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Prefcace

Welcome to our 11th edition! Thank you to everyone
who has used and learned from previous editions. We
are proud to present to you our newest and most exciting
edition.

Our Goals

Our mission with this text hasn’t changed from that of
our previous editions: to inform, instruct, and inspire.
We hope to inform by providing descriptions of the
important concepts and practices of modern manage-
ment. We hope to instruct by describing how you can
take action on the ideas discussed. We hope to inspire
not only by writing in an interesting and optimistic way
but also by providing a real sense of the opportunities
ahead of you. Whether your goal is starting your own
company, leading a team to greatness, building a strong
organization, delighting your customers, or generally
forging a positive future, we want to inspire you to take
constructive actions.

We hope to inspire you to be both a thinker and
a doer. We want you to think about the issues, think
about the impact of your actions, think before you act.
But being a good thinker is not enough; you also must
be a doer. Management is a world of action. It is a world
that requires timely and appropriate action. It is a world
not for the passive but for those who commit to positive
accomplishments.

Keep applying the ideas you learn in this course, read
about management in sources outside of this course, and
keep learning about management after you leave school
and continue your career. Make no mistake about it:
Learning about management is a personal voyage that
will last years, an entire career.

Competitive Advantage

Today’s world is competitive. Never before has the
world of work been so challenging. Never before has it
been so imperative to your career that you learn the skills
of management. Never before have people had so many
opportunities and challenges with so many potential risks
and rewards.

You will compete with other people for jobs,
resources, and promotions. Your organization will
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compete with other firms for contracts, clients, and cus-
tomers. To survive the competition, and to thrive, you
must perform in ways that give you an edge over your
competitors, that make the other party want to hire you,
buy from you, and do repeat business with you. You will
want them to choose you, not your competitor.

To survive and thrive, today’s managers have to
think and act strategically. Today’s customers are well
educated, aware of their options, and demanding of
excellence. For this reason, managers today must think
constantly about how to build a capable workforce and
manage in a way that delivers the goods and services
that provide the best possible value to the customer.

By this standard, managers and organizations must
perform. Six essential types of performance, on which
the organization beats, equals, or loses to the competi-
tion, are cost, quality, speed, innovation, service, and sus-
tainability. These six performance dimensions, when
managed well, deliver value to the customer and com-
petitive advantage to you and your organization. We
will elaborate on all of these topics throughout the
book.

The idea is to keep you focused on a type of bottom
line to make sure you think continually about delivering
the goods that make both you and your organization a
competitive success. This results-oriented approach is
unique among management textbooks.

Leading & Collaborating

Yes, business is competitive. But it’s not that simple. In
fact, to think strictly in terms of competition is overly
cynical, and such cynicism can sabotage your perfor-
mance. The other fundamental elements in the success
equation are collaboration and leadership. People work-
ing with, rather than against, one another are essential
to competitive advantage. Put another way, you can’t do
it alone—the world is too complex, and business is too
challenging.

You need to work with your teammates. Leaders and
followers need to work as collaborators more than as
adversaries. Work groups throughout your organization
need to cooperate with one another. Business and gov-
ernment, often viewed as antagonists, can work produc-
tively together. And today more than ever, companies



that traditionally were competitors engage in joint ven-
tures and find other ways to collaborate on some things
even as they compete in others. Leadership is needed to
make these collaborations happen.

How does an organization create competitive advan-
tage through collaboration? It’s all about the people,
and it derives from good leadership. Three stereotypes
of leadership are that it comes from the top of the com-
pany, that it comes from one’s immediate boss, and that
it means being decisive and issuing commands. These
stereotypes may contain grains of truth, but the real-
ity is much more complex. First, the person at the top
may or may not provide effective leadership—in fact,
many observers believe that good leadership is far too
rare. Second, organizations need leaders at all levels,
in every team and work unit. This includes you, begin-
ning early in your career, and this is why leadership is
an important theme in this book. Third, leaders should
be capable of decisiveness and of giving commands,
but relying too much on this traditional approach isn’t
enough. Great leadership is far more inspirational than
this and helps people both to think differently and to
work differently—including working collaboratively
with a focus on results.

Leadership—from your boss as well as from you—
generates collaboration, which in turn creates results
that are good for the company and good for the people
involved.

As Always, Currency and
Variety in the 11th Edition

It goes without saying that this textbook, in its 11th edi-
tion, remains on the cutting edge of topical coverage,
updated via both current business examples and recent
management research. Chapters have been thoroughly
updated, and students are exposed to a broad array of
important current topics. As but two examples, we have
expanded and strengthened our coverage of sustainabil-
ity and social enterprise, topics on which we were early
leaders and that we continue to care about as much as
today’s students.

We have done our very best to draw from a wide vari-
ety of subject matter, sources, and personal experiences.
We continue to emphasize throughout the book themes
such as real results, ethics, cultural considerations, and
leadership and collaboration. Here is just a sampling of
new highlights in the 11th edition—enough to convey
the wide variety of people, organizations, issues, and
contexts represented throughout the text.

Chapter |

* New Management Connection about Jeff Bezos of
Amazon

* New text example of collaborating with customers
via social media, focusing on L.L. Bean

* New example of car makers expanding production in
the United States

* New In Practice about Mark Little, chief technology
officer at GE

* New example of the importance of people skills to

management success, beginning early in one’s career

* New In Practice about Anne Ackerley, chief market-
ing officer of BlackRock, a money management firm

Chapter 2

* New Management Connection about Facebook and
Mark Zuckerberg

* New Figure 2.3 on employment trends following re-
cent recessions

* New examples throughout chapter on cola wars
and efforts, especially at PepsiCo, to include more
healthful products in the mix

* New example of e-readers and eBooks as comple-
mentary products

* New In Practice about the growth and challenges of
using contingent workers

* New In Practice about Google’s organizational
culture

Chapter 3

* New Management Connection about decisions
related to Boeing Dreamliner

* New example of logistics decisions to help Toys “R”
Us compete with online-only retailers

* New Henry Ford example from The Greatest Business
Decisions of All Time

* New text describing the significance of big data for
decision making

* New In Practice about decision to launch Apple
Maps

* New In Practice about GE and Virgin Airlines using
social media to gather ideas for a “social airplane”

* New example of Pixar’s ideas for boosting creative
thinking
* New Concluding Case: Skate

Company

Soaring Eagle

Chapter 4

* New Management Connection about Walt Disney
Company
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New example of New York Community Bancorp

New In Practice about the Bill and Melinda Gates
Foundation

New example of Procter & Gamble, including
A. G. Lafley on importance of strategy

New example of Zappos.com

New example of QlikTech, including sample graphic
for a SWO'T analysis

New example of General Electric

New In Practice about Valve’s online distribution of
video games at the Steam website

New example of Bloomin’ Brands
New example of Spirit Airlines
New Concluding Case: Wish You Wood

Chapter 5

New Management Connection about IBM (includ-
ing Smarter Planet initiative)

New In Practice fictional example of an ethical di-
lemma at a sign company

New example applying ethical principles to decisions
about fracking

New Table 5.2 with updated current examples of
ethical issues in business, including health care, so-
cial media, and telework

New In Practice about Red Frog Events

New Table 5.4 of Unisys Corporation’s code of
ethics

New example of Siemens

Chapter 6

viii

New Management Connection about Lenovo

New examples (e.g., General Motors) of Chinese
manufacturing shifting toward more skilled manu-
facturing aimed at serving its growing middle class

South America information updated to include
growth beyond Brazil

New example of IBM finding opportunities in Africa

New example of Cinnabon in the Middle East and
Russia

New In Practice about Starbucks

New example of Panasonic

New example of U.S. tariffs on Chinese solar panels
New In Practice about Celtel

New Concluding Case: Net-Work Docs

Preface

Chapter 7

New Management Connection about Popchips
New list of entrepreneurs in their 20s (Table 7.2)

New example of Limor Fried, founder of Adafruit
Industries

New examples of SpaceX and Bigelow Aerospace

New examples of itMD and Care at Hand—health
care technology companies receiving grants in an
area of new demand

New In Practice about 3Cinteractive
New example of Zipcar

Material on financial needs of a start-up collected
in one section, with the addition of material about
crowdfunding expansion under the JOBS Act
of 2012

New In Practice about David Karp, founder of
Tumblr

New example of Neema Bahramzad and Caitlin
Bales, founders of Locabal

New Concluding Case: ScrollCo

Chapter 8

New Management Connection about General
Motors

New In Practice about Coca-Cola’s board of
directors

New example of outside directors helping companies
during the Great Recession

New example of Time Warner Cable
New example of San Francisco Federal Credit Union

New In Practice about enterprise social networks

Chapter 9

New Management Connection about General
Electric

Updated Walmart example
New In Practice about Hewlett-Packard
New example of DreamWorks Animation

New In Practice about clothing customization by
eShakti and Bow & Drape

New example of Toyota

New example of Japanese companies revisiting their
approach to just-in-time, following the earthquake
and tsunami’s impact

New example of R. A. Jones & Co.



