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Strategic Management is a research- and application-based strategy text that covers issues
facing managers in a globalized and turbulent 21st century.

When the first edition published, the market response was overwhelmingly enthusiastic,
and I was grateful for the strong vote of confidence. When the second edition published,
the enthusiasm was even greater; I remain ever grateful for the sustained support. In this
third edition, I build upon the unique strengths of the text and continue to add improve-
ments based upon hundreds of insightful reviews and important feedback from professors,
students, and professionals.

The strategy textbook market has long been separated into two overarching categories:
traditional, application-based and research-based. Traditional, application-based strategy
books represent the first-generation texts whose first editions were published in the 1980s.
The research-based strategy books represent the second-generation texts whose first
editions were published in the 1990s. This text represents a new category of strategy
textbook—a third-generation text that combines the student accessible, application-
oriented framework of the first-generation texts with the research-based framework of the
second-generation texts. It integrates core concepts, frameworks, and analysis techniques
in strategy with functional course offerings; it also aims to help students become managers
capable of making well-reasoned strategic decisions.

To facilitate an enjoyable and refreshing reading experience that enhances learning,
I synthesize and integrate theory, empirical research, and practical applications with
current real-world examples. This approach and emphasis on real-world examples offers
students a learning experience that uniquely combines rigor and relevance. As Dr. John
Media of the University of Washington’s School of Medicine and life-long researcher on
how the mind organizes information, explains:

How does one communicate meaning in such a fashion that learning is improved? A simple
trick involves the liberal use of relevant real-world examples, thus peppering main learning
points with meaningful experiences. . . . Numerous studies show this works. . . . The greater
the number of examples . . . the more likely the students were to remember the information.
It’s best to use real-world situations familiar to the learner. . . . Examples work because they
take advantage of the brain’s natural predilection for pattern matching. Information is more
readily processed if it can be immediately associated with information already present in
the brain. We compare the two inputs, looking for similarities and differences as we encode
the new information. Providing examples is the cognitive equivalent of adding more han-
dles to the door. [The more handles one creates at the moment of learning, the more likely
the information can be accessed at a later date.] Providing examples makes the information
more elaborative, more complex, better encoded, and therefore better learned.*

Strategic Management brings theory to life via examples that cover products and services
from companies with which students are familiar, such as Facebook, Google, Starbucks,
Apple, and Uber. Use of such examples aids in making strategy relevant to students’ lives
and helps them internalize strategy concepts and frameworks.

The hallmark features of this text continue to be:

m  Use of a holistic Analysis, Formulation, and Implementation (AFI) Strategy
Framework.

m Synthesis and integration of empirical research and practical applications combined with rel-
evant strategy material to focus on what is important for the student and why it is important.

*Source: Medina, J. (2014). Brain Rules: 12 Principles for Surviving and Thriving at Work, Home, and School (pp. 139-140). Pear
Press. Kindle Edition.
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Comprehensive but concise presentation of core concepts, frameworks, and
techniques.

Combination of traditional and contemporary strategy concepts.
Up-to-date examples and discussion of current topics within a global context.

Stand-alone chapter on competitive advantage, including a focus on triple bottom line

and sustainability.

Direct applications of strategy to careers and lives (including the popular myStrategy

modules at the end of each chapter).

Inclusion of Strategy Term Project (end-of-chapter) and interactive Running Case on

HP (in Connect).

Industry-leading digital delivery options and adaptive learning systems (Create,

SmartBook, LearnSmart, and Connect)

High-quality Cases, well integrated with textbook chapters and standardized, high-

quality teaching notes; there are two types of cases:

m ChapterCases begin and end each chapter, framing the chapter topic and content.

m 28 MiniCases (Part 4 of the book), all based on original research, provide
dynamic opportunities for students to apply strategy concepts by assigning them
as add-ons to chapters, either as individual assignments or as group work, or by
using them for class discussion.

I have taken pride in authoring all of the ChapterCases, Strategy Highlights, and Mini-
Cases. This additional touch allows quality control and ensures that chapter content
and cases use one voice and are closely interconnected. Both types of case materials
come with sets of questions to stimulate class discussion or provide guidance for written
assignments. The instructor resources offer sample answers that apply chapter content
to the cases.

In addition to these in-text cases, 21 full-length cases, authored or co-authored by me

specifically to accompany this textbook, are available through McGraw-Hill’s custom-
publishing Create™ program (www.McGrawHillCreate.com/Rothaermel). Full-length cases
New to the third edition are: Delta, General Electric, and Google. Popular cases about
Apple, Amazon.com, IBM, Facebook, McDonald’s, Tesla Motors, and Better World Books
among several others are significantly updated and revised. Robust and standardized case
teaching notes are also available and accessible through Create; financial data for these
cases may be accessed from the Instructor Resource site on Connect.

