34.5 and $101.9) 60.1 678.1
Net income $4,313.2 $2,395.1 $3,544.2
Per common share-basic:
Continuing operations $ 383 $ 196 $ 232
Discontinued operations 0.05 0.55
Net income $ 3.83 $ 202 $ 2487
Per common share-diluted:
Continuing operations $ 376 $ 193 $ 229
Discontinued operations 0.05 0.54
Net income $ 376 $ 198 $ 283
Dividends declared per common share $ 1.625 $ 1.50 $ 1.00
Weighted-average shares outstanding—basic 1,126.6 1,188.3 1,234.0
Weighted-average shares outstanding—diluted 1,146.0 1,211.8 1,251.7

Source: SEC 10-K, February 25, 2009.

debt for MCD is less than 6 percent for both short- and long-term debt, an increase in MCD’s borrow-
ing should not be cause for concern.

Social Responsibility

MCD views its Plan to Win strategy, composed of the 5 P’s (people, products, place, price, and pro-
motion) as fundamental to its business success and to becoming better rather than just bigger. This
plan aims at delivering exceptional customer experiences by undertaking several initiatives focused
on each of the five P’s grounded in a set of the corporate values shown in Exhibit 7.



PART 1 e OVERVIEW OF STRATEGIC MANAGEMENT

MCD’s Balance Sheet

Source: http://finance.yahoo.com.

PERIOD ENDING 31-Dec-08 31-Dec-07 31-Dec-06
Assets
Current Assets
Cash and Cash Equivalents $2,063,400 $1,981,300 $2,136,400
Short Term Investments — — —
Net Receivables 931,200 1,053,800 904,200
Inventory 111,500 125,300 149,000
Other Current Assets 411,500 421,500 435,700
Total Current Assets 3,517,600 3,581,900 3,625,300
Long Term Investments 1,222,300 1,156,400 1,036,200
Property Plant and Equipment 20,254,500 20,984,700 20,845,700
Goodwill 2,237,400 2,301,300 2,209,200
Intangible Assets — — —
Accumulated Amortization — — —
Other Assets 1,229,700 1,367,400 1,307,400
Deferred Long Term Asset Charges — — —
Total Assets 28,461,500 29,391,700 29,023,800
Liabilities
Current Liabilities
Accounts Payable 2,506,100 3,634,000 2,739,000
Short/Current Long Term Debt 31,800 864,500 17,700
Other Current Liabilities — — 251,400
Total Current Liabilities 2,537,900 4,498,500 3,008,100
Long Term Debt 10,186,000 7,310,000 8,416,500
Other Liabilities 1,410,100 1,342,500 1,074,900
Deferred Long Term Liability Charges 944,900 960,900 1,066,000
Minority Interest — — —
Negative Goodwill — — —
Total Liabilities 15,078,900 14,111,900 13,565,500
Stockholders’ Equity
Misc. Stocks Options Warrants — — —
Redeemable Preferred Stock — — —
Preferred Stock — — —
Common Stock 16,600 16,600 16,600
Retained Earnings 28,953,900 26,461,500 25,845,600
Treasury Stock (20,289,400) (16,762,400) (13,552,200)
Capital Surplus 4,600,200 4,226,700 3,445,000
Other Stockholders’ Equity 101,300 1,337,400 (296,700)
Total Stockholders’ Equity 13,382,600 15,279,800 15,458,300
Total Liabilities and SE $28,461,500 $29,391,700 $29,023,800
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McDonald’s Corporation’s Values

We place the customer experience at the core of all we do

Our customers are the reason for our existence. We demonstrate our appreciation by providing
them with high quality food and superior service, in a clean, welcoming environment, at a
great value.

We are committed to our people

We provide opportunity, nurture talent, develop leaders and reward achievement. We believe
that a team of well-trained individuals with diverse backgrounds and experiences, working
together in an environment that fosters respect and drives high levels of engagement, is
essential to our continued success.

We believe in the McDonald’s system

McDonald’s business model, depicted by the “three-legged stool” of owner/operators, suppliers,
and company employees, is our foundation, and the balance of interests among the three groups
is key.

We operate our business ethically

Sound ethics is good business. At McDonald’s, we hold ourselves and conduct our business to
high standards of fairness, honesty, and integrity. We are individually accountable and
collectively responsible.

We give back to our communities

We take seriously the responsibilities that come with being a leader. We help our customers build
better communities, support Ronald McDonald House Charities, and leverage our size, scope and
resources to help make the world a better place.

We grow our business profitably

McDonald’s is a publicly traded company. As such, we work to provide sustained profitable
growth for our shareholders. This requires a continuing focus on our customers and the health
of our system.

We strive continually to improve

We are a learning organization that aims to anticipate and respond to changing customer,
employee and system needs through constant evolution and innovation.

Source: http://www.crmcdonalds.com.

MCD has made significant changes to become a socially and environmentally friendly company.
It has been recognized for its efforts in inclusive excellence with respect to employing and creating
opportunities for minorities. MCD has been listed among the “top 40 companies” by Black Enterprise
Magazine for 2005 through 2007. It established its first Global Environmental Commitment in 1989.
Since then it has been actively seeking to reduce its carbon footprint by using recycled packaging.
Additionally, Ronald McDonald’s Foundations raise millions of dollars each year for children-cen-
tered causes in the community.

According to Skinner, MCD’s CEO, “Corporate responsibility means many things to many peo-
ple. At McDonald’s, being a responsible company means living our values to enable us to serve food
responsibly, and work toward a sustainable future.” (MCD either does not have a written mission
statement nor vision statement or these documents are not publicly available because I could not
locate either of these at the time this case was written.)

Competitors

The food service industry, also known as the restaurant industry, is large and lucrative with a market
capitalization of $104 billion and a price-to-earnings (P/E) ratio of 80.2. Yet it is highly fragmented
with over 550,000 restaurants ranging from small local eateries to global giants like MCD and Yum!
Brands, Inc. MCD towers over its direct competitors in the industry with a market cap of $59.8 bil-
lion in May 2009. Yum! Brands, which has a market cap of only $16.3 billion, and Burger King
Holdings, Inc., whose market cap is $2.46 billion, are second and third, respectively. Even though
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Wendy’s directly competes with MCD in this industry, Wendy’s is currently owned by a private
holding company, the Wendy’s/Arby’s Group. A brief summary of competitor financial highlights is
provided in Exhibit 8.

Burger King (BKC)

Founded in Miami, Florida, in 1954 under the name “Insta Burger King” by James McLamore and
David Edgerton, Burger King Corporation (BKC), a subsidiary of Burger King Holdings, Inc.,
owns or franchises about 11,500 restaurants in the United States and 70 foreign countries, including
Canada, Europe, the Middle East, Africa, the Asia Pacific, and Latin America. Even though it is
considered the second largest burger chain in the world, it ranks third in size in the food service
industry. With a market capitalization of $2.46 billion, revenues of $2.55 billion, and 41,000 full-
time employees, BKC trails behind McDonald’s in several categories in the fast-food industry,
including operating margins, earnings per share (EPS), and P/E ratio.

In addition to its famous “Whopper sandwich,” BKC offers a variety of burgers, chicken sand-
wiches, breakfast items, and salads that compete directly with MCD. BKC, since the 1980s, has a
long-standing contract with the Army and Air Force Exchange Service. As such, every major army
and air force location worldwide has a Burger King restaurant on its premises.