Chapter 10

Updated Management Connection about Google
New examples of Johnson & Johnson, Colgate
New example of Ford Motor Company

Updated Figure 10.2

New In Practice about use of big data by Xerox and
Catalyst I'T Services

Updated Table 10.1

New example of Verizon

Updated Figure 10.4

Updated information about CEO pay
New In Practice about Royal Dutch Shell

Chapter |11

New Management Connection about NASCAR
New Figure 11.2 about extent of diversity initiatives
Updated information on gender gap in pay

New information for Tables 11.1 and 11.2

New Table 11.4

New ranking of Diversitylnc’s Best Companies for
Diversity

New In Practice about CVS Caremark
New example of Etsy

New In Practice about Ingersoll Rand

New Concluding Case: Niche Hotel Group

Chapter 12

New Management Connection about Meg Whitman
as leader of Hewlett-Packard

New example of Maria Green at Illinois T'ool Works

New In Practice about Barbara Corcoran as leader of
Corcoran Group

New example of Jeff Bezos as leader of Amazon

New In Practice about David Novak as leader of
Yum Brands

New example of John Heer as leader of Mississippi
Health Services

New Concluding Case: Breitt, Starr & Diamond
LLC

Chapter 13

New Management Connection about SAS

New example of QuikTrip convenience-store
chain

New example of Northeast Georgia Health System

New In Practice about RescueTime auto-analytics
for performance feedback

New example of Parasole restaurant group
New example of Plante Moran accounting firm

New In Practice about Mars Inc.

Chapter 14

New Management Connection about Whole Foods
Market

New example of FLEXcon

New example of Game Freak

New example of Lockheed Martin

New example of trend toward rapid team formation
New In Practice about Menlo Innovations

New example of National Information Solutions
Cooperative

New In Practice about Stand Up to Cancer Dream
Teams

New Concluding Case: Excel Pro Drilling Systems

Chapter 15

New Management Connection about Yahoo
New example of Cisco

New example of misperception when communicat-
ing with high-tech workers

Updated emphasis on social media in discussion of
electronic media as a communications channel

New IBM example of managing excessive e-mail
New In Practice about Automattic
New example of Exelon

New In Practice about communications by Kaiser
Permanente’s CEO

New example of listening

New example of horizontal communication at
National Public Radio

Chapter 16

New Management Connection about Best Buy
New example of La-Z-Boy

New example of BP

New In Practice about McDonald’s

New description of after-action reviews

New example of Virginia Mason Medical Center
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* New description of sustainability audits and the
triple bottom line

¢ Updated In Practice about the Ritz Carlton

* New example of Ethicon

Chapter 17
* New Management Connection about Tesla Motors
* New paragraph on disruptive innovation

* New example of forces for innovation in higher edu-
cation

* New In Practice about Square mobile payments

* New example of Rethink Robotics

* New example of GE’s ultra-tiny electronics cooling
system

* New In Practice about manufacturing transformed
by 3D printers

* New description of innovations as competency
enhancing or competency destroying

* New example of acquisitions by Twitter

* New example of open innovation at Elmer’s Products

Chapter 18
¢ New Management Connection about Time Warner

* New example of resistance to a change in banking:
use of universal agents with broad job descriptions

* New In Practice about change to open workspaces at
American Express and other companies

* New example of Envision

* New paragraph updating Kotter’s model of change
leadership for turbulent times

* New Concluding Case: EatWell Technologies

A Team Effort

This book is the product of a fantastic McGraw-Hill
team. Moreover, we wrote this book believing that we
are part of a team with the course instructor and with
students. The entire team is responsible for the learning
process.

Our goal, and that of your instructor, is to create a
positive learning environment in which you can excel.
But in the end, the raw material of this course is just
words. It is up to you to use them as a basis for further
thinking, deep learning, and constructive action.

What you do with the things you learn from this
course, and with the opportunities the future holds,
counts. As a manager, you can make a dramatic difference

X Preface

for yourself and for other people. What managers do
matters tremendously.
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Bottom Line

Bottom Line

With increased competition
from foreign and domestic
companies, managers must pay
particular attention to cost.
Does low cost mean low quality?
Why or why not?

.

Bottom Line

The Internet lets customers
quickly find products with the
cost and quality features they
want.

What might “flexible processes”
mean for a fast-food restaurant?
For an auto company?

2

Bottom Line

The ability to manufacture even
customized products quickly
has become a competitive
requirement.

To meet this requirement, what
qualities would a company need
in its employees?

2

Bottom Line

Most creative ideas come not
from the lone genius in the
basement laboratory, but from
people talking and working
together.

Why is listening part of
stimulating creativity?

Bottom Line

In all businesses—services

as well as manufacturing—
strategies that emphasize good
customer service provide a
critical competitive advantage.
Name a company that has
delivered good customer service
to you.

a2

Bottom Line

As in this example, when you
want to pursue sustainability,
think in terms of the long-term
consequences of your decisions.
What might be the long-term

consequences of not investing in
energy efficiency?

ey,
| B

In this ever more competitive environment, there
are six essential types of performance on which
the organization beats, equals, or loses to the
competition: cost, quality, speed, innovation,
service, and sustainability. These six performance
dimensions, when done well, deliver value to the
customer and competitive advantage to you and

your organization.

Throughout the text, Bateman and Snell remind
students of these six dimensions and their impact
on the bottom line with marginal icons. This
results-oriented approach is a unique hallmark of
this textbook.

Questions have also now been added to this edition
to emphasize the bottom line further. Answers to
these questions can be found in the Instructor’s

Manual.



In CASE You Haven’t Noticed .

Bateman and Snell have once again put together

an outstanding selection of case studies of various
lengths that highlight companies’ ups and downs,
stimulate learning and understanding, and chal-

lenge students to respond.

Mcanagement Connection

Instructors will find a wealth of relevant and
updated cases in every chapter, using companies—
big and small—that students will enjoy learning

about.

managers transform an industry: many athers are

So unprecedented
few managers do both within
s Facebook founder Mark

b (0 be orline ahways, everywhere. While
Facebook continued adding features and advertising 1o its

CAN MARK ZUCKERBERG STEER FACEBOOK
THROUGH A TURBULENT ENVIRONMENT?