What's New in the Third Edition?

I have revised and updated the third edition in the following ways, many of which were
inspired by conversations and feedback from the many users and reviewers of the first and
second editions.

OVERVIEW OF IMPORTANT CHANGES IN 3E:

New section on blue ocean strategy (Chapter 6), with application examples and strat-
egy canvas.

More global coverage included throughout, with a stronger Asian focus both on the
continent as well as its global competitors.

Stronger focus on sustainable business.
Increased the total number of MiniCases to 28 (15 brand new, 13 revised).
New, completely revised, or updated ChapterCases and Strategy Highlights.
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Stronger integration and expanded discussion of ChapterCases throughout.

Increased emphasis on practice and applications of strategy concepts and
frameworks.

Updated or new firm, product, and service examples to afford more in-depth discussion.
Enhanced graphic design and rendering of exhibits throughout entire text.

In detail:

CHAPTER 1

New ChapterCase about Twitter’s rise and current challenges.
New Strategy Highlight 1.1 discussing Threadless and its use of crowdsourcing to
help produce better products and maintain competitive advantage.

Updated Strategy Highlight 1.2 about BP’s Gulf Coast oil spill and systemic safety
issues over the last decade.

CHAPTER 2

New ChapterCase about Yahoo’s CEO Marissa Mayer and the attempted turnaround
under her leadership.

Created new and stand-alone sections on each vision, mission, and values.

Updated Strategy Highlight 2.1 on Merck’s core values and the development of drugs
to treat river blindness and the challenges with the Vioxx recall.

Added a new table comparing and contrasting top-down strategic planning, scenario
planning, and strategy as planned emergence (brief descriptions, pros and cons, where
best used); see Exhibit 2.9.

Added new sections to expand discussion of autonomous actions, serendipity, and
resource allocation process as part of strategy as planned emergence.

Added new ethical/social issues question focusing on Merck’s responsibility to meet
the needs of both its customers and its shareholders.

CHAPTER 3

Updated ChapterCase about Tesla Motors and the U.S. automotive industry.
Separate discussion of political and legal factors in the PESTEL framework.
Sharpened the discussion of PESTEL framework overall.

New Strategy Highlight 3.1: “BlackBerry’s Bust.”

Updated the discussion of competition in the U.S. domestic airline industry through-
out the chapter, and in Strategy Highlight 3.2: “The Five Forces in the Airline
Industry.”

CHAPTER 4

New ChapterCase about Dr. Dre, and multi-billion-dollar Apple acquisition of Beats
Electronics.

Fresh examples of core competencies and their applications.
Interlocution of the concept of Core Rigidities.

Expanded discussion on dynamic capabilities, including new Strategy Highlight 4.2:
“Dynamic Capabilities at IBM.”
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Included new Exhibit 4.6 showing IBM’s successful transition throughout several
technological discontinuities over the last 125 years.

Sharpened discussion of SWOT, including moving (an updated version of) the SWOT
application to McDonald’s in the Instructor Manual.

CHAPTER 5

New ChapterCase, focusing on Apple vs. Microsoft and their quest for competitive
advantage over time.

Extended discussion of Apple and Microsoft (turnaround under new CEO Satya
Nadella) throughout the chapter.

Sharpened discussion of competitive advantage and firm performance.

Expanded discussion of business models to include new popular applications and
examples, with a more in-depth discussion.

New Strategy Highlight 5.2 on Airbnb and its novel business model.

CHAPTER 6

New ChapterCase about JetBlue and how its straddling of different strategy positions
led to being “Stuck in the Middle” and a competitive disadvantage.

New section on Blue Ocean Strategy.
Application of the Blue Ocean Strategy canvas to the U.S. domestic airline industry.

Discussion of the Eliminate-Reduce-Raise-Create framework from Blue Ocean Strat-
egy and application to IKEA.

New Strategy Highlight 6.1: “Dr. Shetty: The Henry Ford of Heart Surgery,” focusing
on cost reductions in healthcare.

New Strategy Highlight 6.2: “How JCPenney Sailed into the Red Ocean.”
Dropped the section “The Dynamics of Competitive Positioning”

New myStrategy module, comparing and contrasting low-cost and differentiated
workplaces.

CHAPTER 7

New ChapterCase on Netflix and the disruption in the TV industry.

Coverage of innovation process expanded with a stronger focus on how to manage
innovation.

