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Preface

Our goal in writing each edition of this book is to present a new, up-to-date standard for
explaining the strategic management process. To reach this goal with the 12th edition of
our market-leading text, we again present you with an intellectually rich yet thoroughly
practical analysis of strategic management.

With each new edition, we work hard to achieve the goal of maintaining the standard
that we established for presenting strategic management knowledge in a readable style.
To prepare for each new edition, we carefully study the most recent academic research
to ensure that the content about strategic management that we present to you is up to
date and accurate. In addition, we continuously read articles appearing in many different
and widely read business publications (e.g., Wall Street Journal, Bloomberg Businessweek,
Fortune, Financial Times, Fast Company, and Forbes, to name a few). We also study post-
ings through social media (such as blogs) given their increasing use as channels of infor-
mation distribution. By studying a wide array of sources, we are able to identify valuable
examples of how companies are using (or not using) the strategic management process.
Though many of the hundreds of companies that we discuss in the book will be quite
familiar, some will likely be new to you. One reason for this is that we use examples
of companies from around the world to demonstrate the globalized nature of business
operations. To maximize your opportunities to learn as you read and think about how
actual companies use strategic management tools, techniques, and concepts (based on
the most current research), we emphasize a lively and user-friendly writing style. To
facilitate learning, we use an Analysis-Strategy-Performance framework that is explained
in Chapter 1 and referenced throughout the book.

Several characteristics of this 12th edition of our book are designed to enhance your
learning experience:

First, this book presents you with the most comprehensive and thorough coverage of
strategic management that is available in the market.

The research used in this book is drawn from the “classics” as well as the most recent
contributions to the strategic management literature. The historically significant
“classic” research provides the foundation for much of what is known about strate-
gic management, while the most recent contributions reveal insights about how to
effectively use strategic management in the complex, global business environment in
which firms now compete. Our book also presents you with many up-to-date exam-
ples of how firms use the strategic management tools, techniques, and concepts that
prominent researchers have developed. Indeed, although this book is grounded in the
relevant theory and current research, it also is strongly application oriented and pres-
ents you, our readers, with a large number of examples and applications of strategic
management concepts, techniques, and tools. In this edition, for example, we examine
more than 600 companies to describe the use of strategic management. Collectively,
no other strategic management book presents you with the combination of useful and
insightful research and applications in a wide variety of organizations as does this text.

XV
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Preface

Company examples you will find in this edition range from large U.S.-based firms

such as Apple, Amazon.com, McDonald’s, Starbucks, Walmart, Walt Disney, General
Electric, Intel, American Express, Coca-Cola, Google, Target, United Technologies,
Kellogg, DuPont, Marriott, and Whole Foods. In addition, we examine firms based in
countries other than the United States such as Sony, Aldi, Honda, Tata Consultancy,
Alibaba, IKEA, Lenova, Luxottica, and Samsung. As these lists suggest, the firms
examined in this book compete in a wide range of industries and produce a diverse
set of goods and services.
We use the ideas of many prominent scholars (e.g., Ron Adner, Rajshree Agarwal,
Gautam Ahuja, Raffi Amit, Africa Arino, Jay Barney, Paul Beamish, Peter Buckley,
Ming-Jer Chen, Russ Coff, Rich D’Aveni, Kathy Eisenhardt, Gerry George, Javier
Gimeno, Luis Gomez-Mejia, Melissa Graebner, Ranjay Gulati, Don Hambrick,
Connie Helfat, Amy Hillman, Tomas Hult, Dave Ketchen, Dovev Lavie, Yadong
Luo, Shige Makino, Costas Markides, Anita McGahan, Danny Miller, Will Mitchell,
Margie Peteraf, Michael Porter, Nandini Rajagopalan, Jeff Reuer, Joan Ricart, Richard
Rumelt, David Sirmon, Ken Smith, Steve Tallman, David Teece, Michael Tushman,
Margarethe Wiersema, Oliver Williamson, Mike Wright, Anthea Zhang, and Ed
Zajac) to shape the discussion of what strategic management is. We describe the
practices of prominent executives and practitioners (e.g., Mary Barra, Jack Ma, Reed
Hastings, Howard Schultz, John Mackey, Yang Yuanqing, Angela Ahrendt, Marilyn
Hewson, Jeff Immelt, Ellen Kullman, Elon Musk, Paul Pullman, Li Ka-Shing, Karen
Patz, and many others) to help us describe how strategic management is used in
many types of organizations.

