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xii

Guide to the text

As you read this text you will find a number of features in every
chapter to enhance your study of strategic management and help
you understand how the theory is applied in the real world.

CHAPTER-OPENING FEATURES

0 Knowledge objectives
Identify the key concepts
that the chapter will cover
with the learning objectives
that start each chapter.

Strategic management and strategic OPENING CASE STUDY e
; .. Bitheasits i brasdiecsion
competitiveness

mo

Opening Case study

9 Gain an insight into how
strategic management
theories relate to the real
world through the case
study at the beginning of
each chapter.

FEATURES WITHIN CHAPTERS
KEY TERMS WITH MARGIN DEFINITIONS STRATEGIC FOCUS BOXES

Examine the ways in which key concepts are applied in
a business context, using real situations and familiar

strategic management

Def|n|t|ops e process local and international companies. The Strategic Focus
explanations of e eI, boxes are categorised to emphasise the focus: general,
important key terms are required for an organisation ethics, technology, sustainability and globalisation.

located in the margin to achieve strategic
competitiveness and earn

for quick reference. above-average returns Q ‘ 6 @ ‘i

STRATEGY NOW

Strategy Now margin icons highlight companies that M@ 'ncreasing knowledge intensity
. . Apple’s drive to innovate: Knowledge (information, intelligence and expertise) is the basis of technology and its
have effective Ly pu t a strate gic manageme nt tool ) application. In the competitive landscape of the 21st century, knowledge is a critical

organisational resource and an increasingly valuable source of competitive advantage.™

concept or technique into practice. Indeed, starting in the 1980s, the basis of competition shifted from hard assets to

intangible resources; for example, ‘Walmart transformed retailing through its proprietary



GUIDE TO THE TEXT

END-OF-CHAPTER FEATURES

At the end of each chapter you’'ll find several tools to help you to
review, practise and extend your knowledge of the key learning objectives.

SUMMARY

LO1 The organisation's external environment is challenging

and complex. The external environment has three
major parts: the general environment (elements in
the broader society that affect industries and their
organisations), the industry environment (factors that
influence an organisation, its competitive actions and
responses, and the industry’s profit potential) and the
competitor environment (in which the organisation
analyses each major competitor's future objectives,
current strategies, assumptions and capabilities).

=
)
5

The external environmental analysis process has four

steps: scanning, monitoring, forecasting and assessing.

Through environmental analyses, the organisation
identifies opportunities and threats.

KEY TERMS

competitor intelligence general environment

complementors global segment
demographic segment industry

economic environment industry environment

REVIEW QUESTIONS

1. Why is it important for an organisation to study and
understand the external environment?

2. What are the differences between the general
environment and the industry environment? Why are
these differences important?

3. What are the four steps in the external environmental
analysis process? What does the organisation want to
learn when using this process?

EXPERIENTIAL EXERCISES

Exercise 1: Strategic group mapping

If a given set of organisations emphasise similar strategic
dimensions and use a similar strategy, these organisations
can be said to reside in the same strategic group. Other
common definitions of strategic groups typically argue
that the organisations in a given industry follow similar

strategies, such as pricing, degree of specialisation, research

and development commitment and the like. It s also likely
that organisations operating in a given industry may have

very different profitability profiles, which raises the question:

if one organisation is the most profitable, why don't all
the others in that industry attempt to move into the same

model of competition comprises the threat of
entry, the power of suppliers, the power of buyers,
product substitutes and the intensity of rivalry
among competitors. By studying these forces, the
organisation can find a position in an industry where
it can influence the forces in its favour or where it can
buffer itself against the power of the forces in order
to achieve strategic competitiveness and earn above-
average returns.

LO5 Industries are populated with different strategic
groups. A strategic group is a collection of
organisations following similar strategies along similar
dimensions. Competitive rivalry is greater within a
strategic group than between strategic groups.

opportunity sociocultural segment
physical environment strategic group

segment technological segment
political/legal segment T

4. What are the seven segments of the general
environment? Explain the differences among them. Is
any segment more important than another?

5. How do the five forces of competition in an industry
affect its profit potential? Explain.

6. Whatis the importance of collecting and interpreting
data and information about competitors? What practices
should an organisation use to gather competitor
intelligence, and why?

5. What conclusions can you reach about why some
organisations end up where they do among various
strategic groups?

Exercise 2: What does the future look like?
Acritical ingredient in studying the general environment

is identifying opportunities and threats. An opportunity is
a condition in the environment that, if exploited, helps a
company to achieve strategic competitiveness. In order to
identify opportunities, you must be aware of trends that
affect the world around us now or that are projected to do
so in the future.