More in-depth coverage of product and process innovation over the entire industry life
cycle, including revision of Exhibit 7.6 “Product and Process Innovation throughout
an Industry Life Cycle.”

Revision of Exhibit 7.9 “Features and Strategic Implications of the Industry Life Cycle.”
New Strategy Highlight 7.1: “How Dollar Shave Club Is Disrupting Gillette.”
Dropped the section “The Internet as Disruptive Force: The Long Tail.”

Revised the myStrategy module and end-of-chapter section around debate on whether
college adds to potential success of entrepreneurs.

CHAPTER 8

New ChapterCase on how Amazon.com diversified over time to become the “Every-
thing Store,” including a detailed exhibit showing Amazon.com’s key strategic initia-
tives and stock market valuation from the idea of in 1994 to 2015 (Exhibit 8.1).
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m New section titled, “Why Firms Need to Grow.”

m New Strategy Highlight 8.1 “Is Coke Becoming a Monster?”

B  More in-depth discussion of Exhibit 8.4 “Alternatives on the Make-or-Buy Contin-
uum” in the text.

m New subsection on “When Does Vertical Integration Make Sense?”

B Revised section of “Types of Corporate Diversification” to sharpen discussion and
provide graphic support as Rumelt’s framework categorizing different types of diver-
sification is developed (Exhibit 8.8).

m  Expanded discussion to clarify more fully the sources of value creation and costs of
vertical integration and diversification (Exhibit 8.11).

CHAPTER 9

m Revised and updated ChapterCases focusing on Disney’s attempt to build billion-
dollar franchises, with strategic alliances, and mergers and acquisitions as critical to
corporate strategy execution.

m Changed macro structure of chapter by moving the Build-Borrow-Buy Framework
upfront to guide and frame the discussion corporate strategy execution using.

m Discussion of strategic alliances before mergers and acquisitions.

B Included a new section entitled “How Firms Achieve Growth.”

B New Strategy Highlight 9.1 “IBM and Apple: From Big Brother to Big Alliance Partner.”

m Revised to myStrategy module to sharpen the discussion of network strategy in terms
of career management.

CHAPTER 10

m New ChapterCase on IKEA, with a focus on the question whether the Swedish furni-
ture retailer’s success is sustainable while competing globally.

m Reorganization of section “What Is Globalization” into two subsections, focusing on
the stage and state of globalization respectively.

m  New Strategy Highlight 10.1 “The Gulf Airlines Are Landing in the United States.”

CHAPTER 11

m Revised and updated ChapterCase “Zappos: From Happiness to Holacracy.”

B Included discussion on Holacracy as new organization structure.

m Expanded discussion with detailed visual support of section “Organizational Inertia:
The Failure of Established Firms.”

m  New Strategy Highlight 11.1 “The Premature Death of a Google-like Search Engine
at Microsoft.”

m Dropped section on using SWOT analysis for strategy implementation.

CHAPTER 12

m  New ChapterCase on Uber and its ethical lapses.

m Strong integration of Uber ChapterCase throughout the body of the chapter.

m Updated Strategy Highlight 12.1 “GE’s Board of Directors,” including discussion
chairperson—CEO duality in the body of the chapter.

m Updated Strategy Highlight 12.2 “Did Goldman Sachs and the Fabulous Fab Commit

Securities Fraud?”
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MINICASES

Added 15 brand-new MiniCases.

Updated 13 MiniCases from second edition.

Stronger focus on non-U.S. firms, especially on global competitors from Asia.
Stronger focus on competing in China and India, facing strong domestic competitors.

FULL-LENGTH CASES

Added three brand-new, full-length Cases: Delta Air Lines, General Electric after GE
Capital, and Google.

Revised and updated: Amazon.com, Apple, Best Buy, Better World Books, Facebook,
IBM, McDonald’s, Merck, Tesla Motors, and Better World Books, among others.
Also included is an updated version of the popular case “The Movie Exhibition Indus-
try” by Steve Gove and Brett Matherne.

All cases—including the new and revised cases plus all cases from the first and sec-
ond editions that were authored by Frank T. Rothaermel—are available through
McGraw-Hill Create: http://www.mcgrawhillcreate.com/Rothaermel.

Cases include financial data in e-format for analysis.

Instructor Resources

Connect, McGraw-Hill’s online assignment and assessment system, offers a wealth of
content for both students and instructors. Students will find the following:

Running case, an activity that begins with a review of a specific company and its
applied strategy using appropriate tools (e.g., PESTEL, Porter’s Five Forces, VRIO,
SWOT, and others). The analysis progresses from a broad perspective to the appropriate
company-level perspective—i.e., from global to industry to strategic group to company.
Students will develop a strategy analysis for the company and consider several scenarios
for improving the company’s competitive advantage. The scenarios will include a
financial analysis and justification and ultimately provide a specific recommendation.

