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V R I O

"VALUE. RARITY. IMITABILITY. ORGANIZATION."

What Is It?
This book is not just a list of concepts, models, and theories. It is the first
undergraduate textbook to introduce a theory-based, multi-chapter organizing
framework to add additional structure to the field of strategic management.

"VRIO" is a mechanism that integrates two existing theoretical frameworks:
the positioning perspective and the resource-based view. It is the primary tool for
accomplishing internal analysis* It stands for four questions one must ask about a
resource or capability to determine its competitive potential:

1. The Question of Value: Does a resource enable a firm to exploit an
environmental opportunity, and /or neutralize an environmental threat?

2. The Question of Rarity: Is a resource currently controlled by only a small
number of competing firms?

3. The Question of Instability: Do firms without a resource face a cost
disadvantage in obtaining or developing it?

4. The Question of Organization: Are a firm's other policies and procedures
organized to support the exploitation of its valuable, rare, and costly-to-
imitate resources?

What's the Benefit of the VRIO Framework?
The VRIO framework is the organizational foundation of the text. It creates a
decision-making framework for students to use in analyzing case and business
situations.

Students tend to view concepts, models, and theories (in all of their
coursework) as fragmented and disconnected. Strategy is no exception. This
view encourages rote memorization, not real understanding. VRIO, by serv-
ing as a consistent framework, connects ideas together. This encourages real
understanding, not memorization.

This understanding enables students to better analyze business cases and
situations— the goal of the course.

Within each chapter, the VRIO framework makes it possible to discuss the
formulation and implementation of a strategy simultaneously.

Because the VRIO framework provides a simple integrative structure,
we are actually able to address issues in this book that are largely ignored
elsewhere— including discussions of vertical integration, outsourcing, real
options logic, and mergers and acquisitions, to name just a few.



This page intentionally left blank



E D I T I O N

6
STRATEGIC MANAGEMENT AND

COMPETITIVE ADVANTAGE
Concepts and Cases

Jay B. Barney
The University of Utah

William S. Hesterly
The University of Utah

M Nm
ZJ, »

V Pearson
New York, NY



Vice President, Business, Economics, and UK
Courseware: Donna Battista

Director of Portfolio Management: Stephanie Wall
Director, Courseware Portfolio Management: Ashley

Dodge
Senior Sponsoring Editor: Neeraj Bhalla
Editorial Assistant: Linda Albelli
Vice President, Product Marketing: Roxanne McCarley
Senior Product Marketer: Becky Brown
Product Marketing Assistant: Marianela Silvestri
Manager of Field Marketing, Business Publishing:

Adam Goldstein
Field Marketing Manager: Nicole Price
Vice President, Production and Digital Studio, Arts and

Business: Etain O'Dea
Director of Production, Business: Jeff Holcomb
Managing Producer, Business: Melissa Feimer

Content Producer: Sugandh Juneja
Operations Specialist: Carol Melville
Design Lead: Kathryn Foot
Manager, Learning Tools: Brian Surette
Content Developer, Learning Tools: Lindsey Sloan
Managing Producer, Digital Studio and GLP, Media

Production and Development: Ashley Santora
Managing Producer, Digital Studio: Diane Lombardo
Digital Studio Producer: Monique Lawrence
Digital Studio Producer: Alana Coles
Project Managers: Liza Marie Borja and Shylaja G.,

SPi Global
Interior Design: SPi Global
Cover Design: Maureen McCutcheon, SPi Global
Cover Art and Interior Illustrations: Gary Hovland
Printer/Binder: LSC Communications, Inc./Willard
Cover Printer: Phoenix Color/Hagerstown

Microsoft and/or its respective suppliers make no representations about the suitability of the information contained in
the documents and related graphics published as part of the services for any purpose. All such documents and related
graphics are provided "as is" without warranty of any kind. Microsoft and/or its respective suppliers hereby disclaim
all warranties and conditions with regard to this information, including all warranties and conditions of merchant-
ability, whether express, implied or statutory, fitness for a particular purpose, title and non-infringement. In no event
shall Microsoft and /or its respective suppliers be liable for any special, indirect or consequential damages or any dam-
ages whatsoever resulting from loss of use, data or profits, whether in an action of contract, negligence or other tortious
action, arising out of or in connection with the use or performance of information available from the services.
The documents and related graphics contained herein could include technical inaccuracies or typographical errors.
Changes are periodically added to the information herein. Microsoft and /or its respective suppliers may make improve-
ments and/or changes in the product(s) and /or the program(s) described herein at any time. Partial screen shots may be
viewed in full within the software version specified.
Microsoft” 1 and Windows® are registered trademarks of the Microsoft Corporation in the U.S.A. and other countries. This
book is not sponsored or endorsed by or affiliated with the Microsoft Corporation.

Copyright © 2019, 2015, 2012 by Pearson Education, Inc. or its affiliates. All Rights Reserved. Manufactured in the United
States of America. This publication is protected by copyright, and permission should be obtained from the publisher
prior to any prohibited reproduction, storage in a retrieval system, or transmission in any form or by any means, elec-
tronic, mechanical, photocopying, recording, or otherwise. For information regarding permissions, request forms, and
the appropriate contacts within the Pearson Education Global Rights and Permissions department, please visit
www.pearsoned.com/permissions/ .
Acknowledgments of third-party content appear on the appropriate page within the text which constitutes an extension
of this copyright page.
PEARSON, ALWAYS LEARNING, and MYLAB are exclusive trademarks owned by Pearson Education, Inc. or its affili-
ates in the U.S. and/or other countries.
Unless otherwise indicated herein, any third-party trademarks, logos, or icons that may appear in this work are the prop
erty of their respective owners, and any references to third-party trademarks, logos, icons, or other trade dress are for
demonstrative or descriptive purposes only. Such references are not intended to imply any sponsorship, endorsement,
authorization, or promotion of Pearson's products by the owners of such marks, or any relationship between the owner
and Pearson Education, Inc., or its affiliates, authors, licensees, or distributors.