Yum! Brands (YUM)

Yum! Brands, Inc., formerly known as TRICON Global Restaurants, Inc., was founded in 1997
and changed its name to Yum! Brands, Inc. in 2002. Yum! operates over 36,000 restaurants in 110
countries. Yum! owns prominent restaurant chains, such as Kentucky Fried Chicken (KFC), Pizza
Hut, Taco Bell, Long John Silver’s, and A&W. Headquartered in Louisville, Kentucky, it has a
market cap of $15.56 billion, has 50,400 employees as of May 7, 2009, and is the closest
competitor in size to McDonald’s. Headquartered in Louisville, Kentucky, Yum! is considered the
second largest in the global fast-food service industry. Offering more than one brand at a single
location has helped Yum! increase traffic at a single real estate location. Each of its flagship
brands also dominates the segment. For example, Taco Bell holds 60% of the Mexican fast-food
segment, KFC holds a respectable 45% of the fast-food chicken business, and Pizza Hut leads the
pizza business with a 15% market share in the pizza business segment. In addition to seeking
growth through acquisition of prominent brands, since its restructuring in 2006, Yum! has been
pursuing aggressive expansion overseas by expanding at the rate of 700 new locations for the
seventh consecutive year since 1999. In China alone, it has more than 2,600 restaurants, account-
ing for 15% of its revenues.

McDonald’s versus Rivals, Year-end 2008
(B = $billion; M = $million)

(Fast) Food Specialty
Service Eateries
MCD YUM BKC Industry SBUX Industry
Market Cap 61.17B 1557B 245B 161.69 M 10.1 B 1.64 B
Employees 400,000 50,400 41,000 5,700 176,000 2,140
Revenue 2299B 11.08B 2.55B 403.14 M 10.04 B 1.31B
Gross Margin 37.09%  24.53% 33.13% 21.51% 54.24% 32.2%
Net Income 435B 928 M 192 M N/A 88 M N/A
EPS 3.827 1.914 1.402 0.09 0.119 0.12
P/E 14.35 17.65 13.01 17.91 114.79 22.33

MCD = McDonald’s Corporation
BKC = Burger King Holdings, Inc.
YUM = Yum! Brands, Inc.

SBUX = Starbucks

Source: Based on http://finance.yahoo.com.
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Wendy's (WEN)

Founded in 1969, based in Dublin, Ohio, and operating over 6,600 restaurants, Wendy’s
International, Inc., owns 1,400 of the 6,600 restaurants. With 44,000 employees in 2007, Wendy’s
ranks fourth in the industry, behind McDonald’s, Yum!, and Burger King. The company is well
known for its unique square single, double, or triple made-to-order burgers and fries, and alterna-
tive menu items, such as baked potato, chili, and salads. Its new low-priced menus directly com-
pete for market share with MCD. It holds a unique position in the industry as an old-fashioned
eating place in the fast-food business and was recognized in 1986 as the most favorite quality
brand by QSR Magazine for the second year in a row and earned first place for customer satisfac-
tion in the “limited service restaurants” category in that year’s American Customer Satisfaction
Index survey. With revenues of $2,450 million in 2007, Wendy’s currently operates as a subsidiary
of the Wendy’s/Arby’s Group, a private company.

Starbucks Corporation (SBX)

Even though Starbucks is no direct competition for MCD’s core business, MCD is now in the
fighting ring with Starbucks for the specialty coffee niche. Therefore it is important to view
Starbucks as a new direct competitor. Starbucks was founded in 1985 by Howard Schultz, who
recently came out of retirement to serve as chairman, CEO, and president. The company is usually
grouped with the high-priced, high-margins specialty eateries industry. Starbucks’ annual rev-
enues are $10.04 billion, less than half of MCD’s. Starbuck’s gross margins at 54.24 percent are
17 percent points higher than McDonald’s. With 176,000 employees and strong brand recognition,
Starbucks is seen as a leader in the specialty eateries industry.

External Threats

Because of its global reach and brand recognition, MCD continues to face significant threats to its
aggressive growth strategy at home, one of which is the growing awareness among the medical and
scientific community as well as the public of the direct relationship between diet and health. A joint
research study recently conducted at the University of California, Berkeley, and Columbia
University and published in March 2009 concluded that the presence of a fast-food restaurant
within 500 feet of a school is associated with at least a 5.2 percent increase in the obesity rate in
that school, suggesting significant health benefits of banning fast-food restaurants close to schools
if communities are interested in fighting the growing epidemic of obesity among young adolescents
in America.

MCD continues to encounter lawsuits brought about around the world by activists and irate par-
ents of children less than 18 years of age. In 1990, in the McLibel Trial, also known as McDonald’s
Restaurants v. Morris & Steel, activists from a small group known as London Greenpeace with no
affiliation with the Greenpeace organization printed and distributed information under the title,
“What’s wrong with McDonald’s?” In that printed information that was widely circulated in London,
they criticized MCD’s environmental, health, and labor record. The corporation wrote to the group
demanding them to retract and apologize, but when the two key activists refused to back down, MCD
sued them for libel. It turned out to be not only one of the longest cases in British civil law, but it also
turned out to be a public relations nightmare for MCD. A documentary film capturing this saga con-
tinues to been shown in several countries, including the United States.

MCD’s premises continue to draw antiglobalization activists from around the world. In 1999,
French activist José Bové vandalized a half-built McDonald’s to protest against the introduction of
fast food in the region. As recently as 2009, activists vandalized MCD’s restaurants during the G-20
summit in protest of the poverty and income inequalities brought about by globalization.

The documentary film, Super Size Me, which argued that MCD’s menu was contributing to the
obesity epidemic and that the company provided no nutritional information about its products, caught
MCD executive’s attention quickly. Within six weeks after the film’s debut, MCD eliminated the
supersize option from its meal options.

In April 2006, the global activist organization Greenpeace alleged that MCD, as a client of the
agricultural behemoth Cargill, was contributing to the destruction of the Amazon rain forest in Brazil
and the invasion of the indigenous people’s lands when it bought chickens fed with Brazilian soya.
Furthermore, global activists argue that MCD’s operations overburden scarce drinking water supply
away from the poor local communities by diverting it to the frivolous production of supplies to
support MCD.

Unfavorable changes on the sociopolitical, legal, and environmental fronts at home and over-
seas as well as currency rates may adversely affect MCD without prior notice. Cost of supplies may
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increase cutting into MCD’s gross margins as is evident from its income statement (Exhibit 8).
Total operating costs and expenses increased rose from about $16.5 billion in 2006 to $18.9 billion
in 2007. Foreign currency translation losses displayed in Exhibit 1 show the extent of damage that
global companies like MCD encounter due to the uncertainties in the global environment that no
one has control over. In February 2009, MCD cut prices of its popular menu items in China by as
much as 40 percent to reverse declining sales.

Conclusion

Success today is no guarantee for success tomorrow. However, McDonald’s added 40 restaurants in
India in 2008 and another 25 in 2009. Although people in India are predominantly Hindu and revere
the cow, thus eating no beef, they love McDonald’s, especially Chicken McNuggets, which were first
introduced in India in May 2009. MCD’s vegetable patties also are a big hit now in India.

For the second quarter, which ended June 30, 2009, MCD had positive global comparable sales in
every area of the world, as well as higher revenues, operating income, and earnings per share com-
pared with the prior year. “We’re driving results by staying focused on our global business strategy,
the Plan to Win,” said Chief Executive Officer Jim Skinner. “As consumers find themselves more
cash-strapped and time-challenged, they continue to count on McDonald’s for value, convenience,
and variety across our menu.” MCD’s second quarter 2009 results included global comparable sales
up 4.8% with the United States up 3.5%, Europe up 6.9%, and Asia/Pacific, Middle East and Africa
up 4.4% McDonald’s Europe delivered strong second quarter comparable sales led by performance in
the U.K., France, and Russia. In Asia/Pacific, Middle East, and Africa (APMEA), Australia led the
segment’s second quarter operating income increase of 34% in constant currencies.