) Phone and iPad tabiet computer, people  managers? Far fr
ing, and comput
big thing

Our Mission:
To make the world more open

14043y SS3UD0Nd

auVmMNO

oring and

Management Connection

FACEBOOK'S FIERCELY COMPETITIVE ENVIRONMENT

gle+
ch

PROGRESS REPORT

. Environmental Analysis
5

LOER

CHAPTER UNFOLDING CASES

Each chapter begins with a “Management Connection:
Manager’s Brief” section that describes an actual
organizational situation, leader, or company. The
Manager’s Brief is referred to again within the chapter
in the “Progress Report” section, showing the student

Management Connection—Onward

FACEBOOK’S WAY FORWARD

MANAGER'S BRIEF

Several actions by Mark
tear the f

PROGRESS REPORT

how the chapter material relates back to the company,
situation, or leader highlighted in the chapter opener.
At the end of the chapter, the “Onward” section ties
up loose ends and brings the material full circle for the
student. Answers to Management Connection section
questions can be found in the Instructor’s Manual.
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Mansgersl Decison Making

okay. You do not expend the time or energy to gather more information. Instead you
ke the cepodintdeson besed ool vl informan

Ler’ your goalis 0o
mach money You nould b masimising i yon hecked outallyous apions and shee
prices and then bought the cheapest one that met your performance requirements.
But you would be satisficing if you bought the first adequate option that was within
your budget and failed to look for less expensive options.

Sadsficing is sometimes 2 result of laziness; other times, there is no other known
option because time is short, information is unavailable, or other constraints make

masimizing impossible. When the consequences are not huge, satisfcing can even be
the ideal approach. But in other situations, when managers satisfice, they fail to con-
sider options that might be better

Optimizing means that you achieve the best possible balance among several goals,

Perhaps, in purchasing equipment, you are interested in quality and durability as well
o instead of buying the cheapest piece of equipment that works, you buy the
one with the best combination of attributes, even though there may be options that

are better on the price criterion and others that are better on the quality and durability

rtria. The same ideaaplics t achieing bsiness gous: One markeing sty
could . whereas a diffr An optimiz-
i strtegy i the ome that schiees e best btance among muliple gl

In Practice

Chaper

optimizing

Achieving the best possible
balince among severs goas

REPLACING GOOGLE WITH APPLE MAPS
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ople often use their mable devices 1o get directions and Google Maps
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the Android  smart phones
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em for mobile phones. Apple terminated fts agreement with Google and replaced

Google Maps with ts own Apple Maps. Unfortunately, Apple Maps was far from rady for

the big tme. Information was mising and incorrect. For example, Apple Maps users' posted

photos of places such as the Washingion Monument tagged blocks from the satelte image.

of it and creepy 3D images of roads surging into the air or brdges dipping into the river, The.

rmment even wamed people not to use Apple Maps after police were called

Je misdirected into arid widemess. Consumers also complaned about the.

ing 5

hat comy
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ded for the app 1o offer tum by-tum directons,  feature Apple considered

et state-of the-art mapping software requires so much data, so many functions, and
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1 longer. In the end, Apple added Google Maps o is App e

+ Where and how did Appe fal nits deciion making processes in this exa'rvp\e’

have taken y

Implementing the Decision
The d « d doncea T
tive must be implemented. Sometimes the people involved in making the choice must
1. At other times, they delegate the responsibility for

106 ParcOne Foundationsof Management

CONCLUDING CASE

As 3 chld, Sean Exgle just knew he loved riding hs skatebosrd
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PART ONE SUPPORTING CASE

S Software In-Basket Exercise
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DISCUSSION QUESTIONS

1. How do the characteisics of management decisions—
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decision facing St Esgle!
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making the best decision inchis siuation!
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ience. The following exercise givs you 3 rslci gimpse of
the casks faced regulary by practicing managers, Complece the
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IN PRACTICE

In Practice boxes have been added to this edition to
reinforce concepts learned in the chapter. Answers
to In Practice box questions are also included in the

Instructor’s Manual.

CONCLUDING CASES
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PART FOUR SUPPORTING CASE

Leading and Motivating When Disaster Strike:

Exteriors and Interiors

3. How might Paul Improve upward communicaton and the
communication culture more general at BescTruse?

: Magna
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handie the fina assembly of components from suppliers such as

Magna, delivered to the auto company s needed to mee pro-
duction plns.

Magna Bxteiors and nteriors is 3 unit of Magna Incernational,
v decies sl 2 e mos: dvrsled usomerivs sp-
plerinhe. Magna has 263 manufsceuring operations pls
sl and engineering centers in 26 countries of North America
South America, Afric, Europe, and Asia. These mee the needs
of more than two dozen customers,including General Motors,

SUPPLEMENTARY CASES

Each chapter ends with a case based on disguised but
real companies and people that reinforces key chapter
elements and themes.

Xiv

At the end of each part, an additional case is provided
for professors who want students to delve further into
part topics.




Assurance of Learning

@ This 11th edition contains revised learning
objectives for each chapter, and @ learning objectives
are called out within the chapter where the content
begins. ® The summary for each chapter ties the
learning objectives back together as well. @ Our test

bank provides tagging for the learning objective that
the question covers, so instructors will be able to test
material covering all learning objectives, thus ensuring
that students have mastered the important topics.

- Ethics

@

CHAPTER 5

Ethics, Corporate

Responsibility, and

It is truly enough said that a has no buta
of men s & with a
— Heuey Davip Tiomaav
After studying Chapter 5, you will be able to:
TSI 1) Describe how difierent echicl perspectives guide deciion makin.p. 156

[ 2] Explsin how companis

[®S] 3] Outline a process for making ethical decisions. p. 164

ent.p. 159

] 4| Summarize the imporcant issues surrounding corporate social responsibiliy.p. 167

nep. 171

ind.p. 172 and Appendix B.

@

SUMMARY OF LEARNING OBJECTIVES
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ASSURANCE OF LEARNING READY

Many educational institutions today are focused on the
notion of assurance of learning, an important element

of some accreditation standards. The edition of
Management: Leading & Collaborating in a Competitive
World is designed specifically to support your assurance
of learning initiatives with a simple yet powerful
solution.

Each test bank question for Management: Leading
& Collaborating in a Competitive World, 11e, maps to a
specific chapter learning outcome/objective listed in
the text. You can use our test bank software, EZ Test
and EZ Test Online, or Connect Management to query
easily for learning outcomes/objectives that directly
relate to the learning objectives for your course. You
can then use the reporting features of EZ Test to
aggregate student results in similar fashion, making the
collection and presentation of assurance of learning
data simple and easy.

AACSB STATEMENT

The McGraw-Hill Companies are a proud corporate
member of AACSB International. Understanding

the importance and value of AACSB accreditation,
Management: Leading & Collaborating in a Competitive
World, 11e, recognizes the curricula guidelines detailed
in the AACSB standards for business accreditation

by connecting selected questions in the text and/or

the test bank to the six general knowledge and skill
guidelines in the AACSB standards.

The statements contained in Management: Leading
& Collaborating in a Competitive World, 11e, are
provided only as a guide for the users of this textbook.
The AACSB leaves content coverage and assessment
within the purview of individual schools, the mission
of the school, and the faculty. Although this book and
the teaching package make no claim of any specific
AACSB qualification or evaluation, we have within
Management: Leading & Collaborating in a Competitive
World, 11e, labeled selected questions according to the

six general knowledge and skills areas.
XV



Outstanding Pedagogy

Management: Leading & Collaborating in a
Competitive World is pedagogically stimulating and
is intended to maximize student learning. With

END-OF-CHAPTER ELEMENTS

XVi

Key terms are page-referenced to the text and are
part of the vocabulary-building emphasis. These
terms are defined again in the glossary at the end of
the book.

A Summary of Learning Objectives provides
clear, concise responses to the learning objectives,
giving students a quick reference for reviewing the
important concepts in the chapter.

Discussion Questions, which follow the Summary
of Learning Objectives, are thought-provoking
questions on concepts covered in the chapter and
ask for opinions on controversial issues.