The authors of this book are also active scholars. We conduct research on a number
of strategic management topics. Our interest in doing so is to contribute to the strategic
management literature and to better understand how to effectively apply strategic man-
agement tools, techniques, and concepts to increase organizational performance. Thus,
our own research is integrated in the appropriate chapters along with the research of
numerous other scholars, some of whom are noted above.

In addition to our booK’s characteristics, there are some specific features and revisions
that we have made in this 12th edition that we are pleased to highlight for you:

New Opening Cases and Strategic Focus Segments. We continue our tradition of
providing all-new Opening Cases and Strategic Focus segments! Many deal with
companies located outside North America. In addition, all of the company-specific
examples included in each chapter are either new or substantially updated. Through
all of these venues, we present you with a wealth of examples of how actual organiza-
tions, most of which compete internationally as well as in their home markets, use the
strategic management process for the purpose of outperforming rivals and increasing
their performance.

New Mini-Cases have been added that demonstrate how companies deal with
major issues highlighted in the text. There are 13 of these cases, one for each chapter,
although some of them can overlap with other chapter content. Students will like
their conciseness, but they likewise provide rich content that can serve as a catalyst
for individual or group analysis and class discussion. Each Mini-Case is followed by a
set of questions to guide analysis and discussion.

More than 1,200 new references from 2014 and 2015 are included in the chapters’
endnotes. We used the materials associated with these references to support new
material added or current strategic management concepts that are included in this
edition. In addition to demonstrating the classic and recent research from which we
draw our material, the large number of references supporting the book’s contents
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allow us to integrate cutting-edge research and thinking into a presentation of strate-
gic management tools, techniques, and concepts.

New content was added to several chapters. Examples include the strategic ecosystem
such as the one used by Apple with its "ecosystem of app producers” (Chapters1and 4),
sustainable physical environment (Chapter 3), mentoring new CEOs (Chapter 12),
strategic leadership in family owned/controlled companies (Chapter 12), and acqui-
sitions and innovation, open innovations, and managing the innovation portfolio
(Chapters 4 and 13).

Updated information is provided in several chapters. Examples include the stake-
holder host communities (Chapter 1), all new and current demographic data (e.g., eth-
nic mix, geographic distribution) that describe the economic environment (Chapter 2),
the general partner strategies of private equity firms (Chapter 7), information from the
World Economic Forum Competitiveness Report regarding political risks of interna-
tional investments (Chapter 8), updates about corporate governance practices being
used in different countries (Chapter 10), updated data about the number of internal
and external CEO selections occurring in companies today (Chapter 12), a ranking of
countries by the amount of their entrepreneurial activities (Chapter 13), and a ranking
of companies on their total innovation output (Chapter 13).

An Exceptional Balance between current research and up-to-date applications of
strategic management concepts in actual organizations located throughout the world.
The content has not only the best research documentation but also the largest number
of effective real-world examples to help active learners understand the different types
of strategies organizations use to achieve their vision and mission and to outperform
rivals.

Twenty Cases are included in this edition. Offering an effective mix of organizations
headquartered or based in North America and a number of other countries as well,
the cases deal with contemporary and highly important topics. These cases are avail-
able in the MindTap digital learning suite. Many of the cases have full financial data
(the analyses of which are in the Case Notes that are available to instructors). These
timely cases present active learners with opportunities to apply the strategic manage-
ment process and understand organizational conditions and contexts and to make
appropriate recommendations to deal with critical concerns. Access the cases in the
MindTap and customize your selection to best suit the needs of your course.