Exhibit 9 provides mid-year 2009 MCD financials:

MCD Financial Highlights, Second Quarter 2009
(dollars in millions, except per share data)

Quarter ended June 30 Six months ended June 30

2009 2008 2009 2008
Revenues $5,647.2 $6,075.3 $10,724.6 $11,690.1
Operating income 1,681.5 1,654.2 3,081.9 3,117.0
Net income 1,093.7 1,190.5 2,073.2 2,136.6

Earnings per share 0.98 1.04 1.85 1.85
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ASSURANCE OF LEARNING EXERCISES

Assurance of Learning Exercise 1A

Gathering Strategy Information

Purpose

The purpose of this exercise is to get you familiar with strategy terms introduced and defined
in Chapter 1. Let’s apply these terms to McDonald’s Corporation (stock symbol = MCD).

Instructions

Step 1 Go to www.mcdonalds.com, which is McDonald’s Web site. Click on the word Search.
Then type in the words Annual Report. Then print the 2009 McDonald’s Annual Report.
This document may be 100 pages, so you may want to print it in your college library or
order the report directly from McDonald’s as indicated on the Web site. The Annual Report
contains excellent information for developing a list of internal strengths and weaknesses for
MCD.

Step 2 Go to your college library and make a copy of Standard & Poor’s Industry Surveys for the
restaurant industry. This document will contain excellent information for developing a list of
external opportunities and threats facing MCD.

Step 3 Go to the www.finance.yahoo.com Web site. Enter MCD. Note the wealth of information
on McDonald’s that may be obtained by clicking any item along the left column. Click on
Competitors down the left column. Then print out the resultant tables and information.
Note that McDonald’s two major competitors are Yum! Brands, Inc. and Burger King
Holdings.

Step 4 Using the Cohesion Case, the www.finance.yahoo information, the 2009 Annual Report,
and the Industry Survey document, on a separate sheet of paper list what you consider to
be MCD'’s three major strengths, three major weaknesses, three major opportunities, and
three major threats. Each factor listed for this exercise must include a %, #, $, or ratio to
reveal some quantified fact or trend. These factors provide the underlying basis for a
strategic plan because a firm strives to take advantage of strengths, improve weaknesses,
avoid threats, and capitalize on opportunities.

Step 5 Through class discussion, compare your lists of external and internal factors to those developed
by other students and add to your lists of factors. Keep this information for use in later exercises
at the end of other chapters.

Step 6 Be mindful that whatever case company is assigned to your team of students this semester, you
can start to update the information on your company by following the steps just listed for any
publicly-held firm.

Assurance of Learning Exercise 1B

Strategic Planning for My University

Purpose

External and internal factors are the underlying bases of strategies formulated and implemented
by organizations. Your college or university faces numerous external opportunities/threats and
has many internal strengths/weaknesses. The purpose of this exercise is to illustrate the process
of identifying critical external and internal factors.
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External influences include trends in the following areas: economic, social, cultural,
demographic, environmental, technological, political, legal, governmental, and competitive.
External factors could include declining numbers of high school graduates; population shifts;
community relations; increased competitiveness among colleges and universities; rising
numbers of adults returning to college; decreased support from local, state, and federal agen-
cies; increasing numbers of foreign students attending U.S. colleges; and a rising number of
Internet courses.

Internal factors of a college or university include faculty, students, staff, alumni, athletic
programs, physical plant, grounds and maintenance, student housing, administration, fund-
raising, academic programs, food services, parking, placement, clubs, fraternities, sororities,
and public relations.

Instructions

Step 1 On a separate sheet of paper, write four headings: External Opportunities, External Threats,
Internal Strengths, and Internal Weaknesses.

Step 2 As related to your college or university, list five factors under each of the four headings.

Step 3 Discuss the factors as a class. Write the factors on the board.

Step 4 What new things did you learn about your university from the class discussion? How could this

type of discussion benefit an organization?

Assurance of Learning Exercise 1C

Strategic Planning at a Local Company

Purpose

This activity is aimed at giving you practical knowledge about how organizations in your city
or town are doing strategic planning. This exercise also will give you experience interacting
on a professional basis with local business leaders.

Instructions

Step 1 Use the telephone to contact business owners or top managers. Find an organization that does
strategic planning. Make an appointment to visit with the strategist (president, chief executive
officer, or owner) of that business.

Step 2 Seek answers to the following questions during the interview:

B How does your firm formally conduct strategic planning? Who is involved in the
process? Does the firm hold planning retreats? If yes, how often and where?

® Does your firm have a written mission statement? How was the statement developed?
When was the statement last changed?

B What are the benefits of engaging in strategic planning?

B What are the major costs or problems in doing strategic planning in your business?

B Do you anticipate making any changes in the strategic-planning process at your
company? If yes, please explain.

Step 3 Report your findings to the class.

Assurance of Learning Exercise 1D

Getting Familiar with SMCO

Purpose

This exercise is designed to get you familiar with the Strategic Management Club Online
(SMCO), which offers many benefits for the strategy student. The SMCO site also offers tem-
plates for doing case analyses in this course.
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Strategy Formulation

CHAPTER 2

The Business Vision
and Mission

CHAPTER OBIJECTIVES

After studying this chapter, you should be able to do the following:

1. Describe the nature and role of vision 4. Discuss how clear vision and
and mission statements in strategic mission statements can benefit other
management. strategic-management activities.

2. Discuss why the process of developing a 5. Evaluate mission statements of
mission statement is as important as the different organizations.

TR In) Cloauins 6. Write good vision and mission

3. Identify the components of mission statements.
statements.

Assurance of Learning Exercises

Assurance of Assurance of Assurance of Assurance of
Learning Exercise 2A Learning Exercise 2B Learning Exercise 2C Learning Exercise 2D

Evaluating Mission Writing a Vision and Mission  Writing a Vision and Mission  Conducting Mission

Statements Statement for McDonald's Statement for My University  Statement Research




Source: Shutterstock/Photographer Dmitriy Shironosov

“Notable Quotes”

"A business is not defined by its name, statutes, or
articles of incorporation. It is defined by the business
mission. Only a clear definition of the mission and purpose
of the organization makes possible clear and realistic
business objectives."

—Peter Drucker

"A corporate vision can focus, direct, motivate, unify, and

even excite a business into superior performance. The job

of a strategist is to identify and project a clear vision.”
—John Keane

"Where there is no vision, the people perish.”
—Proverbs 29:1&

"The last thing IBM needs right now is a vision. (July 1993)
What IBM needs most right now is a vision. (March 1996)"
—Louis V. Gerstner Jr., CEO, IBM Corporation

"The best laid schemes of mice and men often go awry."
—Robert Burns (paraphrased)

"A strategist’s job is to see the company not asitis ...
but as it can become."
—John W. Teets, Chairman of Greyhound, Inc.

"That business mission is so rarely given adequate
thought is perhaps the most important single cause of
business frustration."