Library of Congress Cataloging-in-Publication Data on File

1 18

Pearson ISBN 10: 0-13-474114-5
ISBN 13: 978-0-13-474114-7



Dedication
This book is dedicated to my wife, Kim, and our 11 grandchildren:
Isaac, Dylanie, Audrey, Chloe, Lucas, Royal, Lincoln, Nolan, Theo,
Cade, and Townes. They help me remember that no success can com-
pensate for failure in the home.

Jay B. Barney

This book is dedicated to my wife Denise and my soon to be 14
grandchildren: Ellie, Owen, Emerson,Cade, Elizabeth,Amelia, Eden,
Asher, Lydia, Scarlett, Charlotte, Amos, and Claire.

William S. Hesterly



Brief Contents .i

/

LA

1 r i4I< n i fPart 1: THE TOOLS OF STRATEGIC ANALYSIS V'vV 4I

1
,

1'J\ N *Ss? j
i A 1 vu

te'W
,
r WA " si1

fc-s=Sm M F ?v

C H A P T E R 1 What Is Strategy and the Strategic Management Process?
C H A P T E R 2 Evaluating a Firm's External Environment 26
C H A P T E R 3 Evaluating a Firm's Internal Capabilities 62
End-of-Part 1Cases PC 1-1

>2 j ft 'MM7ff < i1.1i
I

u F L,
- j s '4* /

. I
1 ii'V 'J . -7 10.ii, ] /'7

i T/' t t
I H
\ 1

r -J^T
A-J? \ iLS?V*

UsW

Ai
1'

4* I./7,r

J

t f f J S-m
f A40 f

«r
\

* 1 f *
Vd

\

Part 2: BUSINESS-LEVEL STRATEGIES
C H A P T E R 4 Cost Leadership 96
C H A P T E R 5 Product Differentiation 124
C H A P T E R 6 Flexibility and Real Options 154
C H A P T E R 7 Collusion 178
End-of-Part 2 Cases PC 2-1

-=S^LLLPart 3: CORPORATE STRATEGIES n irr *

^ n
K 1 '% rt « '! i

S3 *1/r i* J
it Vi i Vx1rr .^r i

i»Vertical Integration 202
Corporate Diversification 228

C H A P T E R 1 0 Organizing to Implement Corporate Diversification 256
C H A P T E R 1 1 Strategic Alliances 282
C H A P T E R 1 2 Mergers and Acquisitions 308
End-of-Part 3 Cases PC 3-1

J i

C H A P T E R 8
C H A P T E R 9

H n
it " Px!

ill
f t i * i

i JI
f t il ^ ! i

!ii
it * i i ,

*

in u A fl 'i I i

i

Appendix: Analyzing Cases and Preparing for Class Discussions 339
Glossary 344
Company Index 352
Name Index 355
Subject Index 359

*VI



Contents r

^ i'w

Part 1: THE TOOLS OF STRATEGIC ANALYSIS

C H A P T E R 1 What Is Strategy and the Strategic Management Process? 2

Ethics and Strategy: Stockholders Versus Stakeholders 18
The Relationship Between Economic and Accounting

Performance Measures 19
Emergent Versus Intended Strategies 19
Why you Need to Know About Strategy 20

Summary 22
Challenge Questions 23
Problem Set 23
End Notes 25

Go, Pokemon Go 2

Strategy and the Strategic Management Process 4
Defining Strategy
The Strategic Management Process 5
What is Competitive Advantage? 8
Research Made Relevant: Hozv Sustainable Are

Competitive Advantages? 10
The Strategic Management Process, Revisited 10
Measuring Competitive Advantage 11
Accounting Measures of Competitive Advantage 11
Strategy in Depth: The Business Model Canvas 12
Economic Measures of Competitive Advantage

4

16

C H A P T E R 2 Evaluating a Firm's External Environment 26

How Attractive is the Music Streaming
Industry? 26

Understanding a Firm's General Environment 28
The Structure-Conduct-Performance Model of Firm

Performance 32
Ethics and Strategy: Is a Firm Gaining a Competitive

Advantage Good for Society? 32
A Model of Environmental Threats 34
Threat from New Competition 34
Strategy in Depth: Environmental Threats and the S-C-P

Model 35
Another Environmental Force: Complements 45
industry Structure and Environmental

Opportunities 46
Research Made Relevant: The Impact of Industry and Firm

Characteristics on Firm Performance 47

Strategy in Depth: Network and Empty Core
Industries 48

Opportunities in Fragmented Industries:
Consolidation 49

Opportunities in Emerging Industries: First-Mover
Advantages 50

Opportunities in Mature Industries: Product
Refinement, Service, and Process Innovation 52

Opportunities in Declining Industries: Leadership,
Niche, Harvest, and Divestment 54

Summary 57
Challenge Questions 58
Problem Set 59
End Notes 60

•*VII



« * * ContentsVIII

C H A P T E R 3 Evaluating a Firm's Internal Capabilities
When a Noun Becomes a Verb 62
The Resource-Based View of the Firm 64
What Are Resources and Capabilities? 64
Critical Assumptions of the Resource-Based View
Strategy in Depth: Ricardian Economics and the

Resource-Based View 66
The VRIO Framework 67
The Question of Value 68
Ethics and Strategy: Externalities and the Broader

Consequences of Profit Maximization 69
The Question of Rarity 71
The Question of Imitability 73
The Question of Organization
Research Made Relevant: Strategic Human Resource