Summary

The end-of-chapter summary lists key points from
the chapter, providing a snapshot of the important
concepts covered.

Key terms
Review the important terminology from the chapter
margin with the Key terms list.

Review questions

These questions promote the application and critical
analysis of theories and practices as well as encourage
group discussion.

Experiential exercises
These exercises emphasise applied learning, giving
students the opportunity to put knowledge into practice.

END-OF-BOOK FEATURES

CASE STUDIES

INTRODUCTION CASET

A summary of the case

analysis process 466

CASE1

JB Hi-Fi Ltd acquisition of

Crossfit at the crossroads520 .

CASE 8
The movie exhibition
industry: 2015 and

The Good Guys 469  beyond 538

CASE 2

# Challenges at Australia

Post

CASE9
Pacific drilling: the
480  preferred offshore driler 565

v CASE 3 CASE 10
‘k\\4§ Nyrstar NV: a case studyin ~ The trivago way - growing

m‘." \AIQ -

-

afailed vertical integration ~  without growingup? 582

Case Studies

Apply the case analyses process to in-depth case
studies. Thirteen case studies are provided to
demonstrate theory in practice.

Each case includes a Case Link identifying the
relevant chapters where key concepts explored in the
case are introduced in the book.
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Guide to the online resources

Cengage is pleased to provide you with a selection of resources
that will help you prepare your lectures. These teaching tools
are accessible via cengage.com.au/instructors for Australia
or cengage.co.nz/instructors for New Zealand.

MINDTAP

Premium online teaching and learning tools are available on the MindTap platform - the personalised eLearning
solution.

MindTap is a flexible and easy-to-use platform that helps build student confidence and gives you a clear picture of
their progress. We partner with you to ease the transition to digital - we're with you every step of the way.

The Cengage Mobile App puts your course directly into students’” hands with course materials available on their
smartphone or tablet. Students can read on the go, complete practice quizzes or participate in interactive real-time
activities.

MindTap for Hanson’s Strategic Management is full of innovative resources to support critical thinking, and help your
students move from memorisation to mastery! Includes:

e Hanson’s Strategic Management eBook

e 'What would you do?’ polling questions

e Video Cases

e 'You make the decision” simulation activities.

MindTap is a premium purchasable eLearning tool. Contact your
Cengage learning consultant to find out how MindTap can transform | |

your course. ‘: CENGAGE MINDTAP

-
’

INSTRUCTOR’S MANUAL

The Instructor’s Manual includes: e instructor’s notes for experiential exercises

e knowledge objectives e instructor’s notes for MindTap including What Would
e chapter outlines You Do?, You Make the Decision and Video Cases.

e lecture notes e additional questions and exercises.

e answers to review questions

CASE STUDY RESOURCES

Case notes for each of the end-of-book case studies, a case analysis rubric and case matrix allow instructors to
assign case studies for analysis. Cases and case notes from the previous editions are also available.

TEST BANK

A bank of questions has been developed in conjunction with the text for creating quizzes, tests and exams for your
students. Create multiple test versions in an instant and deliver tests from your LMS, your classroom, or wherever you
want using Cognero. Cognero test generator is a flexible online system that allows you to import, edit and manipulate
content from the text’s test bank or elsewhere, including your own favourite test questions.



GUIDE TO THE ONLINE RESOURCES

POWERPOINT™ PRESENTATIONS

Use the chapter-by-chapter PowerPoint presentations to enhance your lecture presentations and handouts to
reinforce the key principles of your subject.

ARTWORK FROM THE TEXT

Add the digital files of graphs, pictures and flowcharts into your course management system, use them in student
handouts, or copy them into your lecture presentations.

FOR THE STUDENT

MINDTAP
MindTap is the next-level online learning tool that helps you get better grades!

MindTap gives you the resources you need to study - all in one place and available when you need them. In the
MindTap Reader, you can make notes, highlight text and even find a definition directly from the page.

If your instructor has chosen MindTap for your subject this semester, log in to MindTap to:

e (et better grades

e Save time and get organised

e Connect with your instructor and peers

e Study when and where you want, online and mobile

e Complete assessment tasks as set by your instructor.

When your instructor creates a course using MindTap, they will
let you know your course key so you can access the content.
Please purchase MindTap only when directed by your instructor. |

Course length is set by your instructor. 1 : CENGAGE MINDTAP
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PREFAGE

This new seventh Asia—Pacific edition of Strategic Management: Competitiveness and Globalisation has been updated
to include new material and cases from Australia, New Zealand and the Asia—Pacific region. It continues to
integrate ‘cutting edge’ research and content from the US authors Hitt, Ireland and Hoskisson.