—Peter Drucker

"The very essence of leadership is that you have to have
vision. You can’t blow an uncertain trumpet.”
—Theodore Hesburgh
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This chapter focuses on the concepts and tools needed to evaluate and write business
vision and mission statements. A practical framework for developing mission statements is
provided. Actual mission statements from large and small organizations and for-profit and
nonprofit enterprises are presented and critically examined. The process of creating a
vision and mission statement is discussed. The global economic recession has resulted in
many firms changing direction and thereby altering their entire vision and mission in order
to survive. For example, in the Philippines, the largest food and beverage company, San
Miguel Corp., recently diversified by purchasing Petron Corp., the country’s largest oil
refiner. San Miguel also purchased Meralco, formally named Manila Electric, thus broad-
ening its mission to include energy-related businesses.
The boxed insert company examined in this chapter is Wal-Mart, which has a clear
vision/mission and strategic plan. Wal-Mart is doing great in the global economic
recession.

Doing Great in a Weak Economy

Wal-Mart

hen most firms were struggling in 2008, Wal-
Mart increased its revenues from $348 billion in
2007 to $378 billion in 2008. Wal-Mart's net income
increased too, from $11.2 billion to $12.7 billion—quite
impressive. Fortune magazine in 2009 rated Wal-Mart
as their 11th “Most Admired Company in the World” in
terms of their management and performance.
Wal-Mart Stores continues to expand internation-
ally, particularly in emerging countries such as Brazil and
India. From 2009 to 2013, Wal-Mart plans to devote 53
percent of its international spending to emerging mar-
kets, up from 33 percent in the prior five years. The
company plans include remodeling U.S. stores rather

than adding new stores and going to smaller stores.
Wal-Mart's capital expenditures in the year ending
January 2010 were $5.3 billion, up from $4.8 billion the
prior year.

As electronics retailer Circuit City was declaring
bankruptcy and liquidating in 2008, Wal-Mart was
beefing up its electronics product line, directly attacking
Best Buy. The two firms today are in a dogfight to
obtain the millions of electronics products customers.
Best Buy was Fortune's 44th “Most Admired Company
in the World” in 2009.

Wal-Mart recently revamped the electronics depart-
ments in its 3,500 U.S. stores to make them much
more interactive and roomier. The company wants
all the business that Circuit City's failure left and
also wants all of Best Buy’s and Amazon’s business.
Wal-Mart now carries sophisticated electronics prod-
ucts such as Research in Motion Ltd.’s Blackberry
smart phones, Palm Inc.'s Pre smart phone, and
Blu-ray disc players. Wal-Mart in June 2009 began
selling Dell Inc.’s new Studio One 19 touch-screen
computers.



Wal-Mart Stores is bigger than Europe’s Carrefour,
Tesco, and Metro AG combined. It is the world’s number
one retailer, with more than 7,870 stores, including
about 890 discount stores, 2,970 combination discount
and grocery stores (Wal-Mart Supercenters in the United
States and ASDA in the United Kingdom), and 600 ware-
house stores (Sam’s Club). About 55 percent of its Wal-
Mart stores are in the United States, but the company
continues expanding internationally; it is the number-
one retailer in Canada and Mexico and it has operations
in Asia (where it owns a 95 percent stake in Japanese
retailer SEIYU), Europe, and South America. Founder
Sam Walton’s heirs own about 40 percent of Wal-Mart.

Wal-Mart is a corporate leader in sustainability. The
company in 2009 alone installed rooftop solar arrays on
20 stores and warehouses in California and Hawaii.
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A Wal-Mart partner, BP Solar, installs, maintains, and
owns these systems.

Perhaps more importantly, Wal-Mart in July 2009
unveiled a new environmental labeling program that
requires all its vendors to calculate and disclose the full
environmental costs of making their products. All ven-
dors must soon distill that information into Wal-Mart's
new labeling system, thus providing product environ-
mental impact information to all Wal-Mart shoppers.
This new Wal-Mart program may redefine the whole
consumer products labeling process globally by the year
2012.

Source: Based on Geoff Colvin, “The World’s Most Admired
Companies,” Fortune (March 16, 2009): 76-86; and Miguel Bustillo,
“Wal-Mart Puts Green Movement Into Stores,” Wall Street Journal
(July 16, 2009): Al

We can perhaps best understand vision and mission by focusing on a business when it
is first started. In the beginning, a new business is simply a collection of ideas. Starting a
new business rests on a set of beliefs that the new organization can offer some product or
service to some customers, in some geographic area, using some type of technology, at a
profitable price. A new business owner typically believes that the management philosophy
of the new enterprise will result in a favorable public image and that this concept of the
business can be communicated to, and will be adopted by, important constituencies. When
the set of beliefs about a business at its inception is put into writing, the resulting document
mirrors the same basic ideas that underlie the vision and mission statements. As a business
grows, owners or managers find it necessary to revise the founding set of beliefs, but those
original ideas usually are reflected in the revised statements of vision and mission.

Vision and mission statements often can be found in the front of annual reports. They
often are displayed throughout a firm’s premises and are distributed with company infor-
mation sent to constituencies. The statements are part of numerous internal reports, such as
loan requests, supplier agreements, labor relations contracts, business plans, and customer
service agreements. In a recent study, researchers concluded that 90 percent of all compa-
nies have used a mission statement sometime in the previous five years.!

What Do We Want to Become?

It is especially important for managers and executives in any organization to agree on the
basic vision that the firm strives to achieve in the long term. A vision statement should
answer the basic question, “What do we want to become?” A clear vision provides the
foundation for developing a comprehensive mission statement. Many organizations have
both a vision and mission statement, but the vision statement should be established first
and foremost. The vision statement should be short, preferably one sentence, and as many
managers as possible should have input into developing the statement.
Several example vision statements are provided in Table 2-1.

What Is Our Business?

Current thought on mission statements is based largely on guidelines set forth in the mid-1970s
by Peter Drucker, who is often called “the father of modern management” for his pioneering
studies at General Motors Corporation and for his 22 books and hundreds of articles. Harvard
Business Review has called Drucker “the preeminent management thinker of our time.”
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Vision Statement Examples

Tyson Foods’ vision is to be the world’s first choice for protein solutions while maximizing shareholder value. (Author comment:
Good statement, unless Tyson provides nonprotein products)

General Motors’ vision is to be the world leader in transportation products and related services. (Author comment: Good statement)
PepsiCo’s responsibility is to continually improve all aspects of the world in which we operate—environment, social, economic—
creating a better tomorrow than today. (Author comment: Statement is too vague; it should reveal beverage and food business)
Dell’s vision is to create a company culture where environmental excellence is second nature. (Author comment: Statement is too
vague; it should reveal computer business in some manner; the word environmental is generally used to refer to natural environment
so is unclear in its use here)

The vision of First Reliance Bank is to be recognized as the largest and most profitable bank in South Carolina. (Author comment:
This is a very small new bank headquartered in Florence, South Carolina, so this goal is not achievable in five years; the statement
is too futuristic)

Samsonite’s vision is to provide innovative solutions for the traveling world. (Author comment: Statement needs to be more specific,
perhaps mention luggage; statement as is could refer to air carriers or cruise lines, which is not good)

Royal Caribbean’s vision is to empower and enable our employees to deliver the best vacation experience for our guests, thereby
generating superior returns for our shareholders and enhancing the well-being of our communities. (Author comment: Statement is
good but could end after the word “guests”)

Procter & Gamble’s vision is to be, and be recognized as, the best consumer products company in the world. (Author comment:
Statement is too vague and readability is not that good)

Drucker says that asking the question “What is our business?” is synonymous with
asking the question “What is our mission?” An enduring statement of purpose that
distinguishes one organization from other similar enterprises, the mission statement is a
declaration of an organization’s “reason for being.” It answers the pivotal question “What
is our business?”” A clear mission statement is essential for effectively establishing objec-
tives and formulating strategies.