Supplements to Accompany This Text

MindTap. MindTap is the digital learning solution that helps instructors engage students
and help them to become tomorrow’s strategic leaders. All activities are designed to teach
students to problem-solve and think like leaders. Through these activities and real-time
course analytics, and an accessible reader, MindTap helps you turn cookie cutter into
cutting edge, apathy into engagement, and memorizers into higher-level thinkers.
Customized to the specific needs of this course, activities are built to facilitate mastery
of chapter content. We've addressed case analysis from cornerstone to capstone with a func-
tional area diagnostic of prior knowledge, directed cases, branching activities, multimedia
presentations of real-world companies facing strategic decisions, and a collaborative environ-
ment in which students can complete group case analysis projects together synchronously.

Instructor Website. Access important teaching resources on this companion website.
For your convenience, you can download electronic versions of the instructor supple-
ments from the password-protected section of the site, including Instructor’s Resource
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Manual, Comprehensive Case Notes, Cognero Testing, Word Test Bank files, PowerPoint”
slides, and Video Segments and Guide. To access these additional course materials and
companion resources, please visit www.cengagebrain.com.

Instructor’s Resource Manual. The Instructor’s Resource Manual, organized around
each chapter’s knowledge objectives, includes teaching ideas for each chapter and how
to reinforce essential principles with extra examples. This support product includes
lecture outlines and detailed guides to integrating the MindTap activities into your
course with instructions for using each chapter’s experiential exercises, branching,
and directed cases. Finally, we provide outlines and guidance to help you customize
the collaborative work environment and case analysis project to incorporate your
approach to case analysis, including creative ideas for using this feature throughout
your course for the most powerful learning experience for your class.

Case Notes. These notes include directed assignments, financial analyses, and thorough
discussion and exposition of issues in the case. Select cases also have assessment rubrics
tied to National Standards (AACSB outcomes) that can be used for grading each case.
The Case Notes provide consistent and thorough support for instructors, following the
method espoused by the author team for preparing an effective case analysis.
Cognero. This program is easy-to-use test-creation software that is compatible
with Microsoft Windows. Instructors can add or edit questions, instructions, and
answers, and select questions by previewing them on the screen, selecting them
randomly, or selecting them by number. Instructors can also create and administer
quizzes online, whether over the Internet, a local area network (LAN), or a wide
area network (WAN).

Test Bank. Thoroughly revised and enhanced, test bank questions are linked to each
chapter’s knowledge objectives and are ranked by difficulty and question type. We
provide an ample number of application questions throughout, and we have also
retained scenario-based questions as a means of adding in-depth problem-solving
questions. The questions are also tagged to National Standards (AACSB outcomes),
Bloom’s Taxonomy, and the Dierdorff/Rubin metrics.

PowerPoints”. An all-new PowerPoint presentation, created for the 12th edition,
provides support for lectures, emphasizing key concepts, key terms, and instructive
graphics.

Video Segments. A collection of 13 BBC videos has been included in the MindTap
Learning Path. These new videos are short, compelling, and timely illustrations of
today’s management world. They are available on the DVD and Instructor website.
Detailed case write-ups, including questions and suggested answers, appear in the
Instructor’s Resource Manual and Video Guide.

Cengage Learning Write Experience 3.0. This new technology is the first in higher
education to offer students the opportunity to improve their writing and analytical skills
without adding to your workload. Offered through an exclusive agreement with Vantage
Learning, creator of the software used for GMAT essay grading, Write Experience eval-
uates students” answers to a select set of assignments for writing for voice, style, format,
and originality. We have trained new prompts for this edition!

Micromatic Strategic Management Simulation (for bundles only). The
Micromatic Business Simulation Game allows students to decide their compa-
ny’s mission, goals, policies, and strategies. Student teams make their decisions on a
quarter-by-quarter basis, determining price, sales and promotion budgets, operations
decisions, and financing requirements. Each decision round requires students to make
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approximately 100 decisions. Students can play in teams or play alone, compete against
other players or the computer, or use Micromatic for practice, tournaments, or assess-
ment. You can control any business simulation element you wish, leaving the rest alone
if you desire. Because of the number and type of decisions the student users must
make, Micromatic is classified as a medium to complex business simulation game. This
helps students understand how the functional areas of a business fit together without
being bogged down in needless detail and provides students with an excellent capstone
experience in decision making.