Australian and Asia—Pacific material in all chapters

chapter opening cases and ‘Strategic focus’ segments

organisation-specific examples that are integrated with each chapter’s topic

inclusion of public sector and community organisation examples

substantial emphasis on use of the internet and e-commerce

substantial emphasis on corporate governance

coverage of strategic issues in the 21st-century competitive landscape, including a strong emphasis on the
competition created through e-commerce ventures and start-ups

global coverage with an emphasis on the international context

new and current research integrated throughout the chapters’ conceptual presentations

review questions, including application discussion questions and ethics questions at the end of each chapter
experiential exercises

a summary of the case analysis process.

The book emphasises a global outlook with comprehensive coverage of Australian and international concepts
and issues. The book contains a wealth of references. Drawn from the business literature and academic research,
these materials are used to present current and accurate descriptions of how organisations use the strategic
management process. Our goal while preparing this book has been to present you, our readers, with a complete,
accurate and up-to-date explanation of the strategic management process as it is used in the global economy. We
have sought to include enough local content to stimulate interest, and enough international content to reflect the
nature of current strategic management.

This book is intended for use primarily in strategic management and business policy courses. The materials
presented in the 13 chapters have been researched thoroughly. Both the academic, scholarly literature and the
business, practitioner literature were studied and then integrated to prepare this edition. The academic literature
provides the foundation to develop an accurate yet meaningful description of the strategic management process.
The business practitioner literature yields a rich base of current domestic and global examples to show how the
strategic management process’s concepts, tools and techniques are applied in different organisations.

Our discussion of the strategic management process is both traditional and contemporary. In maintaining
tradition, we examine important materials that have historically been a part of understanding strategic
management. For example, we thoroughly examine how to analyse an organisation’s external environment and
internal environment.



PREFACE

The strategic management process is critical to organisational success. As described in Chapter 1, strategic
competitiveness is achieved when an organisation develops and exploits a sustained competitive advantage.
Attaining such an advantage results in the earning of above-average returns; that is, returns that exceed those
an investor could expect from other investments with similar amounts of risk.

The competitive advantage

Success in the 21st-century competitive landscape requires specific capabilities, including the abilities to:
1 use scarce resources wisely to maintain the lowest possible costs

constantly anticipate frequent changes in customers’ preferences

adapt to rapid technological changes

identify, emphasise and effectively manage what an organisation does better than its competitors

continuously structure an organisation’s operations so objectives can be achieved more efficiently
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successfully manage and gain commitments from a culturally diverse workforce.

The global advantage

Critical to the approach used in this text is the fact that all organisations face increasing global competition.
Organisations no longer operate in relatively safe domestic markets, as Australian supermarkets have discovered.
In the past, many companies produced large quantities of standardised products. Today, organisations typically
compete in a global economy that is complex, highly uncertain and unpredictable. To a greater degree than in a
primarily domestic economy, the global economy rewards effective performers, whereas poor performers are forced
torestructure significantly to enhance their strategic competitiveness. As noted earlier, increasing globalisation
and the technological revolution have produced a new competitive landscape in the 21st century. This landscape
presents a challenging and complex environment for organisations, but one that also has opportunities. The
importance of developing and using these capabilities should not be underestimated.

Final comment

Organisations face exciting and dynamic competitive challenges in the 21st century. These challenges, and
effective responses to them, are explored in Strategic Management: Competitiveness and Globalisation. The strategic
management process conceptualised in this text offers valuable insights and knowledge to those committed to
meeting successfully the challenge of dynamic competition. Thinking strategically —as this book challenges you
to do — increases the likelihood that you will assist your organisation to achieve strategic success. In addition,
continuous practice with strategic thinking and the use of the strategic management process gives you skills and
knowledge that will contribute to career advancement and success. Finally, we want to wish you all the best and
nothing other than complete success in all of your endeavours.

Dallas Hanson
Hobart
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Strategic management and strategic
competitiveness

Studying this chapter should provide you with the strategic management knowledge

needed to:

LO1  analyse the components of the strategic management process

LO2  describe the competitive landscape and explain how globalisation and
technological changes shape it

LO3  use the industrial organisation (I/0) model to explain how companies can earn
above-average returns

LO4  use the resource-based model to explain how companies can earn above-
average returns

LO5  describe vision and mission and discuss their value

LO6  define and classify the four major stakeholder groups and describe their ability
to influence organisations

LO7  describe the work of strategic leaders.