Management Research 78
Applying the VRIO Framework 80
Applying the VRIO Framework to Southwest Airlines 81
Southwest's People-Management and Competitive

Advantage 82

62

Imitation and Competitive Dynamics in an
Industry 83

Not Responding to Another Firm's Competitive
Advantage 84

Changing Tactics in Response to Another Firm's
Competitive Advantage 84

Changing Strategies in Response to Another Firm's
Competitive Advantage 85

Implications of the Resource-Based View 86
Where Does the Responsibility for Competitive

Advantage in a Firm Reside? 86
Competitive Parity and Competitive Advantage 88
Difficult-to-Implement Strategies 88
Socially Complex Resources 89
The Role of Organization 89

Summary 90
Challenge Questions 91
Problem Set 92
End Notes 93

65

77

End-of-Part 1 Cases

Case 1-1: Can SodaStream Disrupt the Carbonated
Soft Drink Market? PC 1-1

Case 1-2: True Religion Jeans: Flash in the
Pants or Enduring Brand? PC 1-11

Case 1-3: Walmart Stores, Inc. PC 1-26
Case 1-4: Harlequin Enterprises: The Mira

Decision PC 1-39

Part 2: BUSINESS-LEVEL STRATEGIES

C H A P T E R 4 Cost Leadership 96

Fashion Eyeglasses— At a Fraction of the Price 96
What is Business-Level Strategy? 98
What is Cost Leadership? 98
Sources of Cost Advantages 98
Strategy in Depth: Determining the Optimal Level of

Production in an Industry 102
Research Made Relevant: How Valuable Is Market

Share— Really? 106

Ethics and Strategy: The Race to the Bottom 108
The Value of Cost Leadership 109
Cost Leadership and Environmental Threats 109
Strategy in Depth: The Economics of Cost Leadership 110
Cost Leadership and Sustained Competitive

Advantage 111
The Rarity of Sources of Cost Advantage 112
The Imitability of Sources of Cost Advantage 113



Contents IX

Organizing to Implement Cost Leadership 117
Organizational Structure in Implementing Cost

Leadership 117

Summary 120
Challenge Questions 121
Problem Set 122
End Notes 123

C H A P T E R S Product Differentiation 124

Who Is Victoria,and What Is Her Secret? 124

What is Product Differentiation? 126
Bases of Product Differentiation 127
Research Made Relevant: Discovering the Bases of Product

Differentiation 129
Product Differentiation and Creativity 132
The Value of Product Differentiation 133
Product Differentiation and Environmental

Threats 133
Strategy in Depth: The Economics of Product

Differentiation 134
Product Differentiation and Environmental

Opportunities 135
Ethics and Strategy: Product Claims and the Ethical

Dilemmas in Health Care 136
Product Differentiation and Sustained Competitive

Advantage 137
Rare Bases for Product Differentiation 137
The Imitability of Product Differentiation 137

Organizing to Implement Product
Differentiation 143

Organizational Structure and Implementing Product
Differentiation 143

Management Controls and Implementing Product
Differentiation

Strategy in Depth: Going in Search of Blue Oceans 145
Compensation Policies and Implementing Product

Differentiation Strategies 147
Can Firms Implement Product Differentiation and

Cost Leadership Simultaneously? 148
No: These Strategies Cannot Be Implemented

Simultaneously 148
Yes: These Strategies Can Be Implemented

Simultaneously 149

Summary 150
Challenge Questions 151
Problem Set 152
End Notes 153

144

C H A P T E R 6 Flexibility and Real Options 154

Why Is Netflix called Netflix? 154
What is Strategic Flexibility? 156
Types of Flexibility 156
The Value of Strategic Flexibility 158
Incorporating Risk in Strategic Decision Making
Limitations of Risk Based Decision Making Under

Uncertainty 159
Valuing Flexibility 160
Strategy in Depth: The Black-Scholes Model for Valuing

Financial Options 161
Research Made Relevant: The Value of Real Options

Thinking 169

Strategic Flexibility and Sustained Competitive
Advantage 172

Rare and Costly-to-Imitate Flexibility 172

Organizing to Implement Strategic Flexibility 173
Ethics and Strategy Feature: Treating Employees as

Flexible Assets 174

Summary 175
Challenge Questions 175
Problem Set 176
End Notes 177

159



Contentsx

C H A P T E R 7 Collusion 178

A Gas Station Conundrum 178

What is Collusion? 180
Ethics and Strategy Feature: The Ethics of Collusion 181

The Value of Collusion 182
Colluding to Reduce the Threat of New

Competitors 182
Colluding to Reduce the Threat of Current

Competitors 183
Strategy in Depth: How Colluding Firms Generate

Economic Profits 183
Colluding to Reduce Other Competitive Threats 184
Collusion and Sustained Competitive

Advantage 184

Ways Firms Can Cheat on Collusive Agreements
Explicit and Tacit Collusion 189
Industry Attributes and the Threat of Cheating 189
Research Made Relevant: Sending Signals to Maintain

Collusion 190
Rarity and Costly to Imitate Collusion Strategies 196
Organizing to Implement Tacit Collusion 197
Organizational Efficiency
Organizational Self-Discipline 198

Summary 198
Challenge Questions 199
Problem Set 199
End Notes 200

185

197

End-of-Part 2 Cases

Case 2— 1: McDonald's: Comeback in the U.S. Burger
Market? PC 2-1

Case 2-2: The Levi's Personal Pair Proposal PC 2-7
Case 2-3: Papa John's International, Inc.: Growth