Smartsims (for bundles only). MikesBikes Advanced is a premier strategy simulation
providing students with the unique opportunity to evaluate, plan, and implement strat-
egy as they manage their own company while competing online against other students
within their course. Students from the management team of a bicycle manufacturing
company make all the key functional decisions involving price, marketing, distribution,
finance, operations, HR, and R&D. They formulate a comprehensive strategy, starting
with their existing product, and then adapt the strategy as they develop new products for
emerging markets. Through the Smartsims easy-to-use interface, students are taught the
cross-functional disciplines of business and how the development and implementation
of strategy involves these disciplines. The competitive nature of MikesBikes encourages
involvement and learning in a way that no other teaching methodology can, and your
students will have fun in the process!
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ALIBABA: AN ONLINE COLOSSUS IN CHINA GOES GLOBAL

China now has the world’s largest number of internet users and Alibaba is China’s largest
ecommerce company (23 percent owned by Yahoo and 36 percent owned by Japan’s

SoftBank). In 2014, when Alibaba completed its initial public offering (IPO) on the New York

Stock Exchange, it immediately became worth more than Amazon and eBay combined and

has a larger market capitalization than Walmart. Transactions of goods on Alibaba’s websites
account for more than 2 percent of China’s GDP in 2012. Comparatively, Walmart's sales

account for 0.03 percent of U.S. GDP in 2012. Alibaba’s presence has turned China into the

world’s second largest ecommerce market after the United States. Chinese consumers

purchase products on Tmall, a consumer shopping site on Alibaba analogous to a department
store and similar to Amazon. Because of China’s vast size and underdeveloped consumer

market, it has few national mainland malls or brick and mortar department store chains.

As such, the presence of

Alibaba is stimulating

consumption that would _ BIDNESS
not otherwise take place d g i
in China. Furthermore,
Alibaba’s presence
changed consumer
buying habits, especially
in third- and fourth-tier
(e.g., smaller and more
geographically remote)
cities because it gives
consumers access to
items that they could
not previously obtain
locally.

Taobao is another
website owned by
Alibaba and is compa-
rable to eBay in the United States. On Taobao, Alibaba does not stock or sell its own goods
but rather provides platforms where manufacturers, resellers, and other middle-men open
online storefronts. Larger consumer branded products prefer Tmall because Alibaba’s policies
promote this site more heavily and fraudulent brands are less likely to be found on this site.
For instance, popular brands such as Prada handbags must provide evidence that they are a
licensed distributor before they are allowed to sell on Tmall. Taobao is more focused on small
sellers; it has 6 million registered sellers with a vast range in size.

Given these two websites, Alibaba is the easiest way for foreign retailers to enter the
Chinese market because it has such reach. Online sales account for 90 percent of marketplace
sales in China, compared with 24 percent for the United States in 2014. Accordingly, Alibaba
provides the easiest way to enter the Chinese market for foreign retailers due the large access
to consumers available through Alibaba’s websites. Alibaba’s websites also give smaller
Chinese manufacturers the opportunity to increase domestic sales because of Alibaba’s reach.
For example, Weighing Apparatus Group, originally a supplier of household and industrial
scales for Bed Bath & Beyond, set up a website on Taobao in 2009. In 2014, one-fifth of its
domestic sales now flow through its Taobao online storefront, allowing it to move beyond
being only a supplier for other firm's branded products.

Alibaba through its Alipay system is working on a joint venture with Apple to provide
back-end services for the Apple Pay payment system allowing iPhone users in China to pay
for goods with Apple Pay using their Alipay accounts. This approach is fostering an improved
mobile online strategy for Alibaba. It also facilitates better service for online Apple iPhone
users who desire to browse and purchase on Alibaba websites.