CHAPTER 1

STRATEGIC MANAGEMENT AND STRATEGIC COMPETITIVENESS

OPENING CASE STUDY

McDonald's in Australia is part of a global empire of fast-
food restaurants. McDonald's has achieved substantial
international success over the years, with its restaurants
spread widely throughout the world. Brand recognition
is huge: many people know about, and are customers
of, McDonald's. For example, a recent survey found that
88 per cent of people recognise the golden arches and
associate them with McDonald's. Each day, about 69
million people eat at a McDonald's store, which equates
45000

to almost 0.8 per cent of the world's population. In 2018,
McDonald’s had 37 855 total restaurants globally, located
in 120 different countries and 14 155 stores in the US
alone. China has 2223 stores compared with Japan 2975,
the UK 1261, Canada 1443 and Australia 920. Globally,
McDonald’s hires 1.9 million employees, and it hires
approximately one million employees per year in the
USA. In 2018, its annual revenue was $21 billion and its
net income was $5.9 billion.
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McDonald's: Restaurant expansion since 1955.

Given that McDonald's includes a toy in about 20
per cent of its sales, it is considered the world's largest
distributor of toys. Each year, McDonald's distributes
1.5 billion toys globally, which is more than Mattel
and Hasbro. McDonald's decided early to move into
international markets, and now one can find the golden
arches in far-flung locations around the globe.

In Australia, ‘Maccas’ (the locals’ name for the
organisation) is thriving, with flexible offerings, ‘gourmet
coffee’ and fresh-food bars. These have been successful
moves. The UK arm has also been responsive to
consumer demand; for example, it accommodates
consumers who ask what goes into their food, providing
information to staff that allows them to respond, and it
promotes jobs in the chain as upwardly mobile.

1986 1999 2020

Source: https://mcdonalds.com.au/about-maccas/maccas-story.

China is a promising arena but there are continuing
pressures there, with high levels of rivalry from KFC.
There are now over 2000 McDonald's outlets in China,
which is approximately one-third the number of KFC
outlets. KFC has around 5919 stores and is presently
considered the most popular fast-food chain in China.

In India, where historically the brand was relatively
small with only 400 stores compared with China, Japan
and Australia, McDonald'’s turned a corner when it
announced in May 2019 that it had finally acquired full
ownership of Connaught Plaza Restaurants. This entity
had run the global giant's operations in north and east
India - from its long-estranged business partner Vikram
Bakshi. The association between Bakshi and McDonald's
commenced in 1995 when, under a 25-year deal, the
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two partners formed a 50:50 joint venture company -
Connaught Plaza Restaurant - to set up outlets in the
north and the east under the franchisee model. To date,
McDonald’s has two business entities in India. Amit Jatia’s
Hardcastle Restaurants runs the McDonald's business

in southern and western India. McDonald’s India is

for the company, hopefully, its growth post the Covid-19
pandemic.

Sources: C. Smith, 2020, 50 interesting McDonald's statistics and facts
2020, DMR Business Statistics, https://expandedramblings.com/index.php/
mcdonalds-statistics, 28 May; R. Darling, 2019, Thanks to the Happy Meal,
McDonald's is the largest toy manufacturer, http://www.considerable.com,
6 November; 2019, KFC is most popular food chain in China, http://www.

committed to sourcing almost all of its products from
within the country. For this purpose, it has developed
local Indian businesses, which can supply the highest-
quality products required for its Indian operations.

The McDonald's empire is obviously difficult to control
and constantly presents country-specific challenges.
Clever strategy is important for its continued survival and,

strategic

management process

the full set of
commitments,
decisions and
actions required for
an organisation to
achieve strategic
competitiveness and
earn above-average
returns

strategic
competitiveness

achieved when

an organisation
successfully
formulates and
implements a value-
creating strategy

strategy

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

businessinsider.com, 8 March; The Economic Times, 2019, Vikram Bakshi is

finally out, and McDonald's India is lovin'it, ET Online, https://economictimes.
indiatimes.com/industry/services/hotels-/-restaurants/vikram-bakshi-is-
finally-out-and-mcdonalds-india-is-lovin-it/articleshow/69309704.cms?utm_
source=contentofinterest&utm_medium=text&utm_campaign=cppst, 14 May; T.
DiChristopher, 2015, McDonald's new CEO faces many problems, CNBC, http://
www.cnbc.com/2015/01/29/how-mcdonalds-new-ceo-can-turn-around-the-
company.html, 29 January; FT Reporters, 2015, McDonald's and its challenges
worldwide: A market-by-market look, Financial Times, http://www.ft.com/intl/
cms/s/0/f8ac22fc-a7c1-11e4-8e78-00144feab7de.htmli#slide0, 29 January.