Challenges PC 2-17

Case 2-4: Ryanair— The Low Fares
Airline PC 2-24

Case 2-5: Torrey Nano, Inc. PC 2-48
Case 2-6: Collusion in Major League Baseball PC 2-52

fX

Part 3: CORPORATE STRATEGIES - Ai ' • ‘Xv 1

TT- *7* ' T* * ’ msa

C H A P T E R 8 Vertical Integration 202

Outsourcing Research 202

What Is Corporate Strategy? 204
What Is Vertical Integration? 204
The Value of Vertical Integration 205
Strategy in Depth: Measuring Vertical Integration 206
Vertical Integration and the Threat of Opportunism 207
Vertical Integration and Firm Capabilities
Vertical Integration and Flexibility 210
Applying the Theories to the Management of Call

Centers 212
Research Made Relevant: Empirical Tests of Theories of

Vertical Integration 212
Integrating Different Theories of Vertical Integration 214
Vertical Integration and Sustained Competitive

Advantage 215

The Rarity of Vertical Integration 215
Ethics and Strategy: The Ethics of Outsourcing 216
The Imitability of Vertical Integration 217
Organizing to Implement Vertical Integration
Organizational Structure and Implementing Vertical

Integration 218
Management Controls and Implementing Vertical

Integration 219
Compensation in Implementing Vertical Integration

Strategies 221
Summary 223
Challenge Questions 224
Problem Set 225
End Notes 226

218

209



Contents xi

C H A P T E R 9 Corporate Diversification

The Worldwide Leader 228

What is Corporate Diversification? 230
Types of Corporate Diversification 231
Limited Corporate Diversification
Related Corporate Diversification 232
Unrelated Corporate Diversification 233
The Value of Corporate Diversification 233
What Are Valuable Economies of Scope? 233
Research Made Relevant: How Valuable Are Economies of

Scope? 234
Can Equity Holders Realize These Economies of Scope

on Their Own? 247

228

Ethics and Strategy: Globalization and the Threat of the
Multinational Firm 248

Corporate Diversification and Sustained
Competitive Advantage 249

The Rarity of Diversification
Strategy in Depth: Risk-Reducing Diversification and a

Firm's Other Stakeholders 249
The Imitability of Diversification

Summary 252
Challenge Questions 253
Problem Set 253
End Notes 254

231
249

251

C H A P T E R 1 0 Organizing to Implement Corporate Diversification 256

Management Controls and Implementing
Corporate Diversification 270

Evaluating Divisional Performance
Allocating Corporate Capital 273
Transferring Intermediate Products 274
Compensation Policies and Implementing

Corporate Diversification 277
Ethics and Strategy: Do CEOs Get Paid Too Much? 278

Summary 278
Challenge Questions 279
Problem Set 279
End Notes 281

Is It Soup Vet? 256
Organizational Structure and Implementing

Corporate Diversification 258
The Board of Directors 259
Strategy in Depth: Agency Conflicts Between Managers and

Equity Holders 261
Research Made Relevant: The Effectiveness of Boards of

Directors 262
Institutional Owners 263
The Senior Executive 264
Corporate Staff 265
Division General Manager 267
Shared Activity Managers 268

270

C H A P T E R 1 1 Strategic Alliances 282

Alliances Between Chinese and U.S.Firms 282
What is a Strategic Alliance? 284
How do Strategic Alliances Create Value? 285
Strategic Alliance Opportunities
Strategy in Depth: Winning Learning Races 287
Research Made Relevant: Do Strategic Alliances Facilitate

Tacit Collusion? 290
Alliance Threats: Incentives to Cheat on Strategic

Alliances 292
Adverse Selection 293
Moral Hazard 293
Holdup 294
Ethics and Strategy: When It Comes to Alliances, Do

"Cheaters Never Prosper"? 295

Strategic Alliances and Sustained Competitive
Advantage 296

The Rarity of Strategic Alliances 296
The Imitability of Strategic Alliances 297

Organizing to Implement Strategic Alliances 300
Explicit Contracts and Legal Sanctions 300
Equity Investments 301
Firm Reputations 302
Joint Ventures 303
Trust 304

Summary 304
Challenge Questions 305
Problem Set 305
End Notes 306

285



* * ContentsXII

C H A P T E R 1 2 Mergers and Acquisitions 308

The Travails of Technology Acquisitions 308
Ethics and Strategy: Is Greed Good? 310
What Are Mergers and Acquisitions? 311
The Value of Mergers and Acquisitions 312
Mergers and Acquisitions: No Economies of Scope 312
Mergers and Acquisitions: When Economies of Scope

Exist 313
Returns to Mergers and Acquisitions: Research

Results 317
Strategy in Depth: Evaluating the Performance Effects of

Acquisitions 317
Why Are There So Many Mergers and

Acquisitions?
Mergers and Acquisitions and Sustained

Competitive Advantage 321
Valuable, Rare, and Private Economies of Scope 321
Valuable, Rare, and Costly-to-Imitate Economies of

Scope 322

Unexpected Valuable Economies of Scope Between
Bidding and Target Firms 323

Implications for Bidding Firm Managers 324
Implications for Target Firm Managers 328
Research Made Relevant: The Wealth Effects of

Management Responses to Takeover Attempts 329
Organizing to Implement a Merger or

Acquisition 332
Post-Merger Integration and Implementing a

Diversification Strategy
Special Challenges in Post-Merger Integration

Summary 335
Challenge Questions 335
Problem Set 336
End Notes 337

332
333

318

End-of-Part 3 Cases

Case 3-1: National Hockey League Enterprises
Canada: A Retail Proposal PC 3-1

Case 3-2: Starbucks: An Alex Poole Strategy
Case PC 3-6

Case 3-3: Rayovac Corporation: International
Growth and Diversification Through
Acquisitions PC 3-19

Case 3-4: Aegis Analytical Corporation's Strategic
Alliances PC 3-31

Case 3-5: Activision's Crush on Mobile
Gaming PC 3-41

Appendix: Analyzing Cases
Glossary 344
Company Index 352
Name Index 355
Subject Index 359

and Preparing for Class Discussions 339



Preface
f.