Sometimes called a creed statement, a statement of purpose, a statement of philoso-
phy, a statement of beliefs, a statement of business principles, or a statement “defining our
business,” a mission statement reveals what an organization wants to be and whom it wants
to serve. All organizations have a reason for being, even if strategists have not consciously
transformed this reason into writing. As illustrated in Figure 2-1, carefully prepared state-
ments of vision and mission are widely recognized by both practitioners and academicians
as the first step in strategic management.

Some example mission statements are provided in Table 2-2. Drucker has the
following to say about mission statements:

A business mission is the foundation for priorities, strategies, plans, and work
assignments. It is the starting point for the design of managerial jobs and, above all,
for the design of managerial structures. Nothing may seem simpler or more obvious
than to know what a company’s business is. A steel mill makes steel, a railroad runs
trains to carry freight and passengers, an insurance company underwrites fire risks,
and a bank lends money. Actually, “What is our business?”” is almost always a diffi-
cult question and the right answer is usually anything but obvious. The answer to this
question is the first responsibility of strategists. Only strategists can make sure that
this question receives the attention it deserves and that the answer makes sense and
enables the business to plot its course and set its objectives.?

Some strategists spend almost every moment of every day on administrative and
tactical concerns, and strategists who rush quickly to establish objectives and implement
strategies often overlook the development of a vision and mission statement. This problem
is widespread even among large organizations. Many corporations in America have not yet
developed a formal vision or mission statement.> An increasing number of organizations
are developing these statements.

Some companies develop mission statements simply because they feel it is fashion-
able, rather than out of any real commitment. However, as described in this chapter, firms
that develop and systematically revisit their vision and mission statements, treat them as
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A Comprehensive Strategic-Management Model
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living documents, and consider them to be an integral part of the firm’s culture realize
great benefits. Johnson & Johnson (J&J) is an example firm. J&J managers meet regularly
with employees to review, reword, and reaffirm the firm’s vision and mission. The entire
J&J workforce recognizes the value that top management places on this exercise, and these
employees respond accordingly.

Vision versus Mission

Many organizations develop both a mission statement and a vision statement. Whereas the
mission statement answers the question “What is our business?” the vision statement
answers the question “What do we want to become?”” Many organizations have both a mis-
sion and vision statement.

It can be argued that profit, not mission or vision, is the primary corporate motivator.
But profit alone is not enough to motivate people.* Profit is perceived negatively by some
employees in companies. Employees may see profit as something that they earn and
management then uses and even gives away to shareholders. Although this perception is
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Example Mission Statements

Fleetwood Enterprises will lead the recreational vehicle and manufactured housing industries (2, 7) in providing quality products,
with a passion for customer-driven innovation (1). We will emphasize training, embrace diversity and provide growth opportunities
for our associates and our dealers (9). We will lead our industries in the application of appropriate technologies (4). We will operate
at the highest levels of ethics and compliance with a focus on exemplary corporate governance (6). We will deliver value to our
shareholders, positive operating results and industry-leading earnings (5). (Author comment: Statement lacks two components:
Markets and Concern for Public Image)

We aspire to make PepsiCo the world’s (3) premier consumer products company, focused on convenient foods and beverages (2).
We seek to produce healthy financial rewards for investors (5) as we provide opportunities for growth and enrichment to our employ-
ees (9), our business partners and the communities (8) in which we operate. And in everything we do, we strive to act with honesty,
openness, fairness and integrity (6). (Author comment: Statement lacks three components: Customers, Technology, and Self-Concept)

We are loyal to Royal Caribbean and Celebrity and strive for continuous improvement in everything we do. We always provide
service with a friendly greeting and a smile (7). We anticipate the needs of our customers and make all efforts to exceed our
customers’ expectations (1). We take ownership of any problem that is brought to our attention. We engage in conduct that enhances
our corporate reputation and employee morale (9). We are committed to act in the highest ethical manner and respect the rights and
dignity of others (6). (Author comment: Statement lacks five components: Products/Services, Markets, Technology, Concern for
Survival/Growth/Profits, Concern for Public Image)

Dell’s mission is to be the most successful computer company (2) in the world (3) at delivering the best customer experience in
markets we serve (1). In doing so, Dell will meet customer expectations of highest quality; leading technology (4); competitive
pricing; individual and company accountability (6); best-in-class service and support (7); flexible customization capability (7);
superior corporate citizenship (8); financial stability (5). (Author comment: Statement lacks only one component: Concern for
Employees)

Procter & Gamble will provide branded products and services of superior quality and value (7) that improve the lives of the world’s
(3) consumers. As a result, consumers (1) will reward us with industry leadership in sales, profit (5), and value creation, allowing our
people (9), our shareholders, and the communities (8) in which we live and work to prosper. (Author comment: Statement lacks three
components: Products/Services, Technology, and Philosophy)

At L’Oreal, we believe that lasting business success is built upon ethical (6) standards which guide growth and on a genuine sense
of responsibility to our employees (9), our consumers, our environment and to the communities in which we operate (8). (Author
comment: Statement lacks six components: Customers, Products/Services, Markets, Technology, Concern for
Survival/Growth/Profits, Concern for Public Image)

Note: The numbers in parentheses correspond to the nine components listed on page 51; author comment also refers to those components.

undesired and disturbing to management, it clearly indicates that both profit and vision are
needed to motivate a workforce effectively.

When employees and managers together shape or fashion the vision and mission state-
ments for a firm, the resultant documents can reflect the personal visions that managers
and employees have in their hearts and minds about their own futures. Shared vision
creates a commonality of interests that can lift workers out of the monotony of daily work
and put them into a new world of opportunity and challenge.

The Process of Developing Vision and Mission Statements

As indicated in the strategic-management model, clear vision and mission statements are
needed before alternative strategies can be formulated and implemented. As many man-
agers as possible should be involved in the process of developing these statements because
through involvement, people become committed to an organization.

A widely used approach to developing a vision and mission statement is first to select
several articles about these statements and ask all managers to read these as background
information. Then ask managers themselves to prepare a vision and mission statement for
the organization. A facilitator, or committee of top managers, should then merge these
statements into a single document and distribute the draft statements to all managers. A
request for modifications, additions, and deletions is needed next, along with a meeting to
revise the document. To the extent that all managers have input into and support the final
documents, organizations can more easily obtain managers’ support for other strategy
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formulation, implementation, and evaluation activities. Thus, the process of developing a
vision and mission statement represents a great opportunity for strategists to obtain needed
support from all managers in the firm.

During the process of developing vision and mission statements, some organiza-
tions use discussion groups of managers to develop and modify existing statements.
Some organizations hire an outside consultant or facilitator to manage the process
and help draft the language. Sometimes an outside person with expertise in developing
such statements, who has unbiased views, can manage the process more effectively
than an internal group or committee of managers. Decisions on how best to com-
municate the vision and mission to all managers, employees, and external con-
stituencies of an organization are needed when the documents are in final form. Some
organizations even develop a videotape to explain the statements, and how they were
developed.

An article by Campbell and Yeung emphasizes that the process of developing a
mission statement should create an “emotional bond” and “sense of mission” between the
organization and its employees.> Commitment to a company’s strategy and intellectual
agreement on the strategies to be pursued do not necessarily translate into an emotional
bond; hence, strategies that have been formulated may not be implemented. These
researchers stress that an emotional bond comes when an individual personally identifies
with the underlying values and behavior of a firm, thus turning intellectual agreement and
commitment to strategy into a sense of mission. Campbell and Yeung also differentiate
between the terms vision and mission, saying that vision is “a possible and desirable future
state of an organization” that includes specific goals, whereas mission is more associated
with behavior and the present.