Experiential Exercises in each chapter bring key
concepts to life so students can experience them
firsthand.

this in mind, we used a wide array of pedagogical
features—some tried and true, others new and

novel:

KEY TERMS

business strategy, p. 141
concentration, p. 138

concentric diversification, p. 138
conglomerate diversification, p. 139 plans, p. 122
core capability, p. 136
corporate strategy, p. 138
differentiation strategy, p. 141
functional strategy, p. 142
goal, p. 121

low-cost strategy, p. 141
mission, p. 130

operational planning, p. 126

resources, p. 134
scenario, p. 123
situational analysis, p. 120

stakeholders, p. 132

strategic goals, p. 125
strategic management, p. 129)
strategic planning, p. 125
strategic vision, p. 130
strategy, p. 125

SWOT analysis, p. 137
tactical planning, p. 126
vertical integration, p. 138

strategic control system, p. 144

SUMMARY OF LEARNING OBJECTIVES

Now that you have studied Chapter 4, you should be able to:

[XG] | | Summarize the basic steps in any planning
process.

The planning process begins with a situation analysis of the
external and internal forces affecting the organization. This
examination helps identify and diagnose issues and problems
and may bring to the surface alternative goals and plans for the
firm. Next, the advantages and disadvantages of these goals and
plans should be evaluated against one another. Once a set of
goals and a plan have been selected, implementation involves
communicating the plan to employees, allocating resources, and
making certain that other systems such as rewards and budgets
support the plan. Finally, planning requires instituting control
systems to monitor progress toward the goals.

procedures and processes required at lower levels of the
organization.

[X) 3 | !dentify clements of the external
environment and internal resources of the

firm to analyze before formulating a strategy.
Strategic planning is designed to leverage the strengths of a firm
‘while minimizing the effects of its weaknesses. It s difficult to know
the potential advantage a firm may have unless external analysis is
done well. For example, a company may have a talented marketing
department or an eficient production system. However, the orga-
nization cannot determine whether these internal characteristics
are sources of competitive advantage until it knows something
about how well the competitors stack up in these areas.

DISCUSSION QUESTIONS

1. This chapter opened with a quote from former CEO of GE
Jack Welch: “Manage your destiny, or someone else will
What does this mean for strategic management? What does
it mean when Welch adds, “or someone else will"?

List the six steps in the formal planning process. Suppose
You are a top executive of a home improvement chain and
you want to launch a new company website. Provide exam-
ples of activities you would carry out during each step to
create the site.

Your friend is frustrated because he’s having trouble
selecting a career. He says, | can't plan because the future
is too complicated. Anything can happen, and there are
t00 many choices.” What would you say to him to change
his mind?

How might an organization such as Urban Ouitters use a
strategy map? With your classmates and using Figure 4.3 as
a guide, develop a possible strategy map for the company.
What accounts for the shift from strategic planning to stra-
tegic management? In which industries would you be most
likely to observe these trends? Why?

Review Table 4.1, which lists the components of an environ-
mental analysis. Why would this analysis be important to a
company’s strategic planning process!

o

~

®

In your opinion, what are the core capabilities of Harley-
Davidson Motor Company motorcycles? How do these
capabilities help Harley-Davidson compete against foreign
competitors such as Yamaha and Suzuki?

How could SWOT analysis_help_newspaper _companies

©

EXPERIENTIAL EXERCISES

4.1 STRATEGIC PLANNING

OBJECTIVE

To study the strategic planning of a corporation recently in the news.

INSTRUCTIONS

Bloomberg Businessweek magazine frequently has articles on the

corporation in an industry of interest to you. Read the a
and answer the following questions.

Follow your instructor’s directions for turning in
responses with a copy of the article or a link to the a
online.

strategies of various corporations. Find a recent article on a

Strategic Planning Worksheet

1. Has the firm clearly identified what business it is in and how it is different from its competitors? Explain.




Comprehensive Supplements

INSTRUCTOR’S MANUAL

Authored by Carrie Hurst, Tennessee State University,
the Instructor’s Manual was revised and updated to
include thorough coverage of each chapter as well as
time-saving features such as an outline, key student
questions, class prep work assignments, guidance for
using the unfolding cases, video supplements, and,
finally, PowerPoint slides.

TEST BANK

The Test Bank includes more than 100 questions per
chapter in a variety of formats. It has been revised for
accuracy and expanded to include a greater variety

of comprehension and application (scenario-based)
questions as well as tagged with Bloom’s Taxonomy
levels and AACSB requirements. EZ Test is a flexible
and easy-to-use electronic testing program that allows
instructors to create tests from book-specific items.

A downloadable desktop version can be found on the
IRCD. And EZ Test Online (www.eztestonline.
com) allows you to access the test bank from the OLC
virtually anywhere and anytime. EZ Test—created
exams and quizzes can be administered online,
providing instant feedback for students.

POWERPOINT PRESENTATION SLIDES
Prepared by Brad Cox, Midlands Technical College,

the PowerPoint presentation collection contains an
easy-to-follow outline including figures downloaded
from the text. In addition to providing lecture

notes, the slides also include questions for class
discussion as well as company examples not found in
the textbook. This versatility allows you to create a
custom presentation suitable for your own classroom
experience.

MCGRAW:-HILL CONNECT MANAGEMENT

MANAGEMENT

LESS MANAGING. MORE TEACHING.
GREATER LEARNING

McGraw-Hill Connect Management is an online
assignment and assessment solution that connects
students with the tools and resources they’ll need to
achieve success.

McGraw-Hill Connect Management helps prepare
students for their future by enabling faster learning,
more efficient studying, and higher retention of

knowledge.

MCGRAW:-HILL CONNECT MANAGEMENT
FEATURES

Conmect Management offers a number of powerful
tools and features to make managing assignments
easier, so faculty can spend more time teaching.

With Connect Management, students can engage with
their coursework anytime and anywhere, making the
learning process more accessible and efficient. Connect
Management offers you the features described next.

Diagnostic and Adaptive Learning of Concepts:
LearnSmart Students want to make the best use

of their study time. The LearnSmart adaptive self-
study technology within Connect Management provides
students with a seamless combination of practice,
assessment, and remediation for every concept in the
textbook. LearnSmart’s intelligent software adapts
to every student response and automatically delivers
concepts that advance the student’s understanding
while reducing time devoted to the concepts already
mastered. The result for every student is the fastest
path to mastery of the chapter concepts.

¢ Applies an intelligent concept engine to identify the
relationships between concepts and to serve new
concepts to each student only when he or she is
ready.

¢ Adapts automatically to each student, so students
spend less time on the topics they understand and
practice more those they have yet to master.

e Provides continual reinforcement and remediation
but gives only as much guidance as students need.

* Integrates diagnostics as part of the learning
experience.
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* Enables you to assess which concepts students have
efficiently learned on their own, thus freeing class
time for more applications and discussion.

Online Interactives Online Interactives are
engaging tools that teach students to apply key
concepts in practice. These interactives provide them
with immersive, experiential learning opportunities.
Students will engage in a variety of interactive
scenarios to deepen critical knowledge of key

course topics. They receive immediate feedback at
intermediate steps throughout each exercise as well as
comprehensive feedback at the end of the assignment.
All interactives are automatically scored and entered
into the instructor grade book.

Lecture Capture via Tegrity Campus Increase the
attention paid to lecture discussion by decreasing the
attention paid to note taking. For an additional charge,
Lecture Capture offers new ways for students to focus
on the in-class discussion, knowing they can revisit
important topics later.

McGraw-Hill Connect Plus Management McGraw-
Hill reinvents the textbook learning experience for
the modern student with Connect Plus Management.

A seamless integration of an eBook and Management,
Conmect Plus Management provides all of the Connect
Management teatures plus the following:

* An integrated eBook, allowing for anytime,
anywhere access to the textbook.

* Dynamic links between the problems or questions
you assign to your students and the location in the
eBook where that problem or question is covered.

* A powerful search function to pinpoint and connect
key concepts in a snap.

In short, Connect Management offers you and your
students powerful tools and features that optimize
your time and energies, enabling you to focus on
course content, teaching, and student learning. Connect
Management also offers a wealth of content resources
for both instructors and students. This state-of-the-art,
thoroughly tested system supports you in preparing
students for the world that awaits.