NEW TO THIS EDITION
What Should Be Included in a Strategic Management Text?
A very interesting question. Some books seem to think that the answer to this question is:
Everything. And so, they get longer and longer each edition. Nothing dropped, plenty added.

We have taken a very different approach:

• Topics that are now covered more completely in non-strategic management texts are
dropped.

• Models or frameworks that have proved to be theoretically unsound or empirically
not substantiated are dropped.

• Strategic management models that provide important insights that have emerged
over the last few years are added.

The result of all these changes is that the sixth edition of our text is just about the
same length as the first edition, although the content of the sixth edition is dramatically
different than all prior editions.

CHAPTERWhat Have We Dropped Flexibility and Real
Options6Two elements have most obviously been dropped from this

edition. In both cases, this decision was made, not because
these are unimportant topics, but rather, because they are so
important that non-strategic management text books have
been written to address them.

* The "Strategy in the Emerging Enterprise"feature in each
chapter has been dropped. As entrepreneurship teach-
ing has become more important, these topics have been
receiving enhanced coverage in entrepreneurship texts.

• The"InternationalStrategies"chapter hasbeen dropped.

Again, this is not because international strategy is un-
important. Rather, it is so important that entire texts
are dedicated to this topic.

LEARNING OBJECTIVES

After reading this chapter, you should be able to:
6.1 Define strategic flexibility and real options.
6 .2 Specify the conditions under which strategic flexibility and real options will be valu-

able for firms,

6 .3 Identify when strategic flexibility and real options can be a source of sustained com-
petitive advantage.

6 .4 Identify the organizational challenge's associated with implementing strategic flexibil-
ity and a real options strategy.

MyLab Management
© Improve Your Grade!
If your instructor is using MyLab Management, visit www.pearson.com/
mylab/management for simulations, tutorials, and end-of-chapter problems.

Why Is Netflix called Netflix?
For the first ten years of its existence, everyone had one question about Netflix: Why
was Netflix called Netflix? Everyone got the "flix" part of the name— " flix" was slang
for movies, and from Its founding in 1997, Netflix was in the movie distribution busi-

ness. Its business model was to take orders for DVD rentals online and then fulfill those
orders by delivering DVDs to consumers through the mail. But the "net" had nothing
to do with how Netflix distributed its DVDs. A better name for Netflix might have been
"Mailfiix" or “ Letterflix. ”

In fact, Netflix was very successful at this DVD by mail distribution model , By 2000,
it was challenging the leader in the DVD rental business— Blockbuster. Blockbuster had
retail stores that consumers would visit to rent DVDs. They would also have to return
these DVDs to the same store. Having DVDs delivered through the mail eliminated these
two trips and, except for delays while rented DVDs were sent through the mail, was
infinitely more convenient than renting DVDs at retail stores.

In the late 1990s, Blockbuster had tried to duplicate Netflix's DVD distribution
model. It failed, Apparently, the fulfillment logistics in the DVDs by mail business—

though perfected by Netflix— were very difficult for Blockbuster to imitate, Rather than
trying to duplicate Netflix, in 2000 Blockbuster tried to buy Netflix for $50 million. The
founders of Netflix— Reed Hastings and Marc Randolph— declined the offer. Instead,

Netflix continued its operations in the DVD rental business, continuously exceeded
I I *

What Has Been Added
By dropping these two topics, we were able to add two new
chapters to this edition, while keeping the length of the book
more or less the same.

• Chapter Six: Flexibility and Real Options. This chap-
ter summarizes the latest theoretical and empirical
work on the value of strategic flexibility. It describes
the settings under which flexibility will create value,
and how that value can be estimated.

XII I
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• Chapter Seven: Collusion. This chapter explores the
economic— and ethical— implications of explicit and
tacit collusion. Even if a particular firm chooses to
not engage in collusion, it must still understand this
strategy and its economic consequences, because
some of its competitors may choose this strategy.

C H A P T E R

Collusion7
L E A R N I N G O B J E C T I V E S

After reading this chapter, you should be able to:
7.1 Define explicit and tacit collusion and explain why collusion is typically inconsistent

with social welfare in an economy
7.2 Describe how collusion can create economic profits.
7.3 Describe different ways that collusive agreements can fall apart,, and how it is possi-

ble to use the attributes of an industry to anticipate how sustainable these agreements
are likely to be..

7.4 Describe two unique challenges associated with organizing to implement a collusion
strategy.

These two chapters have all the teaching
elements (LearningObjectives,Openingcase,Research
made Relevant feature, Strategy in Depth feature,
Ethics and Strategy feature, Challenge Questions, and
a Problem Set) and are supported by cases, just like
the other chapters in the book. However, they explore
important strategicoptions that receive lessattention in
other texts.

MyLab Management
Improve your Grade!

If your instructor is using MyLab Management, visit www.pearson.com/
mylab/managevnerat for simulations, tutorials, and end-of-chapter problems.

A Gas Station Conundrum
Consider the following scenario. Think of it as a chance to apply all the theories and
frameworks discussed in this text so far.

You own and operate a gas station on a busy street corner in your town. There
are other gas stations in your city, but they are located over ten miles away. You sell
a well-respected brand of gasoline, one that is supported by a national advertising

Of course, all the opening cases and examples used throughout
the book have been updated or changed, as have the supporting cases
and instructor 's manual. New opening cases include:

• "Go, Pokemon, Go" in Chapter One: This case discusses how
the Pokemon altered reality game was created, and asks if this
product will be a source of sustained competitive advantage.