Fraudulent goods can be an important strategic issue in China because of previous
product liability suits from banned or recalled goods sold to U.S. consumers.

Alibaba Drone.PNG



Strategic competitiveness
is achieved when a firm
successfully formulates and
implements a value creating
strategy.

A strategy is an integrated
and coordinated set of
commitments and actions
designed to exploit core
competencies and gain a
competitive advantage.

A firm has a competitive
advantage when it
implements a strategy

that creates superior value
for customers and that
competitors are unable to
duplicate or find it too costly
o try to imitate.

s we see from the Opening Case, Alibaba is highly successful because its strategy in

China has allowed it to have a massive impact in regard to online sales in a large
emerging economy. It is now seeking to grow globally and gain widespread name/brand
recognition through its 2014 IPO in New York. These attributes have enhanced its abil-
ity to compete in global online markets. Therefore, we can conclude that Alibaba has
achieved strategic competitiveness. It clearly has been able to earn above-average returns,
at least, domestically. Yet Alibaba has received its share of criticism because of its per-
ceived contribution to the sale of fraudulent goods. However, it is addressing this issue
through its collaboration with the United States Consumer Product Safety Commis-
sion. The top management of Alibaba has used the strategic management process (see
Figure 1.1) as the foundation for the commitments, decisions, and actions they took to
pursue strategic competitiveness and above-average returns. The strategic management
process is fully explained in this book. We introduce you to this process in the next few
paragraphs.

Strategic competitiveness is achieved when a firm successfully formulates and
implements a value-creating strategy. A strategy is an integrated and coordinated set
of commitments and actions designed to exploit core competencies and gain a compet-
itive advantage. When choosing a strategy, firms make choices among competing
alternatives as the pathway for deciding how they will pursue strategic competitiveness.
In this sense, the chosen strategy indicates what the firm will do as well as what the
tirm will not do.

As explained in the Opening Case, Alibaba has been a leader in its industry as one
of the most successful facilitators of online sales in China and is now seeking to become
a successful global business. However, in doing so it must respond to its changing envi-
ronment. In fact, to adapt to local environments, it sometimes makes major changes.
For example, it is coordinating with Apple Pay to improve access for the high number
iPhones that Apple is now selling in China.

A firm has a competitive advantage “when it implements a strategy that creates
superior value for customers and that its competitors are unable to duplicate or find too
costly to imitate” An organization can be confident that its strategy has resulted in one
or more useful competitive advantages only after competitors’ efforts to duplicate its
strategy have ceased or failed. In addition, firms must understand that no competitive
advantage is permanent.” The speed with which competitors are able to acquire the skills
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Figure 1.1 The Strategic Management Process
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needed to duplicate the benefits of a firm’s value-creating strategy determines how long
the competitive advantage will last.?

Above-average returns are returns in excess of what an investor expects to earn
from other investments with a similar amount of risk. Risk is an investor’s uncertainty
about the economic gains or losses that will result from a particular investment. The
most successful companies learn how to effectively manage risk.* Effectively managing
risks reduces investors’ uncertainty about the results of their investment.’ Returns are
often measured in terms of accounting figures, such as return on assets, return on equity,
or return on sales. Alternatively, returns can be measured on the basis of stock market
returns, such as monthly returns (the end-of-the-period stock price minus the begin-
ning stock price divided by the beginning stock price, yielding a percentage return).

Above-average returns
are returns in excess of what
an investor expects to earn
from other investments with
a similar amount of risk

Risk is an investor’s
uncertainty about the
economic gains or losses that
will result from a particular
investment.
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Average returns are returns
equal to those an investor
expects to earn from other
investments with a similar
amount of risk.

The strategic management
process is the full set of
commitments, decisions,

and actions required for a
firm to achieve strategic
competitiveness and earn
above-average returns.