For more information about Connect, go to www.
mcgrawhillconnect.com or contact your local
McGraw-Hill sales representative.

TEGRITY CAMPUS
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Lectures 24/7: Tegrity Campus is a service that
makes class time available 24/7 by automatically
capturing every lecture in a searchable format for
students to review when they study and complete
assignments. With a simple one-click start-and-

stop process, you capture all computer screens and
corresponding audio. Students can replay any part of
any class with easy-to-use browser-based viewing on a
PC or Mac.

Educators know that the more students can see,
hear, and experience class resources, the better they
learn. In fact, studies prove it. With Tegrity Campus,
students quickly recall key moments by using Tegrity
Campus’s unique search feature. This search helps
students efficiently find what they need, when they
need it, across an entire semester of class recordings.
Help turn all your students’ study time into learning
moments immediately supported by your lecture.
Lecture Capture enables you to

* Record and distribute your lecture with a click of a
button.

* Record and index PowerPoint presentations and
anything shown on your computer so it is easily
searchable, frame by frame.

* Offer access to lectures anytime and anywhere by
computer, iPod, or mobile device.

* Increase intent listening and class participation by
easing students’ concerns about note taking. Lecture
Capture will make it more likely you will see
students’ faces, not the tops of their heads.

To learn more about Tegrity, watch a two-minute
Flash demo at http://tegritycampus.mhhe.com.

Student Progress Tracking Connect Management
keeps instructors informed about how each student,
section, and class is performing, allowing for more
productive use of lecture and office hours. The
progress-tracking function enables you to

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

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

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

Smart Grading When it comes to studying, time

is precious. Connect Management helps students learn
more efficiently by providing feedback and practice
material when they need it, where they need it. When
it comes to teaching, your time also is precious. The
grading function enables you to



* Have assignments scored automatically, giving
students immediate feedback on their work and
side-by-side comparisons with correct answers.

* Access and review each response; manually change
grades or leave comments for students to review.

* Reinforce classroom concepts with practice tests and
instant quizzes.

Simple Assighment Management With Connect
Management, creating assignments is easier than ever,
so you can spend more time teaching and less time
managing. The assignment management function
enables you to

* Create and deliver assignments easily with selectable
end-of-chapter questions and test bank items.

* Streamline lesson planning, student progress
reporting, and assignment grading to make
classroom management more efficient than ever.

* Go paperless with the eBook and online submission
and grading of student assignments.

Instructor Library The Connect Management
Instructor Library is your repository for additional
resources to improve student engagement in and out
of class. You can select and use any asset that enhances
your lecture. The Connect Management Instructor
Library includes

* Instructor Manual.

* PowerPoint files.

® Test Bank.

* Management Asset Gallery.
¢ eBook.

Student Study Center 'The Connect Management
Student Study Center is the place for students to access
additional resources. The Student Study Center

* Offers students quick access to lectures, practice
materials, eBooks, and more.

¢ Provides instant practice material and study
questions, easily accessible on the go.

¢ Gives students access to self-assessments, video
materials, Manager’s Hot Seat, and more.

eBOOK OPTIONS

4

CourseSmart

eBooks are an innovative way for students to save
money and to go green. McGraw-Hill’s eBooks are
typically 40 percent of the bookstore price. Students
have the choice between an online and a downloadable
CourseSmart eBook.

Through CourseSmart, students have the flexibility
to access an exact replica of their textbook from any
computer that has Internet service without plug-ins or
special software via the online version or create a library
of books on their hard drive via the downloadable version.
Access to the CourseSmart eBooks lasts for one year.

Features CourseSmart eBooks allow students to
highlight, take notes, organize notes, and share the
notes with other CourseSmart users. Students can
also search terms across all eBooks in their purchased
CourseSmart library. CourseSmart eBooks can be
printed (five pages at a time).

More Info and Purchase Please visit www.
coursesmart.com for more information and to purchase
access to our eBooks. CourseSmart allows students to
try one chapter of the eBook, free of charge, before
purchase.
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Create

., Craftyour teaching

m C r% te resources to match
the way you teach!

With McGraw-Hill Create, www.mcgrawhillcreate.
com, you can easily rearrange chapters, combine
material from other content sources, and quickly
upload content you have written, like your course
syllabus or teaching notes. Find the content you
need in Create by searching through thousands of
leading McGraw-Hill textbooks. Arrange your book

to fit your teaching style. Create even allows you to
personalize your book’s appearance by selecting the
cover and adding your name, school, and course
information. Order a Create book and you’ll receive

a complimentary print review copy in three to five
business days or a complimentary electronic review
copy (eComp) via e-mail in about one hour. Go

to www.mcgrawhillcreate.com today and register.
Experience how McGraw-Hill Create empowers you to
teach your students your way.

McGraw-Hill Higher Education and Blackboard

McGraw-Hill Higher Education and Blackboard have
teamed up. What does this mean for you?

1. Your life, simplified. Now you and your students
can access McGraw-Hill’s Connect and Create right
from within your Blackboard course—all with one
single sign-on. Say goodbye to the days of logging
into multiple applications.

2. Deep integration of content and tools. Not only
do you get single sign-on with Connect and Create,
you also get deep integration of McGraw-Hill
content and content engines right in Blackboard.
Whether you're choosing a book for your course
or building Connect assignments, all the tools you
need are right where you want them—inside of
Blackboard.

The Best of Both Worlds _

3. Seamless gradebooks. Are you tired of keeping
multiple gradebooks and manually synchronizing
grades into Blackboard? We thought so. When
a student completes an integrated Connect
assignment, the grade for that assignment
automatically (and instantly) feeds your Blackboard
grade center.

4. A solution for everyone. Whether your
institution is already using Blackboard or you just
want to try Blackboard on your own, we have a
solution for you. McGraw-Hill and Blackboard
can now offer you easy access to industry-leading
technology and content, whether your campus
hosts it or we do. Be sure to ask your local
McGraw-Hill representative for details.

Blackboard

McGraw-Hill Customer Experience

At McGraw-Hill, we understand that getting the most
from new technology can be challenging. That’s why
our services don’t stop after you purchase our products.
You can e-mail our product specialists 24 hours a day
to get product training online. Or you can search our
knowledge bank of frequently asked questions on our

XX

support website. For customer support, call 800-331-
5094, submit a support request using our contact us
form, http://mpss.mhhe.com/contact.php, or visit
www.mhhe.com/support. One of our technical
support analysts will be able to assist you in a timely
fashion.



The Management Asset Gallery

McGraw-Hill Management still provides a one-stop shop for our wealth of assets, making it quick and
easy for instructors to locate specific materials to enhance their courses.

The Asset Gallery is intuitively organized and s

designed, allowing instructors ease of use in previewing  Management Asset Gallry
our wealth of resources. These resources correlate with
specific asset categories and more than 40 topics in
management.

CHANGE
INING / LABOR RELS

The Asset Gallery includes all of our non-text-specific —
management resources (Self-Assessments, Test Management Asset Gallery
Your Knowledge exercises, videos and information,
additional group and individual exercises) along

with supporting PowerPoint and Instructor Manual
materials. Additionally, to help incorporate the assets
in the classroom, a guide is provided specific to
McGraw-Hill texts. Instructors can reach the Asset
Gallery through a link from the Instructor area of the
Online Learning Center or on the Connect library.

All of the following can be accessed within the Asset Gallery:

MANAGER’S HOT SEAT "This interactive, video-based application puts students
in the manager’s hot seat, building critical thinking
and decision-making skills and allowing students

oo to apply concepts to real managerial challenges.