"How Attractive is the Music Streaming Industry?" in Chapter Two: Music
streaming services are very popular, but very few make money. Why is this
the case, and what im-

pact will this have on the
strategies of these firms?

"When a Noun Becomes
a Verb" in Chapter
Three: Why has Google
gained a competitive
advantage, and will they
be able to sustain it?

• "Is it Soup Yet" in
Chapter Ten: Alphabet
has organized itself into a multi-divisional corporation, but will this help
this company, and its operating divisions— including Google— grow and
maintain their competitive advantage.

New supporting cases include: McDonald's, Collusion in Major League
Baseball, Torrey Nano (a fictional case), and Activision's Crush on Mobile
Gaming.
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What Remains the Same "VRIO" - an integrative Framework (see next page for details),

Broad enough to apply in analyzing a variety of cases and
real business sett ings.

Simple enough to understand and teach.All the chapters in the book— beginning with Chapter Three— are still organized
around the VRIO framework. Students at all levels continue to find this frame-

work helpful in thinking about and applying what can be a very complex topic—
strategic management.

We also continue to integrate the latest theory and empirical research into
the text— but in a way that helps students apply these concepts in a real world
setting. Consider just two examples:

V R I O

V R I O

V R I O

V R I O

Research Made Relevant
"T^ ita McGrath and Ian MacMillan
-LVargue that under conditions of
uncertainty, managers should invest
in a diversified range of projects that
parallel many of the real options dis-
cussed in this chapter. These projects
can be arrayed as in Figure 6.1.

In this figure, technical uncer-
tainty refers to the extent to which
managers understand the process
by which a new product or service
will be developed before that pro-

cess is undertaken. Low technical
uncertainty exists when managers
knowr what kinds of skills and other

resources they will need to develop
a new product or service, the cost of
acquiring these skills and resources,
how to manage them effectively, and
so forth. High technical uncertainty
exists when managers do not know
these things about a new product or
service.

The "Research Made Relevant" feature
in Chapter Six's discussion of flexibility
and real options presents a simple— yet
remarkably powerful— way of calculating
the value of a firm's strategic options

Market uncertainty, in Figure 6.1,

refers to the extent to Which managers
understand how a new product or ser-
vice will be received in the market. Lowr
market uncertainty exists when manag-
ers know the price at which a product
or service is likely to sell, the likely sizeThe Value of Real Options

Thinking

• The "Research Made Relevant" feature
in Chapter Nine's discussion of the
value of economies of scope cites the
most recent research— some published
in 2017— about this important issue.

We have also kept our most popular
supporting cases, including True Religion
Harlequin, Walmart, and Starbucks among
others. With only a couple of exceptions, the
revised cases are shorten In shortening the
cases, we have mostly cut out historical and
other peripheral background material. Two of
the new cases, Collusion in Major League Baseball and Torrey Nano, require students to ap-
ply concepts from the new chapters in the book on collusion and flexibility. As has been true
of all of the editions, the vast majority of the cases deal with companies and industries that
students will find familiar and, we hope, stimulating to analyze and discuss.

With the introduction on the chapters on strategic flexibility and real options (Chapter
Six) and collusion (Chapter Seven), the book continues to include the most up to date con-
ceptual and analytical material in the field of strategic management, while presenting that
material in an accessible and applicable way.

Research Made Relevant
n 1994, Lang and Stulz published
a sensational article that suggested

that, on average, when a firm began
implementing a corporate diversi-
fication strategy, it destroyed about
25 percent of its market value. Lang
and Stulz came to this conclusion by
comparing the market performance of
firms pursuing a corporate diversifica-
tion strategy with portfolios of firms
pursuing a limited diversification
strategy. Taken together, the market
performance of a portfolio of firms
that were pursuing a limited diversi-
fication strategy was about 25 percent

I higher than the market performance
of a single diversified firm operating
in all the businesses included in this
portfolio. These results suggested that
not only were economies of scope not
valuable, but, on average, efforts to
realize these economies destroyed
economic value. Similar results were
published by Comment and Jarrell
using different measures of firm
performance.

Not surprisingly, these results
generated quite a stir. If Lang and
Stulz were correct, then diversi-
fied firms— no matter what kind of

How Valuable Are Economies
of Scope?
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Solving Teaching and Learning Challenges
Some MBA and undergraduate business programs teach strategic management early in the
curriculum, to give students a broad strategic perspective before they begin specializing in
particular functional areas. Others teach strategic management later in the curriculum, after
students have taken a deep dive into one or more functional areas.

Students in these different programs bring very different skill sets to the strategic
management course. This book accommodates faculty and students in both kinds of
programs.

Teaching in a "Strategy First" Curriculum
Faculty who teach in "strategy first" programs can emphasize the core text material in
each chapter— and the associated cases— and de-emphasize the "Strategy in Depth" and
"Research Made Relevant" features. This core material does not require much background
in other business functions, and when it does, the required background is explained in
detail. However, there is enough substance in this material to enable students to read and
analyze the cases, and to apply strategic management ideas throughout their curriculum,
and into their career choices.

Teaching in a "Strategy Last" Curriculum
Faculty who teach in "strategy last" programs can broaden their emphasis to include the
"Strategy in Depth" and "Research Made Relevant" features. These features include most
of the technical, economic, and mathematical discussions in the book— discussions that
build directly on knowledge students should have received in their functional classes. These
materials make it possible for students and faculty to go into much more analytical detail
in discussing the cases, and help demonstrate how the ideas developed in other functional
areas are relevant in strategic management.

MyLab Management
Reach every student by pairing this text with MyLab Management
MyLab is the teaching and learning platform that empowers you to reach every student.
By combining trusted author content with digital tools and a flexible platform, MyLab per-
sonalizes the learning experience and improves results for each student. Learn more about
MyLab Management.