Interactive applications (such as click-drag activities, video cases, and—new in this
edition—case analyses for each of the MiniCases) that require students to apply key
concepts; instant feedback and progress tracking are also available.

Resources for analysis (such as financial ratios, templates for strategic financial
analysis, and financial review activities) that provide students with the tools they need
to compare performance between firms and to refresh or extend their working knowl-
edge of major financial measures in a strategic framework.

LearnSmart and SmartBook, which has been significantly improved for this edition to
provide students with more opportunity to probe concepts at a higher level of thinking.

Under the Instructor’s Resources tab, instructors will find tested and effective tools

that enable automatic grading and student-progress tracking and reporting, and a trove of
content to support teaching:

m The Combined Instructor Manual (IM) includes thorough coverage of each chapter,

support for newer and experienced faculty, as well as guidance for integrating Connect
all in a single resource. Included in this newly combined IM is the appropriate level of
theory, recent application or company examples, teaching tips, PowerPoint references,
critical discussion topics, and answers to end-of-chapter exercises.
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m  The PowerPoint (PPT) slides provide comprehensive lecture notes, video links,
and company examples not found in the textbook. There will be instructor media-
enhanced slides as well as notes with outside application examples.

B The Test Bank includes 100-150 questions per chapter, in a range of formats and
with a greater-than-usual number of comprehension, critical-thinking, and application
(or scenario-based) questions. It’s tagged by learning objectives, Bloom’s Taxonomy
levels, and AACSB compliance requirements.

m The Video Guide is new for this edition and includes video links that relate to con-
cepts from chapters. The video links include sources such as Big Think, Stanford Uni-
versity’s Entrepreneurship Corner, The McKinsey Quarterly, ABC, BBC, CBS, CNN,
ITN/Reuters, MSNBC, NBC, PBS, and YouTube.

CREATE, McGraw-Hill’s custom-publishing program, is where you access the full-length cases
that accompany Strategic Management (http://www.mcgrawhillcreate.com/Rothaermel).
Through CREATE, you will be able to select from 20 author-written cases that go specifi-
cally with this textbook as well as cases from Harvard, Ivey Darden, NACRA, and much
more! You can: Assemble your own course, selecting the chapters, cases, and readings that
will work best for you. Or choose from several ready-to-go, author-recommended complete
course solutions, which include chapters, cases, and readings, pre-loaded in CREATE.
Among the pre-loaded solutions, you’ll find options for undergrad, MBA, accelerated, and
other strategy courses.
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Bentley University
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University of Missouri-St.
Louis

James P. Morgan
Webster University, Fort
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Richard T. Mpoyi
Middle Tennessee State
University

John Mullane
Middle Tennessee State
University
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Northwood
University-Michigan
Louise Nemanich

Arizona State University

Charles Newman
University of Maryland
University College
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Oregon State University
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California State University,
Sacramento

Jill Novak
Indian River State College

Frank Novakowski
Davenport University

Jeffrey R. Nystrom
University of Colorado
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University of Missouri-
St. Louis

Don A. Okhomina
Fayetteville State University

Kevin J. O’Mara
Elon University

Eren Ozgen
Troy University-Dothan

James M. Pappas
Oklahoma State University

Chris Papenhausen
University of Massachu-
setts, Dartmouth

Audrey Parajon
Wilmington University

Ronaldo Parente
Florida International
University

Srikanth Paruchuri
Pennsylvania State
University

Christine Cope Pence
University of California,
Riverside

Luis A. Perez-Batres
Central Michigan
University

Clifford R. Perry
Florida International
University

Keith Perry
San Jose State University
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Antoaneta Petkova
San Francisco State
University