' Students watch as 21 real managers apply their years of
experience when confronting unscripted issues such as
bullying in the workplace, cyber loafing, globalization,
intergenerational work conflicts, workplace violence,
and leadership versus management. In addition,
Manager’s Hot Seat interactive applications, featuring
video cases and accompanying quizzes, can be found in
Connect.
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SELF-ASSESSMENT GALLERY

Unique among publisher-provided self-assessments,
our 23 self-assessments provide students with
background information to ensure that students
understand the purpose of the assessment. Students
test their values, beliefs, skills, and interests in a wide
variety of areas allowing them to apply chapter content
to their own lives and careers.

Every self-assessment is supported with
PowerPoints and an instructor’s manual in the
Instructor & Student Asset Gallery, making it easy
for the instructor to create an engaging classroom
discussion surrounding the assessments.

TEST YOUR KNOWLEDGE

"To help reinforce students’ understanding of key
management concepts, Test Your Knowledge activities
give students a review of the conceptual materials
followed by application-based questions to work
through. Students can choose practice mode, which
provides them with detailed feedback after each
question, or test mode, which provides feedback after
the entire test has been completed. Every Test Your
Knowledge activity is supported by instructor notes
in the Instructor & Student Asset Gallery to make it
easy for the instructor to create engaging classroom
discussions surrounding the materials students have
completed.
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MANAGEMENT HISTORY TIMELINE

This web application allows instructors to present

and students to learn the history of management in an
engaging and interactive way. Management history

is presented along an intuitive timeline that can be
traveled through sequentially or by selected decade.
With the click of a mouse students learn the important
dates, see the people who influenced the field, and
understand the general management theories that have
molded and shaped management as we know it today.

PRINCIPLES OF MANAGEMENT VIDEO DVD
VOLUMES |, 2, AND 3

More than 95 video clips from sources such as
BusinessWeek Online, BBC, CBS, FiftyLessons, NBC,
PBS, and McGraw-Hill are provided on three DVD
sets. These company videos are organized by the
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PART ONE FOUNDATIONS OF MANAGEMENT

Managing
and Performing

Management mecamns, in the last analysis, the substitution of thought for brawn cnd

muscle, of knowledge for folklore and tradition, ond of cooperation for force.
— PETER DRUCKER

After studying Chapter |, you will be able to:
LO

Summarize the major challenges of managing in the new competitive landscape. p. 4

_
:
~) =

Describe the sources of competitive advantage for a company. p. 7

,_
O

_
O
) [

Explain how the functions of management are evolving in today’s business environment. p. 12

Compare how the nature of management varies at different organizational levels. p. 16

r
O
g

Define the skills you need to be an effective manager. p. 18

,_
o
)

Understand the principles that will help you manage your career. p. 20
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Management Connection

INTRODUCING THE BEST: AMAZON'’S JEFF BEZOS

What does a well-run company look like? You might
say that it is popular or that its sales are high, but these
can be fleeting things. You could say that it has a famous
brand or a prominent leader, but familiar brands and well-
publicized leaders can fall from grace. You can say that a
well-managed company makes a big profit, but most busi-
ness experts agree that a better measure of success is the
company's long-term value.

Using long-term value as the performance measure,
three professors writing for Harvard Business Review iden-
tified the best-performing chief executive officers (CEOs),
or top managers. For each company’s CEO, they looked
at how the company’s value changed while that person
held the top job. By that measure, the best living CEO
was Jeffrey P. Bezos of online retailer Amazon (number
two after Apple’s Steve Jobs, who recently succumbed to
cancer). Since 1996, Amazon under Bezos has delivered
returns of 12,266 percent on shareholders’ investments,
and the company's value has risen by $1 11 billion.

To generate such breathtaking growth, Bezos has
to get a lot of things right. As an early entrant into the
then-revolutionary online marketplace, he was a visionary
about the Internet’s potential. At the same time, Bezos
has consistently insisted to investors and employees that
the company would take a long-term view, recognizing
that the smartest innovations may take time to pay off.
(This is especially true given Amazon’s practice of keep-
ing costs and prices as low as possible.)

But innovation alone isn't Amazon's secret. Bezos sets
the tone for the company by insisting on a customers-
first outlook. Putting customers first has led to some
decisions that at first seemed a little crazy to outsiders.

independently could ever achieve.

Why would a bookseller offer an e-reader, the Kindle, if
it would reduce book sales? Why would an online store
create the Amazon Marketplace, where competing retail-
ers can sell their products? The answer, says Bezos, is that
those innovations benefit customers. And so far, they
seem to drive ever more shoppers to Amazon, where
they download e-books and buy print books and where
they enjoy the convenience of buying an extremely
broad range of goods from many sellers without Amazon
needing to build more warehouses.

If you listen to Bezos, this story is all about the cus-
tomer. If you are a store owner, it also is about a formi-
dable, game-changing global competitor that didn't exist
two decades ago but today sells more than $48 billion a
year. And, finally, it is a story about managers like Bezos
figuring out how to build something amazing in a fast-
changing world.'

As you read this chapter, notice the wide variety of skills that Jeff
Bezos needs to help Amazon meet its goals. Also, think about how
managing people, money, and other resources enables Amazon and
other organizations to accomplish far more than individuals acting

140O0d3YH SSIUDO0Ud
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4 Part One  Foundations of Management

Amazon’s CEO, Jeff Bezos, is one of the most interesting leaders in business today.
He is an innovator who combines financial know-how with a vision for the future
of technology and an unswerving drive to serve customers. Together, those quali-
ties have helped him build a business idea into a major corporation that continues to
transform industry.

Bezos and the other top business leaders identified by Harvard Business Review are
chief executives who have been far more than a flashy presence in the media; they have
delivered strong performance over years at the helm. In the 2013 rankings, number
one was no surprise: Steve Jobs, who took over Apple in 1997 when the company
was in bad shape and then led the company to sterling returns and market value year
after year. After Jobs and Bezos, other top CEOs on the list were Samsung’s Yun
Jong-Yong (number 3), eBay’s Meg Whitman (number 9), and Cisco Systems’ John
Chambers (number 10).2

Consider Groupon as a contrasting example. You might have been one of its many
fans if you like low prices for local goods and services. The new company was booming
as it strived to become the Amazon.com of local commerce, but then its performance
collapsed, and the board in 2013 fired CEO and cofounder Andrew Mason. Why did
the popular company fall into such disfavor? Answers to questions like this are rarely
simple, but Groupon’s great deals brought businesses new one-time customers want-
ing rock-bottom prices, angering customers who paid full price. Not enough custom-
ers returned.

In business, there is no alternative to managing well. Companies may fly high for
a while, but they cannot do well for very long without good management. It’s the
same for individuals: the best managers succeed by focusing on fundamentals, know-
ing what’s important, and managing well. The aim of this book is to help you succeed
in those pursuits.

. Managing in the New Competitive Landscape -

Lon When the economy is soaring, business seems easy. Starting an Internet company
looked easy in the 1990s, and ventures related to the real estate boom looked like a
sure thing just a few years ago. But investors grew wary of dot-com start-ups, and the
demand for new homes dropped off the table when the economy crashed in late 2008.
At such times, it becomes evident that management is a challenge requiring knowl-
edge and skills to adapt to new circumstances.
What defines the competitive landscape of today’s business? You will be reading
about many relevant issues in the coming chapters, but we begin here by highlight-
ing four ongoing challenges that characterize the
Management is a challenge requiring current business landscape: globalization, techno-
logical change, the importance of knowledge and
ideas, and collaboration across organizational
circumstances. boundaries.

knowledge and skills to adapt to new

Globalization

Far more than in the past, today’s enterprises are global, with offices and production
facilities in countries all over the world. Corporations operate worldwide, transcend-
ing national borders. Companies that want to grow often need to tap international
markets, where incomes are rising and demand is increasing. The change from a local
to a global marketplace is gaining momentum and is irreversible.’

Fortune magazine annually publishes a list of the world’s most admired com-
panies. Whereas U.S. companies used to dominate, Switzerland-based Nestlé
was the most admired maker of consumer food products in 2012, and Germany’s
Volkswagen was the most admired producer of motor vehicles. The company rated
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best in global competitiveness was Spain’s Gas Natural Fenosa,
followed by McDonald’s and Nestlé.* Who are other or more
recent leaders?