Deliver trusted content
You deserve teaching materials that meet your own high standards for your course. That's
why we partner with highly respected authors to develop interactive content and course-
specific resources that you can trust— -and that keep your students engaged.

Empower each learner
Each student learns at a different pace. Personalized learning pinpoints the precise areas
where each student needs practice, giving all students the support they need— when and
where they need it— to be successful.



Preface xvn* #

Teach your course your way
Your course is unique. So whether you'd like to build your own assignments, teach multiple
sections, or set prerequisites, MyLab gives you the flexibility to easily create your course to
fit your needs.

Improve student results
When you teach with MyLab, student performance improves. That's why instructors have
chosen MyLab for over 15 years, touching the lives of over 50 million students.

Developing Employability Skills
Students who take the strategic management course often ask— how can this course
enhance my employability? This question is answered in Chapter One of this book.

The VRIO framework is not just a tool for analyzing sources of competitive
advantage for firms, it can also be used by students to assess whether or not they have a
competitive advantage in the labor market. Consider the following:

• Is a student's knowledge of how to discount a firm's cash flow likely to be a source of
competitive advantage in the labor market? This skill is valuable, but— because every
business student in the world learn this skill— it is not rare, and thus will only be a
source of competitive parity for a student.

• Is a student's ability to derive projected cash flows and an appropriate discount rate
from a deep understanding of a firm's strategy likely to be a source of competitive
advantage in the labor market? This skill is also valuable, but— in my experience— it
is more rare, and thus potentially a source of competitive advantage.

• Which is more likely to be a source of competitive advantage for a student in the
labor market: The ability to recite the "Five P's" in marketing or the ability to
leverage their unique work experiences— either in a full time job or an internship—
with their education to analyze a firm's marketing strategy? The VRIO framework
suggests the latter, not the former, approach will more likely be a source of competi-
tive advantage.

Competing for a great job in the labor market is just another form of competi-
tion. Students who want to gain a competitive advantage in that market must build
valuable, rare, and costly to imitate capabilities. As described in Chapter Three, these
capabilities will typically need to be socially complex, path dependent, or causally
ambiguous.

Put differently, this book is not just about corporate competitive advantage in the
product market, it is also about a student's competitive advantage in the labor market.

Instructor Teaching Resources
At the Instructor Resource Center, iuivzv.pearsonhighered.com/irc, instructors can easily
register to gain access to a variety of instructor resources available with this text in down-

loadable format. If assistance is needed, our dedicated technical support team is ready to
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help with the media supplements that accompany this text. Visit https://support.pearson
.com/getsupport for answers to frequently asked questions and toll-free user support phone
numbers.

This program comes with the following teaching resources.

Supplements available to instructors at
www.pearsonhighered.com/irc

Features of the Supplement

Case Teaching Notes authored by William Hesterly
from the University of Utah

• Case-by-case summaries
• Examples and activities not in the main book
• Study questions
• Teaching plans
• Case analysis and discussion

• Chapter-by-chapter summaries
• Teaching points
• Lecture guides for accompanying PowerPoint slides
• Answers to challenge questions and problem sets in

the book

Instructor's Resource Manual authored by Ram
Subramanian from the University of Florida

• Slides include graphs, tables, and equations from the
textbook.

• PowerPoints meet accessibility standards for students
with disabilities. Features include, but not limited to:

Keyboard and Screen Reader access
Alternative text for images
High color contrast between background and fore-
ground colors

Over 1000 true/false, multiple choice, short answer
questions with these annotations:

• Difficulty level (1 for straight recall, 2 for some
analysis, 3 for complex analysis)

• Section number and name
• Learning objective
• Application type
• AACSB learning standard (Ethical Understanding and

Reasoning;Analytical Thinking; Information Tech-
nology; Diverse and Multicultural Work; Reflective
Thinking; Application of Knowledge)

TestGen allows instructors to:
• Customize, save, and generate classroom tests
• Edit, add, or delete questions from the Test Item Files
• Analyze test results
• Organize a database of tests and student results

PowerPoint Presentations authored by Ram
Subramanian from the University of Florida

Test Bank authored by Ram Subramanian from
the University of Florida

TestGen ' Computerized Test Bank
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Engage,Assess,Apply and
Develop Employability Skills with

MyLab Management

MyLab Management is an online homework,
tutorial, and assessment program constructed
to work with this text to engage students and
improve results. It was designed to help students
develop and assess the skills and applicable
knowledge that they will need to succeed in their
courses and their future careers.
See what more than 25,000 students had to
say about MyLab Management:
"[MyLab Management] is great. I can access all
of the information neededfor the course under
the home screen, it's easy to navigate and
includes helpful videos and tips to help me
better understand the course."
— Sheena Dunio,
Student at Southern New Hampshire University

of students said it
helped them earn
higher grades on

homework, exams,
or the course

*Source: 2016 Student Survey, n 490

Mini Sims put students in business professional roles and
give them the opportunity to apply course concepts as they
develop decision making skills through real-world business
challenges.The simulations adapt based on each student's
decisions, creating various scenario paths that help students
understand how critical thinking can affect their decisions
in an organization.

Results
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O PferiftI'DU( Of1* Pooc lab SMttft"[MyLab Management] helped tofirst learn the concepts and
vocabulary. By watching videos and going through simulations it
helped apply these concepts to real life and making decisions as
a manager."

Alyssa Davidson, Student at Bowling Green State University

Pearson



MediaShare for Business offers a
curated collection of business videos
that provide customizable, auto-scored
assignments. Media -Share for Business
helps students understand why they are
learning key concepts and how they will
apply those in their careers.