Part 1: Strategic Management Inputs

In smaller, new venture firms, returns are sometimes measured in terms of the amount
and speed of growth (e.g., in annual sales) rather than more traditional profitability mea-
sures’ because new ventures require time to earn acceptable returns (in the form of return
on assets and so forth) on investors’ investments.®

Understanding how to exploit a competitive advantage is important for firms seeking
to earn above-average returns.® Firms without a competitive advantage or that are not
competing in an attractive industry earn, at best, average returns. Average returns are
returns equal to those an investor expects to earn from other investments with a similar
amount of risk. In the long run, an inability to earn at least average returns results first in
decline and, eventually, failure.” Failure occurs because investors withdraw their invest-
ments from those firms earning less-than-average returns.

As previously noted, there are no guarantees of permanent success. Companies that
are prospering must not become overconfident. Research suggests that overconfidence
can lead to excessive risk taking." Even considering Apple’s excellent current perfor-
mance, it still must be careful not to become overconfident and continue its quest to be
the leader for its markets.

The strategic management process is the full set of commitments, decisions, and
actions required for a firm to achieve strategic competitiveness and earn above-average
returns (see Figure 1.1)>. The process involves analysis, strategy and performance (the
A-S-P model—see Figure 1.1). The firmss first step in the process is to analyze its exter-
nal environment and internal organization to determine its resources, capabilities, and
core-competencies—on which its strategy likely will be based. Alibaba has established its
dominant position because it has excelled in using this process. The strategy portion of
the model entails strategy formulation and strategy implementation.

With the information gained from external and internal analyses, the firm develops
its vision and mission and formulates one or more strategies. To implement its strate-
gies, the firm takes actions to enact each strategy with the intent of achieving strategic
competitiveness and above-average returns (performance). Effective strategic actions that
take place in the context of carefully integrated strategy formulation and implementation
efforts result in positive performance. This dynamic strategic management process must
be maintained as ever-changing markets and competitive structures are coordinated with
a firm’s continuously evolving strategic inputs.”

In the remaining chapters of this book, we use the strategic management process
to explain what firms do to achieve strategic competitiveness and earn above-average
returns. We demonstrate why some firms consistently achieve competitive success while
others fail to do so. As you will see, the reality of global competition is a critical part
of the strategic management process and significantly influences firms’ performances.”
Indeed, learning how to successfully compete in the globalized world is one of the most
significant challenges for firms competing in the current century.*

Several topics will be discussed in this chapter. First, we describe the current compet-
itive landscape. This challenging landscape is being created primarily by the emergence
of a global economy, globalization resulting from that economy, and rapid technolog-
ical changes. Next, we examine two models that firms use to gather the information
and knowledge required to choose and then effectively implement their strategies. The
insights gained from these models also serve as the foundation for forming the firm’s
vision and mission. The first model (industrial organization or I/O) suggests that the
external environment is the primary determinant of a firm’s strategic actions. According
to this model, identifying and then operating effectively in an attractive (i.e., profitable)
industry or segment of an industry are the keys to competitive success.” The second
model (resource-based) suggests that a firm's unique resources and capabilities are the
critical link to strategic competitiveness.”® Thus, the first model is concerned primarily
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with the firm’s external environment, while the second model is concerned primarily
with the firm’s internal organization. After discussing vision and mission, direction-
setting statements that influence the choice and use of strategies, we describe the stake-
holders that organizations serve. The degree to which stakeholders’ needs can be met
increases when firms achieve strategic competitiveness and earn above-average returns.
Closing the chapter are introductions to strategic leaders and the elements of the strategic
management process.

1-1 The Competitive Landscape

The fundamental nature of competition in many of the world’s industries is changing.
Although financial capital is no longer scarce due to the deep recession, markets are
increasingly volatile. Because of this, the pace of change is relentless and ever-increasing.
Even determining the boundaries of an industry has become challenging. Consider, for
example, how advances in interactive computer networks and telecommunications have
blurred the boundaries of the entertainment industry. Today, not only do cable companies
and satellite networks compete for entertainment revenue from television, but telecom-
munication companies are moving into the entertainment business through significant
improvements in fiber-optic lines.> More recently, internet only streaming services have
started to compete with cable, satellite, and telecommunication offerings. “Sling TV is
part of a growing wave of offerings expected from tech, telecom and media companies in
the coming year, posing a threat to the established television business, which takes in $170
billion a year. Meanwhile, the streaming outlets of Amazon, Hulu and Netflix continue
to pour resources into developing more robust offerings. Sony, CBS, HBO and others are
starting Internet-only subscription offerings”* Interestingly, Netflix and other streaming
content providers such as Amazon are producing their own content; Netflix is producing
repeat series such as “House of Cards,” “Orange Is the New Black,” and “Marco Polo”* As
noted in the opening case, Alibaba intends to enter the entertainment business as Netflix
and other content distributors and producers enter international markets.