Globalization also means that a company’s talent and competi-
tion can come from anywhere. As with its sales, more than half of
GE’s employees live outside the United States.” Hollywood film
studios now hire actors and choose locations in markets outside
the United States; two-thirds of total box office receipts now often
come from overseas (for Life of Pi, it was four-fifths). Bollywood
movies produced in India are competing and performing at record
levels, and Nollywood (Nigerian Hollywood) is now bigger than
Bollywood on a per capita basis.’

PepsiCo’s chief executive, Indra Nooyi, brings a much-needed
global viewpoint to a company whose international business has
been growing three times faster than sales in the United States.
Nooyi, who was raised in India and educated there and in the
United States, has steered the company toward more “better for
you” and “good for you” snacks with acquisitions including a nut
packager in Bulgaria and a hummus producer in Israel.”

Meanwhile Coca-Cola has higher sales in Mexico than in any other country at
665 servings per year per capita. In Kenya, the rate is 39 servings per year per capita.
Coca-Cola is already Africa’s largest employer, and the continent is a key to Coke’s
future growth. Coke’s CEO Muhtar Kent says, “Africa is the untold story, and could
be the big story, of the next decade, like India and China were this past decade.”

Globalization affects small companies as well as large. Many small companies
export their goods. Many domestic firms assemble their products in other countries.
And companies are under pressure to improve their products in the face of intense
competition from foreign manufacturers. Firms today must ask themselves, “How can
we be the best in the world?”

For students, it’s not too early to think about the personal ramifications. In the
words of CEO Jim Goodnight of SAS, the largest privately held software company
in the world, “The best thing business schools can do to prepare their students is to
encourage them to look beyond their own backyards. Globalization has opened the
world for many opportunities, and schools should encourage their students to take
advantage of them.””

Technological Change

The Internet’s impact on globalization is only one of the ways that technology is
vitally important in the business world. Technology both complicates things and cre-
ates new opportunities. The challenges come from the rapid rate at which communi-
cation, transportation, information, and other technologies change.10 For example,
after just a couple of decades of widespread desktop use, customers switched to laptop
models, which require different accessories.!! Any company that served desktop users
had to rethink its customers’ wants and needs, not to mention the possibility that
these customers are now working at the airport or a local Starbucks outlet rather than
in an office.

Later chapters discuss technology further, but here we highlight the rise of the
Internet and its effects. Why is the Internet so important to business?!? It is a mar-
ketplace, a means for manufacturing goods and services, a distribution channel, an
information service, and more. It drives down costs and speeds up globalization. It
improves efficiency of decision making. It facilitates design of new products, from
pharmaceuticals to financial services. Managers can watch and learn what other com-
panies are doing—on the other side of the world. Although these advantages create
business opportunities, they also create threats as competitors sometimes capitalize on
new developments more than you do.
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Globalization has changed the face
of the workforce. Management in
this new competitive landscape
will need to attract and effectively
manage a talent pool from all over
the globe.
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knowledge management

Practices aimed at
discovering and harnessing
an organization’s intellectual
resources.
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Things continue to change at breakneck speed. In 2003, tech guru Tim O’Reilly
coined the term “Web 2.0” to describe the exciting new wave of social network-
ing start-ups that allow users to publish and share information. But most failed or
are stalled; very few, other than Facebook, make a profit.’® Nevertheless, Web 2.0
not only is a continuing reality, it is redefining the ways that customers and sellers,
employees and employers are sharing knowledge. (And the saying is true: knowledge
really is power.) Looking forward, the managers of the future will take Web 2.0 for
granted and must be ready for Web 3.0, whatever that might turn out to be.

Knowledge Management

Companies and managers need good new ideas. Because companies in advanced econ-
omies have become so efficient at producing physical goods, most workers have been
freed up to provide services or “abstract goods” such as software, entertainment, data,
and advertising. Efficient factories with fewer workers produce the cereals and cell
phones the market demands; meanwhile, more and more workers create software and
invent new goods and services. These workers, whose primary contributions are ideas
and problem-solving expertise, are often referred to as knowledge workers. Managing
these workers poses some particular challenges, which we examine throughout this
book. For example, determining whether they are doing a good job can be difficult
because the manager cannot simply count or measure a knowledge worker’s output.
Also, these workers often are most motivated to do their best when the work is inter-
esting, not because of a carrot or stick dangled by the manager.'*

Because the success of modern businesses so often depends on the knowledge
used for innovation and the delivery of services, organizations need to manage that
knowledge. Knowledge management is the set of practices aimed at discovering and
harnessing an organization’s intellectual resources—fully using the intellects of the
organization’s people. Knowledge management is about finding, unlocking, sharing,
and altogether capitalizing on the most precious resources of an organization: peo-
ple’s expertise, skills, wisdom, and relationships.

Knowledge managers find these human assets, help people collaborate and learn,
help people generate new ideas, and harness those ideas into successful innovations.

In hospitals, important knowledge includes patients’ histories, doctors’ orders,
billing information, dietary requirements, prescriptions administered, and much
more. With lives at stake, many hospitals have embraced knowledge management.
For example, at Virginia Commonwealth University (VCU) Health System, a single
information system lets doctors write prescriptions, look up patient information and
lab results, and consult with one another. Billing also is automated as part of VCU’s
knowledge management system, making the process more efficient and connect-
ing with patient data so that it can remind the physician of all the conditions being
treated—and billed for."”” Hospitals can also give patients access to the knowledge
management system so that they can schedule appointments, request prescription
refills, and send questions to their doctors.

Collaboration across Boundaries

One of the most important processes of knowledge management is to ensure that
people in different parts of the organization collaborate effectively with one another.
This requires productive communications among different departments, divisions,
or other subunits of the organization. For example, “T-shaped” managers break out
of the traditional corporate hierarchy to share knowledge freely across the organiza-
tion (the horizontal part of the T) while remaining committed to the bottom-line
performance of their individual business units (the vertical part). This emphasis on
dual responsibilities for performance and knowledge sharing occurs at pharmaceuti-
cal giant GlaxoSmithKline, large German industrial company Siemens, and London-
based steelmaker Ispat International.'®
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For example, Toyota keeps its product development process efficient by bring-
ing together design engineers and manufacturing employees from the very beginning.
Often, manufacturing employees can see ways to simplify a design so that it is easier
to make without defects or unnecessary costs. Toyota expects its employees to listen
to input from all areas of the organization, so this type of collaboration is a natural
part of the organization’s culture. Employees use software to share their knowledge—
best practices they have developed for design and manufacturing.!” Thus, at Toyota,
knowledge management supports collaboration and vice versa.

Collaboration across boundaries occurs even beyond the boundaries of the orga-
nization itself. Companies today must motivate and capitalize on the ideas of people
outside the organization. Customers, for instance, can be collaborators. Companies
must realize that the need to serve the customer drives everything else.

In the Web 2.0 era, customers expect to share their ideas and be heard. Companies
collaborate with their customers by actively and continuously listening and respond-
ing. L.L. Bean, for example, tracks customer comments and reviews on its website; if
any product averages fewer than three stars out of five, the company removes it and
directs the product manager to resolve the problem.'® Businesses also pay attention
to customer comments on Amazon, Zappos, Yelp, TripAdvisor, Facebook, Twitter,
and many more. Customer feedback management software can search these and other
sites and generate statistics and reports.
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The rise of the Internet turned careers (and lives) upside down. Students dropped out
of school to join Internet start-ups or start their own. Managers in big corporations
quit their jobs to do the same. Investors salivated, and invested heavily. The risks were
often ignored or downplayed—sometimes tragically as the boom went bust. Or con-
sider an earlier industry with similar transforming power: automobiles. There have
been at least 2,000 car makers—how many remain?