MediaShare Q *
MediaShare For Business

Pearson Assignment Library
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Pearson eText enhances student
learning— both in and outside the
classroom.Take notes, highlight, and
bookmark important content, or
engage with interactive lecture and
example videos that bring learning
to life (available with select titles).
Accessible anytime, anywhere via
MyLab or the app.Study Plan

% of students who found
learning tool helpful

of students would tell their instructor
to keep using MyLab Management

The MyLab Gradebook offers an easy way for students and
instructors to view course performance. Item Analysis allows
instructors to quickly see trends by analyzing details like the
number of students who answered correctly/incorrectly,
time on task, and median time spend on a question by
question basis. And because it's correlated with the AACSB
Standards, instructors can track students' progress toward
outcomes that the organization has deemed important in
preparing students to be leaders.

"I was able tofind myself actually learning at home rather than memorizing thingsfor a class."
— Katherine Vicente, Student at County College of Morris

For additional details visit: www.pearson.com/mylab/management



What's Out?
Models, concepts, and topics that don't pass a simple test:
"Does this help students analyze cases and real business situations?"

What's In?
an integrative framework (see next page for details).

Broad enough to apply in analyzing a variety of cases and
real business settings.
Simple enough to understand and teach.

VRIO

V R I O

V R I O

V R I O

V R I O

The Results?
Provides students with the tools they need to do strategic analysis.
Nothing more. Nothing less.
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C H A P T E R What Is Strategy and the
Strategic Management
Process?

L E A R N I N G O B J E C T I V E S

After reading this chapter, you should be able to:
1.1 Define strategy and describe the strategic management process.
1.2 Define competitive advantage and explain its relationship to economic value creation.
1.3 Describe two different approaches to measuring competitive advantage.

1.4 Explain the difference between emergent and intended strategies.
1.5 Discuss why it is important for you to study strategy and the strategic management

process.

MyLab Management
Q Improve Your Grade!
If your instructor is using MyLab Management, visit www.pearson.com/
mylab/management for simulations, tutorials, and end-of-chapter problems.

Go, Pokemon Go
Pokemon Go has had the most successful launch of any mobile app. Ever. By far.Within
30 days of its July 2016 worldwide launch, Pokemon Go had been downloaded 130 mil-
lion times. Within 90 days of its release, those downloads had increased to 500 million,
and the game had generated $600 million in revenue. Within a month of its release,
Pokemon Go was more widely used than Snapchat, Tinder, Twitter, Instagram, Face-
book, or any other of the most successful mobile apps. Since its release,millions of Poke-
mon Go players have been wandering the world, searching for Pokemon to capture as
they try to complete their Pokedex, The total distance that these people have walked
while playing the game is equal to the distance from the planet Neptune to the sun.

Pokemon Go combines both content and technical elements. From a content point
of view, Pokemon Go is a successor to the original Pokemon series of video games and
related products. Pokemon was first developed for Nintendo's mobile gaming device,
GameBoy. Released in the United States on September 30, 1998, it created a world of
fanciful creatures,with equally fanciful names— Pikachu,Lugia, Slowking, Zapdos.Players
captured various Pokemon— by Throwing a Pokeball at each— and then trained them to

compete in a Pokemon League where their competitive prowess could be put on display.
The original Pokemon combined competition, fantasy, and collecting in a way

that captured the minds of many gamers. Its success helped establish Pokemon— a
concept co-owned by Nintendo, Game Freak, and Creatures— as a powerful brand in
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the video game industry. Through the early 2000s, Nintendo
introduced successive versions of the Pokemon game along
with ancillary products, including books, cards, videos, and
chat rooms. a.

Many of the elements of the original Pokemon game
can be found in Pokemon Go. However, these elements are
enhanced through the "augmented reality" game technol-
ogy of Nianatic Labs. Niantic Labs was originally part of
Google. Founded in 2010 by John Hanke, Niantic Lab's first
product— Field Trip— was a mobile app that used Google
Maps to guide users to unique and hidden things around
them. In October of 2013, Niantic Labs published its second
app, Ingress. A fantasy game, Ingress was the first app to use "augmented reality," an
approach that combined elements created by the game with real world phenomena.
Though hailed as a technical success, Ingress was only moderately successful.

In October of 2015, Google spun out Niantic Labs as a separate company. Google,
Nintendo,and Pokemon Company together invested $30 million in the newly independent
firm. Niantic Labs raised another $5 million from venture capitalists and business angels.
On April Fool's Day, 2014, Niantic Labs announced the "Google Maps Pokemon Chal-
lenge." A collaborative effort of Google, Pokemon, and Niantic Labs, this challenge lever-
aged Niantic's Ingress technology by inviting players to discover Pokemon in the game's
augmented reality. The surprising popularity of this challenge led to the development
of Pokemon Go. Pokemon Go, in turn,was released to most of the world in July of 2016.

All those associated with Pokemon Go have done very well financially. Nintendo's
market value jumped to as high as $42 billion— although it dropped once it became
clear that Nintendo has only a modest ownership stake in Pokemon Go. Niantic Labs'
value rose to over $3.6 billion. Firms like Apple— who sells more smart phones for peo-
ple to play the game— anticipates that its revenues will increase by $3 billion because
of Pokemon Go. And small firms, who can pay a modest fee to put a Pokemon in or
near their place of business, have seen increases in revenues.

Of course, none of this has happened without challenges. In the early days, Poke-
mon Go servers had a hard time keeping up with demand. Certain locations have been
inundated with gamers looking for particularly rare Pokemon. Some locations— includ-
ing cemeteries and other memorials— turn out not to be a good place to play the game.
And some players have focused so intensely on the game they have been involved in
accidents, some of which have been fatal.
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