JoDee Phillips
Kaplan University

Michael Pitts
Virginia Commonwealth
University

Erin Pleggenkuhle-Miles
University of
Nebraska-Omaha

Robert Porter
University of Central
Florida

Richard A. Quinn
University of Central
Florida

Vasudevan Ramanujam
Case Western Reserve
University

Krishnan Ramaya
College of Business, Pacific
University

Annette L. Ranft
University at Tennessee

Christopher R. Reutzel
Sam Houston State
University

Gary B. Roberts
Kennesaw State University

Simon Rodan
San Jose State University

Elton Scifres
Stephen F. Austin State
University

Yassir M. Samra
Manhattan College

Michael D. Santoro
Lehigh University
Tim Schoenecker

Southern Illinois
University-Edwardsville

Gary Scudder

Vanderbilt University
Wendell Seaborne
Franklin University
Deborah Searcy

Florida Atlantic University
Jim Sena

California Polytechnic
State University, San Luis
Obispo

Anju Seth

Virginia Tech

Deepak Sethi

Old Dominion University
Jennifer Sexton

West Virginia University
Mark Sharfman
University of Oklahoma
Thomas Shirley

San Jose State University
Eugene Simko
Monmouth University
Faye A. Sisk

Mercer University, Atlanta
Lise Anne D. Slatten

University of Louisiana,
Lafayette

Garry D. Smith
Mississippi State University
Ned Smith

University of Michigan

James D. Spina
University of Maryland

Peter A. Stanwick
Auburn University

Mark Starik
San Francisco State
University

Warren Stone
University of Arkansas at
Little Rock

Mohan Subramaniam
Boston College

Ram Subramanian
Montclair State University

Jing’an Tang
Sacred Heart University

Linda F. Tegarden
Virginia Tech

Paul W. Thurston, Jr.
Siena College

Thuhang Tran
Middle Tennessee State
University

Kim K. J. Tullis
University of Central
Oklahoma

Rashada Houston Turner
Florida A&M University

Beverly B. Tyler
North Carolina State
University

Jorge Walter
The George Washington
University

Isaiah O. Ugboro
North Carolina A&T State
University

Bruce Walters
Louisiana Tech University

Jia Wang
California State University,
Fresno

Andrew Ward
Lehigh University

Vincent Weaver
Greenville Technical
College

Joel West
Claremont Graduate
University
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Laura Whitcomb
California State University,
Los Angeles

Margaret White
Oklahoma State University

Marta Szabo White
Georgia State University

Carolyn Wiethoff
Indiana University

Scott Williams
Wright State University

James Winters
Portland State University

Ross A. Wirth
Franklin University

Cathy Coleman Wood
University of Tennessee

Beth Woodard
Belmont University

Chuanyin Xie
The University of Tampa

George Young
Liberty University

Michael J. Zhang
Sacred Heart University

Zhe Zhang, Ph.D.
School of Business, Eastern
Kentucky University

Yanfeng Zheng
The University of Hong Kong

Arvids A. Ziedonis
Boston University
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M C G raw- H | | | C onne Ct® Course outcomes improve with Connect.

80.4%

Learn Without Limits ———

Connect is a teaching and learning platform
that is proven to deliver better results for
students and instructors.

83.7%
Pass Rates °
72.9%

o
Attendance Rates 92.5%
74.5%

Connect empowers students by continually
adapting to deliver precisely what they need,  Retention Rates o
when they need it, and how they need it, so

your class time is more engaging and effective.

87.5%

o
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Nlth Connect M Without Connect

88% of instructors who use Connect Using Connect improves passing rates
require it; instructor satisfaction increases by 10.8% and retention by 16.4%.
by 38% when Connect is required.

Connect helps students achieve better grades

Analytics

Connect Insight” i

Connect

With
Connect

Connect Insight is Connect’s new one-of-a-kind 2 =
visual analytics dashboard—now available for ...t come e sus s
both instructors and students—that provides

at-a-glance information regarding student performance, which is
immediately actionable. By presenting assignment, assessment,

and topical performance results together with a time metric that

is easily visible for aggregate or individual results, Connect Insight Students can view
gives the user the ability to take a just-in-time approach to teaching thel r resu |tS for any

and learning, which was never before available. Connect Insight
presents data that empowers students and helps instructors Connect course.
improve class performance in a way that is efficient and effective.

Mobile

Connect’s new, intuitive mobile interface gives students
and instructors flexible and convenient, anytime—anywhere
access to all components of the Connect platform.

100




Adaptive

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

More students earn A’s and
B's when they use McGraw-Hill ) STUDENTS WANT

Education Adaptive products. | SMARTBdDK®

SmartBook”

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

of students reported SmartBook to
be a more effective way of reading
material

o5

of students want to use the Practice

0,
100 % Quiz feature available within
SmartBook to help them study

of students reported having
reliable access to off-campus wifi

90% of students say they would purchase
SmartBook over print alone

Over 4 billion questions have been
answered, making McGraw-Hill
Education products more intelligent,
reliable, and precise.

reported that SmartBook would
impact their study skills in a
positive way

©
=
©
o

Mc

G raw *Findings based on a 2015 focus group survey at Pellissippi State

H i I I Community College administered by McGraw-Hill Education

Education