Other characteristics of the current competitive landscape are noteworthy.
Conventional sources of competitive advantage such as economies of scale and huge
advertising budgets are not as effective as they once were (e.g., due to social media
advertising) in terms of helping firms earn above-average returns. Moreover, the tra-
ditional managerial mind-set is unlikely to lead a firm to strategic competitiveness.
Managers must adopt a new mind-set that values flexibility, speed, innovation, integra-
tion, and the challenges that evolve from constantly changing conditions.” The con-
ditions of the competitive landscape result in a perilous business world, one in which
the investments that are required to compete on a global scale are enormous and the
consequences of failure are severe.>* Effective use of the strategic management process
reduces the likelihood of failure for firms as they encounter the conditions of today’s
competitive landscape.

Hypercompetition describes competition that is excessive such that it creates inher-
ent instability and necessitates constant disruptive change for firms in the competitive
landscape.” Hypercompetition results from the dynamics of strategic maneuvering
among global and innovative combatants.?® It is a condition of rapidly escalating com-
petition based on price-quality positioning, competition to create new know-how and
establish first-mover advantage, and competition to protect or invade established product
or geographic markets.” In a hypercompetitive market, firms often aggressively challenge
their competitors in the hopes of improving their competitive position and ultimately
their performance.?

Hypercompetition
describes competition that
is excessive such that it
creates inherent instability
and necessitates constant
disruptive change for firms in
the competitive landscape.
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A global economy is one

in which goods, services,
people, skills, and ideas move
freely across geographic
borders.

Part 1: Strategic Management Inputs

Several factors create hypercompetitive environments and influence the nature of
the current competitive landscape. The emergence of a global economy and technology,
specifically rapid technological change, are the two primary drivers of hypercompetitive
environments and the nature of today’s competitive landscape.

1-1a The Global Economy

A global economy is one in which goods, services, people, skills, and ideas move freely
across geographic borders. Relatively unfettered by artificial constraints, such as tariffs, the
global economy significantly expands and complicates a firm’s competitive environment.>

Interesting opportunities and challenges are associated with the emergence of the
global economy.*® For example, the European Union (a group of European countries that
participates in the world economy as one economic unit and operates under one official
currency, the euro) has become one of the world’s largest markets, with 700 million
potential customers. “In the past, China was generally seen as a low-competition market
and a low-cost producer. Today, China is an extremely competitive market in which
local market-seeking multinational corporations (MNCs) must fiercely compete against
other MNCs and against those local companies that are more cost effective and faster in
product development. While China has been viewed as a country from which to source
low-cost goods, lately, many MNCs such as Procter & Gamble (P&G), are actually net
exporters of local management talent; they have been dispatching more Chinese abroad
than bringing foreign expatriates to China”** China has become the second-largest
economy in the world, surpassing Japan. India, the world’s largest democracy, has an
economy that also is growing rapidly and now ranks as the fourth largest in the world.»
Simultaneously, many firms in these emerging economies are moving into international
markets and are now regarded as MNCs. This fact is demonstrated by the case of Huawei
Technologies Co. Ltd., a Chinese company that has entered the U.S. market. Barriers
to entering foreign markets still exist and Huawei has encountered several, such as the
inability to gain the U.S. government’s approval for acquisition of U.S. firms. Essentially,
Huawei must build credibility in the U.S. market, and especially build a positive
relationship with stakeholders such as the U.S. government.