What is the lesson to be learned from the failures in these important transforma-
tional industries? A key to understanding the success of a company—whether tradi-
tional, Internet-based, or a combination of both—is not just how much the industry in
which it operates will affect society or how much it will grow. The key is the competi-
tive advantage a particular company holds and how well it can sustain that advantage.

To survive and win over time, you have to gain and sustain advantages over your
competitors. You gain competitive advantage by being better than your competitors
at doing valuable things for your customers. But what does this mean, specifically?
To succeed, managers must deliver performance. The fundamental success driv-
ers of performance are innovation, quality, service, speed, cost competitiveness, and
sustainability.

Innovation

Companies must continually innovate. Innovation is the introduction of new goods
and services. Your firm must adapt to changes in consumer demands and to new com-
petitors. Products don’t sell forever; in fact, they don’t sell for nearly as long as they
used to because so many competitors are introducing so many new products all the
time. Your firm must innovate, or it will die. Likewise, you have to be ready with new
ways to communicate with customers and deliver the products to them. When the
internet allowed merchants to bypass traditional distribution channels and reach buy-
ers directly, traditional marketers had to learn how to innovate to remain competitive.

Innovation isn’t all about tech products. Dunkin’ Brands Culinary Innovation
Team is a group of 18 chefs led by executive chef Stan Frankenthaler. They send
out about 20 new product launches to market each year for Dunkin’ Donuts and

Managing for Competitive Advantage

) 2

Bottom Line

Because it's easy for managers
to get so caught up in being
busy, get distracted, and

lose sight of what really
drives performance, you

will periodically see icons

as bottom-line reminders

of the need for innovation,
quality, service, speed,

cost competitiveness, and
sustainability.

Which of these advantages do
you think would be hard to
deliver at the same time?

innovation

The introduction of new goods
and services.
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Stan Frankenthaler, executive chef
at Dunkin’ Brands, tests omelette
recipes in the test kitchen. The
Culinary Innovation Team is
constantly trying out new ideas.

quality

The excellence of your
product (goods or services).
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Baskin-Robbins in a constant effort to boost revenues and profits. Bagel twists are a
recent success; whole wheat donuts are not. The team is working long-term to create
a zero-grams trans-fat menu.'”

The need for innovation is driven in part by globalization. One obvious reason
is that facilities in other countries can manufacture appliances or write software
code at a lower cost than facilities in the United States; U.S. facilities thus operate
at a disadvantage. Therefore, they must provide something their foreign competitors

- can’t—and often that requires delivering something
new. This is a challenge as developing nations such
as China increase their engineering prowess. Philips,
which started out making light bulbs in the Netherlands
in the 1890s, has set up research as well as manufactur-
ing operations in China because that country is becom-
ing a key source of technical know-how, not just cheap
labor.?? Nevertheless, as labor and other costs rise over-
seas, and as U.S. companies find ways to improve effi-
ciency at home, the future for North American facilities
is brightening. Nissan, for example, has expanded pro-
duction in Smyrna, Tennessee, including assembly of
its Infiniti JX luxury car and Leaf electric car. Other
companies that have announced plans to expand in the
U.S., especially in the South, include Toyota, General
Motors, Ford, and Honda.”!

Innovation is today’s holy grail (2013’s number one most admired company in For-
tune’s innovativeness category was Apple, and number two was Amazon).?? Like the
other sources of competitive advantage, innovation comes from people, it must be a
strategic goal, and it must be managed properly. Later chapters show you how great
companies innovate.

Quality

When Spectrum Health, a hospital chain based in Grand Rapids, Michigan, asked
patients how well they were served, patients rated staff low on helpfulness and their
attitude toward visitors and said they didn’t get good information about procedures
or how to take care of themselves after being released to go home. Spectrum set up an
advisory council of patients and family members, making visiting hours more flexible,
getting patient input into who was allowed to hear medical information and make
decisions about treatment, and calling discharged patients at home to make sure they
understood the directions they had received. Satisfaction scores of Spectrum patients
improved dramatically.?’

Spectrum Health’s efforts reflect a commitment to quality. In general, quality is the
excellence of your product. The importance of quality and the standards for accept-
able quality have increased dramatically in recent years. Customers now demand high-
quality goods and services, and often they will accept nothing less.

Historically, quality pertained primarily to the physical goods that customers
bought, and it referred to attractiveness, lack of defects, reliability, and long-term
dependability. The traditional approach to quality was to check work after it was
completed and then eliminate defects, using inspection and statistical data to deter-
mine whether products were up to standards. But then W. Edwards Deming, J.
M. Juran, and other quality gurus convinced managers to take a more complete
approach to achieving total quality. This includes preventing defects before they
occur, achieving zero defects in manufacturing, and designing products for quality.
The goal is to solve and eradicate from the beginning all quality-related prob-
lems and to live a philosophy of continuous improvement in the way the company
operates.”*
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Quality is further provided when companies customize goods and services to the
wishes of the individual consumer. Choices at Starbucks give consumers thousands of
variations on the drinks they can order, whether it’s half-caff or all caffeine, skim milk
or soy milk, or shots of espresso and any of a variety of flavored syrups. For a premium
price, candy lovers can select M&M’s candies bearing the message of their own cre-
ation.”’ Similarly, Jones Soda Company lets visitors to its website order a 12-pack of
soda with their photo on the bottles. They upload the photo to the myJones website
(www.myjones.com) and choose a soda flavor.?
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Providing world-class quality requires a thor- Providing world-class quality requires a

ough understanding of what quality really is.*’

Quality can be measured in terms of product per-

formance, customer service, reliability (avoidance really is.

of failure or breakdowns), conformance to stan-

dards, durability, and aesthetics. Only when you move beyond broad, generic concepts

such as “quality” and identify specific quality requirements can you identify problems,

target needs, set performance standards more precisely, and deliver world-class value.
By the way, Fortune magazine’s 2013 number one company for quality of products

and services was Apple; Norstrom was number two.

Service

As noted, important quality measures often pertain to the service customers receive.
This dimension of quality is particularly important because the service sector has
come to dominate the U.S. economy. In recent years, the fastest-growing job catego-
ries have been almost entirely services and retailing jobs, and the jobs with the greatest
declines are primarily in manufacturing (although some manufacturing is returning to
the U.S.).28 Services include intangible products such as insurance, hotel accommoda-
tions, medical care, and haircuts.

Service means giving customers what they want or need, when they want it. So
service is focused on continually meeting the needs of customers to establish mutually
beneficial long-term relationships. Thus software companies, in addition to providing
the actual programs, may help their customers identify requirements, set up computer
systems, and perform maintenance.

An important dimension of service quality is making it easy and enjoyable for cus-
tomers to experience a service or to buy and use products. The Detroit Institute of
Arts recently hired a manager formerly with the Ritz-Carlton hotel chain, noted for
its exceptional level of service, to be vice president of museum operations. As the
art museum prepared for a grand reopening following a major renovation, the man-
ager analyzed the types of customer interactions that occur in a museum, identifying
ways to make the experience more pleasant. He also worked with his staff to identify
ways to customize services, such as offering tours tailored to the interests of particular

groups.”’

Speed

Google constantly improves its search product at a rapid rate. In fact, its entire culture
is based on rapid innovation. Sheryl Sandberg, a Google vice president, once made a
mistake because she was moving too fast to plan carefully. Although the mistake cost
the company a few million dollars, Google cofounder Larry Page responded to her
explanation and apology by saying he was actually glad she had made the mistake. It
showed that she appreciated the company’s values. Page told Sandberg, “I want to run
a company where we are moving too quickly and doing too much, not being too cau-
tious and doing too little. If we don’t have any of these mistakes, we’re just not taking
enough risks.”

Although it’s unlikely that Google actually favors mistakes over moneymaking
ideas, Page’s statement expressed an appreciation that in the modern business

thorough understanding of what quality

service

The speed and dependability
with which an organization
delivers what customers want.