Importance (Benefits) of Vision and Mission
Statements

The importance (benefits) of vision and mission statements to effective strategic
management is well documented in the literature, although research results are mixed.
Rarick and Vitton found that firms with a formalized mission statement have twice the
average return on shareholders’ equity than those firms without a formalized mission
statement have; Bart and Baetz found a positive relationship between mission state-
ments and organizational performance; BusinessWeek reports that firms using mission
statements have a 30 percent higher return on certain financial measures than those
without such statements; however, some studies have found that having a mission state-
ment does not directly contribute positively to financial performance.® The extent of
manager and employee involvement in developing vision and mission statements can
make a difference in business success. This chapter provides guidelines for developing
these important documents. In actual practice, wide variations exist in the nature,
composition, and use of both vision and mission statements. King and Cleland recom-
mend that organizations carefully develop a written mission statement in order to reap
the following benefits:

To ensure unanimity of purpose within the organization

To provide a basis, or standard, for allocating organizational resources

To establish a general tone or organizational climate

To serve as a focal point for individuals to identify with the organization’s purpose

and direction, and to deter those who cannot from participating further in the orga-

nization’s activities

5. To facilitate the translation of objectives into a work structure involving the assign-
ment of tasks to responsible elements within the organization

6. To specify organizational purposes and then to translate these purposes into objec-

tives in such a way that cost, time, and performance parameters can be assessed and

controlled.”

Sl
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Reuben Mark, former CEO of Colgate, maintains that a clear mission increasingly
must make sense internationally. Mark’s thoughts on vision are as follows:

When it comes to rallying everyone to the corporate banner, it’s essential to push one
vision globally rather than trying to drive home different messages in different cul-
tures. The trick is to keep the vision simple but elevated: “We make the world’s
fastest computers” or “Telephone service for everyone.” You're never going to get
anyone to charge the machine guns only for financial objectives. It’s got to be some-
thing that makes people feel better, feel a part of something.®

A Resolution of Divergent Views

Another benefit of developing a comprehensive mission statement is that divergent views
among managers can be revealed and resolved through the process. The question “What is
our business?” can create controversy. Raising the question often reveals differences
among strategists in the organization. Individuals who have worked together for a long
time and who think they know each other suddenly may realize that they are in fundamen-
tal disagreement. For example, in a college or university, divergent views regarding the
relative importance of teaching, research, and service often are expressed during the
mission statement development process. Negotiation, compromise, and eventual agree-
ment on important issues are needed before people can focus on more specific strategy
formulation activities.

“What is our mission?” is a genuine decision; and a genuine decision must be based
on divergent views to have a chance to be a right and effective decision. Developing
a business mission is always a choice between alternatives, each of which rests on
different assumptions regarding the reality of the business and its environment. It is
always a high-risk decision. A change in mission always leads to changes in
objectives, strategies, organization, and behavior. The mission decision is far too
important to be made by acclamation. Developing a business mission is a big step
toward management effectiveness. Hidden or half-understood disagreements on the
definition of a business mission underlie many of the personality problems, commu-
nication problems, and irritations that tend to divide a top-management group.
Establishing a mission should never be made on plausibility alone, should never be
made fast, and should never be made painlessly.?

Considerable disagreement among an organization’s strategists over vision and
mission statements can cause trouble if not resolved. For example, unresolved disagree-
ment over the business mission was one of the reasons for W. T. Grant’s bankruptcy and
eventual liquidation. As one executive reported:

There was a lot of dissension within the company whether we should go the Kmart
route or go after the Montgomery Ward and JCPenney position. Ed Staley and Lou
Lustenberger (two top executives) were at loggerheads over the issue, with the
upshot being we took a position between the two and that consequently stood for
nothing. !0

Too often, strategists develop vision and business mission statements only when
the organization is in trouble. Of course, it is needed then. Developing and communi-
cating a clear mission during troubled times indeed may have spectacular results and
even may reverse decline. However, to wait until an organization is in trouble to
develop a vision and mission statement is a gamble that characterizes irresponsible
management. According to Drucker, the most important time to ask seriously, “What
do we want to become?” and “What is our business?” is when a company has been
successful:

Success always obsoletes the very behavior that achieved it, always creates new real-
ities, and always creates new and different problems. Only the fairy tale story ends,
“They lived happily ever after.” It is never popular to argue with success or to rock
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the boat. The ancient Greeks knew that the penalty of success can be severe. The
management that does not ask “What is our mission?”” when the company is success-
ful is, in effect, smug, lazy, and arrogant. It will not be long before success will turn
into failure. Sooner or later, even the most successful answer to the question “What
is our business?” becomes obsolete.!!

In multidivisional organizations, strategists should ensure that divisional units
perform strategic-management tasks, including the development of a statement of vision
and mission. Each division should involve its own managers and employees in developing
a vision and mission statement that is consistent with and supportive of the corporate
mission.

An organization that fails to develop a vision statement as well as a comprehensive
and inspiring mission statement loses the opportunity to present itself favorably to existing
and potential stakeholders. All organizations need customers, employees, and managers,
and most firms need creditors, suppliers, and distributors. The vision and mission
statements are effective vehicles for communicating with important internal and external
stakeholders. The principal benefit of these statements as tools of strategic management is
derived from their specification of the ultimate aims of a firm:

They provide managers with a unity of direction that transcends individual,
parochial, and transitory needs. They promote a sense of shared expectations among
all levels and generations of employees. They consolidate values over time and
across individuals and interest groups. They project a sense of worth and intent that
can be identified and assimilated by company outsiders. Finally, they affirm the
company’s commitment to responsible action, which is symbiotic with its need to
preserve and protect the essential claims of insiders for sustained survival, growth,
and profitability of the firm.!2

Characteristics of a Mission Statement
A Declaration of Attitude

A mission statement is more than a statement of specific details; it is a declaration of
attitude and outlook. It usually is broad in scope for at least two major reasons. First, a
good mission statement allows for the generation and consideration of a range of feasi-
ble alternative objectives and strategies without unduly stifling management creativity.
Excess specificity would limit the potential of creative growth for the organization.
However, an overly general statement that does not exclude any strategy alternatives
could be dysfunctional. Apple Computer’s mission statement, for example, should not
open the possibility for diversification into pesticides—or Ford Motor Company’s into
food processing.