The nature of the global economy reflects the realities of a hypercompetitive busi-
ness environment and challenges individual firms to seriously evaluate the markets in
which they will compete. This is reflected in General Motor’s actions and outcomes.
General Motors sold 3.54 million vehicles in China while selling less in North America,
3.4 million.® One result of China being the largest domestic sales market is the increased
competition GM now experiences in China from other competitors.

Consider the case of General Electric (GE). Although headquartered in the United
States, GE expects that as much as 6o percent of its revenue growth through 2015 will be
generated by competing in rapidly developing economies (e.g., China and India). The
decision to count on revenue growth in emerging economies instead of in developed
countries such as the United States and in Europe seems quite reasonable in the global
economy. GE achieved significant growth in 2010 partly because of signing contracts for
large infrastructure projects in China and Russia. GE’s Chief Executive Officer (CEO),
Jeffrey Immelt, argues that we have entered a new economic era in which the global econ-
omy will be more volatile and that most of the growth will come from emerging econo-
mies such as Brazil, China, and India.** Therefore, GE is investing significantly in these
emerging economies, in order to improve its competitive position in vital geographic
sources of revenue and profitability.

For example, Netflix, a subscription media streaming-video service provider, has
seen its growth slow domestically. In the fourth quarter of 2014, Netflix added 1.9 million
domestic U.S. streaming subscribers, which was down from 2.3 million in the fourth
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period a year earlier. However, Netflix was
able to add 4.3 streaming customers overall g
because foreign markets grew faster than m
expected. When this was announced, its ‘!’ ——
stock price increased 16 percent in after- { ‘ 4
hours trading. Netflix plans to expand to Watch TV programmes &

. . films-anytima, anywhere.
over 200 countries by 2017, up from its cur- A
rent 50 countries, while likewise seeking
to stay profitable. Reed Hastings, Netflix’s
CEO, was encouraged by profitable results
in Canada, Nordic countries, and Latin
American countries. This group turned
profitable notwithstanding the significant
investment necessary to bring streaming
services to these countries. In the first
part of 2015, the company expects to add
Australia and New Zealand and is explor-
ing entering the Chinese market as well.
Overall, Netflix added over 2.43 million
subscribers outside of the United States, which exceed its expectation of 2.15 million
subscribers. Besides international expansion, Netflix is adding a significant number of
original shows including “House of Cards,” “Orange Is the New Black,” and “Marco Polo”
It finds that this original content costs less given viewer support compared to licensed
content from major studios. This proprietary content as well as its expansion of licensing
has lured customers away from cable and satellite TV providers. Its superior technology
in providing precisely what consumers want and when they want it provides a domestic
advantage which will carry over into its international expansion push (see Chapter 8
Opening Case for an expansion on Netflix’s international strategy).”
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The March of Globalization

Globalization is the increasing economic interdependence among countries and their
organizations as reflected in the flow of goods and services, financial capital, and
knowledge across country borders.** Globalization is a product of a large number of firms
competing against one another in an increasing number of global economies.

In globalized markets and industries, financial capital might be obtained in one
national market and used to buy raw materials in another. Manufacturing equipment
bought from a third national market can then be used to produce products that are sold
in yet a fourth market. Thus, globalization increases the range of opportunities for com-
panies competing in the current competitive landscape.’”

Firms engaging in globalization of their operations must make culturally sensitive
decisions when using the strategic management process, as is the case in Starbucks’
operations in European countries. Additionally, highly globalized firms must anticipate
ever-increasing complexity in their operations as goods, services, people, and so forth
move freely across geographic borders and throughout different economic markets.

Opverall, it is important to note that globalization has led to higher performance stan-
dards in many competitive dimensions, including those of quality, cost, productivity,
product introduction time, and operational efficiency. In addition to firms competing in
the global economy, these standards affect firms competing on a domestic-only basis. The
reason that customers will purchase from a global competitor rather than a domestic firm
is that the global company’s good or service is superior. Workers now flow rather freely
among global economies, and employees are a key source of competitive advantage.®®
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