Second, a mission statement needs to be broad to reconcile differences effectively
among, and appeal to, an organization’s diverse stakeholders, the individuals and
groups of individuals who have a special stake or claim on the company. Thus a mission
statement should be reconcilatory. Stakeholders include employees, managers, stock-
holders, boards of directors, customers, suppliers, distributors, creditors, governments
(local, state, federal, and foreign), unions, competitors, environmental groups, and the
general public. Stakeholders affect and are affected by an organization’s strategies, yet
the claims and concerns of diverse constituencies vary and often conflict. For example,
the general public is especially interested in social responsibility, whereas stockholders
are more interested in profitability. Claims on any business literally may number in the
thousands, and they often include clean air, jobs, taxes, investment opportunities, career
opportunities, equal employment opportunities, employee benefits, salaries, wages,
clean water, and community services. All stakeholders’ claims on an organization
cannot be pursued with equal emphasis. A good mission statement indicates the
relative attention that an organization will devote to meeting the claims of various
stakeholders.
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The fine balance between specificity and generality is difficult to achieve, but it is well
worth the effort. George Steiner offers the following insight on the need for a mission
statement to be broad in scope:

Most business statements of mission are expressed at high levels of abstraction.
Vagueness nevertheless has its virtues. Mission statements are not designed to express
concrete ends, but rather to provide motivation, general direction, an image, a tone,
and a philosophy to guide the enterprise. An excess of detail could prove counterpro-
ductive since concrete specification could be the base for rallying opposition.
Precision might stifle creativity in the formulation of an acceptable mission or pur-
pose. Once an aim is cast in concrete, it creates a rigidity in an organization and resists
change. Vagueness leaves room for other managers to fill in the details, perhaps even
to modify general patterns. Vagueness permits more flexibility in adapting to chang-
ing environments and internal operations. It facilitates flexibility in implementation.!3

As indicated in Table 2-3, in addition to being broad in scope, an effective mission
statement should not be too lengthy; recommended length is less than 250 words. An effec-
tive mission statement should arouse positive feelings and emotions about an organization;
it should be inspiring in the sense that it motivates readers to action. A mission statement
should be enduring. All of these are desired characteristics of a statement. An effective
mission statement generates the impression that a firm is successful, has direction, and is
worthy of time, support, and investment—from all socioeconomic groups of people.

It reflects judgments about future growth directions and strategies that are based on
forward-looking external and internal analyses. A business mission should provide useful
criteria for selecting among alternative strategies. A clear mission statement provides a
basis for generating and screening strategic options. The statement of mission should be
dynamic in orientation, allowing judgments about the most promising growth directions
and those considered less promising.

A Customer Orientation

A good mission statement describes an organization’s purpose, customers, products or
services, markets, philosophy, and basic technology. According to Vern McGinnis, a mis-
sion statement should (1) define what the organization is and what the organization aspires
to be, (2) be limited enough to exclude some ventures and broad enough to allow for
creative growth, (3) distinguish a given organization from all others, (4) serve as a frame-
work for evaluating both current and prospective activities, and (5) be stated in terms
sufficiently clear to be widely understood throughout the organization.!#

A good mission statement reflects the anticipations of customers. Rather than developing
aproduct and then trying to find a market, the operating philosophy of organizations should be
to identify customers’ needs and then provide a product or service to fulfill those needs.

Ten Benefits of Having a Clear Mission and Vision

1. Achieve clarity of purpose among all managers and employees.

2. Provide a basis for all other strategic planning activities, including the internal and external
assessment, establishing objectives, developing strategies, choosing among alternative
strategies, devising policies, establishing organizational structure, allocating resources, and
evaluating performance.

. Provide direction.

. Provide a focal point for all stakeholders of the firm.

. Resolve divergent views among managers.

. Promote a sense of shared expectations among all managers and employees.
. Project a sense of worth and intent to all stakeholders.

. Project an organized, motivated organization worthy of support.

O 0 N N L R~ W

. Achieve higher organizational performance.

10. Achieve synergy among all managers and employees.
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Good mission statements identify the utility of a firm’s products to its customers. This
is why AT&T’s mission statement focuses on communication rather than on telephones; it
is why ExxonMobil’s mission statement focuses on energy rather than on oil and gas; it is
why Union Pacific’s mission statement focuses on transportation rather than on railroads;
it is why Universal Studios' mission statement focuses on entertainment rather than on
movies. The following utility statements are relevant in developing a mission statement:

Do not offer me things.

Do not offer me clothes. Offer me attractive looks.

Do not offer me shoes. Offer me comfort for my feet and the pleasure of walking.

Do not offer me a house. Offer me security, comfort, and a place that is clean and happy.
Do not offer me books. Offer me hours of pleasure and the benefit of knowledge.

Do not offer me CDs. Offer me leisure and the sound of music.

Do not offer me tools. Offer me the benefits and the pleasure that come from making
beautiful things.

Do not offer me furniture. Offer me comfort and the quietness of a cozy place.
Do not offer me things. Offer me ideas, emotions, ambience, feelings, and benefits.

Please, do not offer me things.

A major reason for developing a business mission statement is to attract customers
who give meaning to an organization. Hotel customers today want to use the Internet, so
more and more hotels are providing Internet service. A classic description of the purpose
of a business reveals the relative importance of customers in a statement of mission:

It is the customer who determines what a business is. It is the customer alone whose
willingness to pay for a good or service converts economic resources into wealth and
things into goods. What a business thinks it produces is not of first importance, espe-
cially not to the future of the business and to its success. What the customer thinks
he/she is buying, what he/she considers value, is decisive—it determines what a
business is, what it produces, and whether it will prosper. And what the customer
buys and considers value is never a product. It is always utility, meaning what a
product or service does for him or her. The customer is the foundation of a business
and keeps it in existence.!’

Mission Statement Components

Mission statements can and do vary in length, content, format, and specificity. Most
practitioners and academicians of strategic management feel that an effective statement
should include nine components. Because a mission statement is often the most visible and
public part of the strategic-management process, it is important that it includes the nine
characteristics as summarized in Table 2-4, as well as the following nine components:

Customers—Who are the firm’s customers?

Products or services—What are the firm’s major products or services?

Markets—Geographically, where does the firm compete?

Technology—Is the firm technologically current?

Concern for survival, growth, and profitability—Is the firm committed to growth

and financial soundness?

6. Philosophy—What are the basic beliefs, values, aspirations, and ethical priorities of
the firm?

7.  Self-concept—What is the firm’s distinctive competence or major competitive
advantage?

8. Concern for public image—TIs the firm responsive to social, community, and
environmental concerns?

9. Concern for employees—Are employees a valuable asset of the firm?

Nk LD =

Excerpts from the mission statements of different organizations are provided in
Table 2-5 to exemplify the nine essential mission statement components.

51



52 PART 2 ¢ STRATEGY FORMULATION

Characteristics of a Mission Statement

* Broad in scope; do not include monetary amounts, numbers, percentages, ratios, or objectives
* Less than 250 words in length
e Inspiring
e Identify the utility of a firm’s products
¢ Reveal that the firm is socially responsible
e Reveal that the firm is environmentally responsible
* Include nine components
customers, products or services, markets, technology, concern for survival/growth/
profits, philosophy, self-concept, concern for public image, concern for employees
¢ Reconciliatory
e Enduring

Examples of the Nine Essential Components of a Mission Statement

1. Customers

We believe our first responsibility is to the doctors, nurses, patients, mothers, and all others who use our products and services.
(Johnson & Johnson)

To earn our customers’ loyalty, we listen to them, anticipate their needs, and act to create value in their eyes. (Lexmark International)
2. Products or Services

AMAXs principal products are molybdenum, coal, iron ore, copper, lead, zinc, petroleum and natural gas, potash, phosphates,
nickel, tungsten, silver, gold, and magnesium. (AMAX Engineering Company)

Standard Oil Company (Indiana) is in business to find and produce crude oil, natural gas, and natural gas liquids; to manufacture
high-quality products useful to society from these raw materials; and to distribute and market those products and to provide depend-
able related services to the consuming public at reasonable prices. (Standard Oil Company)

3. Markets

We are dedicated to the total success of Corning Glass Works as a worldwide competitor. (Corning Glass Works)

Our emphasis is on North American markets, although global opportunities will be explored. (Blockway)

4. Technology

Control Data is in the business of applying micro-electronics and computer technology in two general areas: computer-related hard-
ware; and computing-enhancing services, which include computation, information, education, and finance. (Control Data)

We will continually strive to meet the preferences of adult smokers by developing technologies that have the potential to reduce the
health risks associated with smoking. (RJ Reynolds)

5. Concern for Survival, Growth, and Profitability
In this respect, the company will conduct its operations prudently and will provide the profits and growth which will assure Hoover’s
ultimate success. (Hoover Universal)

To serve the worldwide need for knowledge at a fair profit by adhering, evaluating, producing, and distributing valuable information
in a way that benefits our customers, employees, other investors, and our society. (McGraw-Hill)

6. Philosophy

Our world-class leadership is dedicated to a management philosophy that holds people above profits. (Kellogg)

It’s all part of the Mary Kay philosophy—a philosophy based on the golden rule. A spirit of sharing and caring where people give
cheerfully of their time, knowledge, and experience. (Mary Kay Cosmetics)

7. Self-Concept

Crown Zellerbach is committed to leapfrogging ongoing competition within 1,000 days by unleashing the constructive and creative
abilities and energies of each of its employees. (Crown Zellerbach)

8. Concern for Public Image

To share the world’s obligation for the protection of the environment. (Dow Chemical)

To contribute to the economic strength of society and function as a good corporate citizen on a local, state, and national basis in all
countries in which we do business. (Pfizer)

9. Concern for Employees

To recruit, develop, motivate, reward, and retain personnel of exceptional ability, character, and dedication by providing good work-
ing conditions, superior leadership, compensation on the basis of performance, an attractive benefit program, opportunity for growth,
and a high degree of employment security. (The Wachovia Corporation)

To compensate its employees with remuneration and fringe benefits competitive with other employment opportunities in its geographi-
cal area and commensurate with their contributions toward efficient corporate operations. (Public Service Electric & Gas Company)
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Writing and Evaluating Mission Statements

Perhaps the best way to develop a skill for writing and evaluating mission statements is
to study actual company missions. Therefore, the mission statements presented on pages
44-46 are evaluated based on the nine desired components. Note earlier in Table 2-2 that
numbers provided in each statement reveal what components are included in the respec-
tive documents. Among the statements in Table 2-2, note that the Dell mission statement
is the best because it lacks only one component, whereas the L’Oreal statement is the
worst, lacking six of the nine recommended components.

There is no one best mission statement for a particular organization, so good
judgment is required in evaluating mission statements. Realize that some individuals are
more demanding than others in assessing mission statements in this manner. For example,
if a statement merely includes the word “customers” without specifying who the cus-
tomers are, is that satisfactory? Ideally a statement would provide more than simply
inclusion of a single word such as “products” or “employees” regarding a respective com-
ponent. Why? Because the statement should be informative, inspiring, enduring, and
serve to motivate stakeholders to action. Evaluation of a mission statement regarding
inclusion of the nine components is just the beginning of the process to assess a state-
ment’s overall effectiveness.

Conclusion

Every organization has a unique purpose and reason for being. This uniqueness should
be reflected in vision and mission statements. The nature of a business vision and mis-
sion can represent either a competitive advantage or disadvantage for the firm. An orga-
nization achieves a heightened sense of purpose when strategists, managers, and
employees develop and communicate a clear business vision and mission. Drucker says
that developing a clear business vision and mission is the “first responsibility of
strategists.”

A good mission statement reveals an organization’s customers; products or services;
markets; technology; concern for survival, growth, and profitability; philosophy; self-con-
cept; concern for public image; and concern for employees. These nine basic components
serve as a practical framework for evaluating and writing mission statements. As the first
step in strategic management, the vision and mission statements provide direction for all
planning activities.

Well-designed vision and mission statements are essential for formulating, implement-
ing, and evaluating strategy. Developing and communicating a clear business vision and
mission are the most commonly overlooked tasks in strategic management. Without clear
statements of vision and mission, a firm’s short-term actions can be counterproductive to
long-term interests. Vision and mission statements always should be subject to revision, but,
if carefully prepared, they will require infrequent major changes. Organizations usually
reexamine their vision and mission statements annually. Effective mission statements stand
the test of time.

Vision and mission statements are essential tools for strategists, a fact illustrated in a
short story told by Porsche former CEO Peter Schultz:

Three people were at work on a construction site. All were doing the same job, but
when each was asked what his job was, the answers varied: “Breaking rocks,” the
first replied; “Earning a living,” responded the second; “Helping to build a cathe-
dral,” said the third. Few of us can build cathedrals. But to the extent we can see the
cathedral in whatever cause we are following, the job seems more worthwhile. Good
strategists and a clear mission help us find those cathedrals in what otherwise could
be dismal issues and empty causes.!®
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Key Terms and Concepts

Concern for Employees (p. 51) Philosophy (p. 51)

Concern for Public Image (p. 51) Products or Services (p. 51)
Concern for Survival, Growth, and Profitability (p. 51) Reconciliatory (p. 52)
Creed Statement (p. 44) Self-Concept (p. 51)
Customers (p. 51) Stakeholders (p. 49)
Markets (p. 51) Technology (p. 51)

Mission Statement (p. 44) Vision Statement (p. 46)

Mission Statement Components (p. 51)

Issues for Review and Discussion

1. What are some different names for “mission statement,” and where will you likely find a
firm’s mission statement?

2. If your company does not have a vision or mission statement, describe a good process for
developing these documents.

3. Explain how developing a mission statement can help resolve divergent views among
managers in a firm.

4.  Drucker says the most important time to seriously reexamine the firm’s vision/mission is
when the firm is very successful. Why is this?

5. Explain why a mission statement should not include monetary amounts, numbers,
percentages, ratios, goals, or objectives.

6. Discuss the meaning of the following statement: “Good mission statements identify the
utility of a firm’s products to its customers.”

7.  Distinguish between the “self-concept” and the “philosophy”” components in a mission
statement. Give an example of each for your university.

8. When someone or some company is “on a mission’ to achieve something, many times they
cannot be stopped. List three things in prioritized order that you are “on a mission” to
achieve in life.

9. Compare and contrast vision statements with mission statements in terms of composition and
importance.

10. Do local service stations need to have written vision and mission statements? Why or why not?

11.  Why do you think organizations that have a comprehensive mission tend to be high perform-
ers? Does having a comprehensive mission cause high performance?

12.  Explain why a mission statement should not include strategies and objectives.

13. What is your college or university’s self-concept? How would you state that in a mission
statement?

14.  Explain the principal value of a vision and a mission statement.

15.  Why is it important for a mission statement to be reconciliatory?

16.  In your opinion, what are the three most important components that should be included when
writing a mission statement? Why?

17.  How would the mission statements of a for-profit and a nonprofit organization differ?

18.  Write a vision and mission statement for an organization of your choice.

19.  Conduct a search on the Internet with the keywords vision statement and mission statement.
Find various company vision and mission statements, and evaluate the documents. Write a
one-page single-spaced report on your findings.

20.  Who are the major stakeholders of the bank that you do business with locally? What are the
major claims of those stakeholders?

21.  List seven characteristics of a mission statement.

22.  List eight benefits of having a clear mission statement.

23.  How often do you think a firm’s vision and mission statements should be changed?
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ASSURANCE OF LEARNING EXERCISES

Assurance of Learning Exercise 2A

Evaluating Mission Statements

Purpose

A business mission statement is an integral part of strategic management. It provides direction
for formulating, implementing, and evaluating strategic activities. This exercise will give you
practice evaluating mission statements, a skill that is a prerequisi