As we can see from the opening case, McDonald’s organisations in Australia, the UK, China, India, Japan
and the USA are all in different competitive positions. Therefore, we can conclude that they are not equally
competitive (i.e. they are unable to achieve similar strategic competitiveness). In the USA, the organisation
is now using the strategic management process (see Figure 1.1) as the foundation for changes to the
commitments, decisions and actions it undertook to pursue strategic competitiveness and above-average
terms. It may well succeed, given time.!

The strategic management process

As explained in the opening case, McDonald’s is trying to enrich its traditional approach globally with more
marketing and by making its stores more responsive to local consumers’ needs. A study conducted to identify
the factors that contribute to the success of top corporate performers shows why the organisation is doing
this. This study found that the top performers were entrepreneurial, were market oriented (possessing
effective knowledge of the customers’ needs), used valuable competencies and offered innovative products
and services.?

The types of behaviours exhibited by top performers like McDonald’s represent a strategic management
process (see Figure 1.1), which is a full set of commitments, decisions and actions required for an
organisation to achieve strategic competitiveness and earn above-average returns. The organisation’s
first step in the process is to analyse its external environment and internal organisation to determine its
resources, capabilities and core competencies — the sources of its ‘strategic inputs’. We will now analyse
each of the different components of the strategic management process.

Strategic competitiveness is achieved when an organisation 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. When choosing a strategy,
organisations 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 organisation will do as well as what the
organisation will not do. An organisation’s strategy also demonstrates how it differs from its competitors.

An organisation 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
organisation 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, an organisation
must understand that no competitive advantage is permanent, and this was witnessed in 2020 during the
Covid-19 pandemic.’ The speed with which competitors are able to acquire the skills needed to duplicate
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The strategic management process
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the benefits of an organisation’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 above-average
with a similar amount of risk. Risk is an investor’s uncertainty about the economic gains or losses that will returns
result from a particular investment.” The most successful organisations learn how to effectively manage returns in excess
risk. Effectively managing risks reduces investors’ uncertainty about the results of their investment.® gip\g\?c?; ‘,?g ér;\;ﬁsg%rm
Returns are often measured in terms of accounting figures, such as return on assets, return on equity other investments
or return on sales. Alternatively, returns can be measured on the basis of stock market returns, such With a similar amount
as monthly returns (the end-of-the-period stock price minus the beginning stock price, divided by the of risk
beginning stock price, yielding a percentage return). In smaller, new venture organisations, returns are risk
sometimes measured in terms of the amount and speed of growth (e.g. in annual sales) rather than more an investor’s
traditional profitability measures® because new ventures require time to earn acceptable returns (in the gggﬁgtrilgtg;gg%trthe
form of return on assets and so forth) on investors’ investments.!° losses that will result
Understanding how to exploit a competitive advantage is important for organisations seeking to earn :’rrj?/;r;fmpeanr;ucular

above-average returns.!! Organisations without a competitive advantage or that are not competing in an
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average returns

returns equal to those
an investor expects
to earn from other
investments with a
similar amount of risk

global economy

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

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 investments from those organisations earning less-than-average returns. As we noted
above, there are no guarantees of permanent success. Even considering its excellent current performance,
McDonald’s still must be careful not to become overconfident, and continue its quest to be the leader in its
markets.

With the information gained from external and internal analyses, the organisation develops its vision
and mission and formulates one or more strategies. To implement its strategies, the organisation takes actions
towards achieving strategic competitiveness and above-average returns. Effective strategic actions that take
placein the context of carefully integrated strategy formulation and implementation efforts result in positive
outcomes. This dynamic strategic management process must be maintained as ever-changing markets and
competitive structures are coordinated with an organisation’s continuously evolving strategic inputs.'?

In the remaining chapters of this book, we use the strategic management process to explain what
organisations do to achieve strategic competitiveness and earn above-average returns. These explanations
demonstrate why some organisations consistently achieve competitive success while others fail to do so.!®
Asyouwill see, thereality of global competition is a critical part of the strategic management process and
significantly influences organisations’ performances.! Indeed, learning how to successfully compete in the
globalised world is one of the most significant challenges for organisations competing in the 21st century.!®

Several topics are discussed in this chapter. First, we describe the current competitive landscape. This
challenging landscape has been created primarily by the emergence of a global economy, globalisation
resulting from that economy, rapid technological changes and the Covid-19 pandemic. Next, we examine
two models that organisations 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 organisation’s vision and mission. The first model (the industrial organisation
or I/0 model) suggests that the external environment is the primary determinant of an organisation’s
strategic actions. Identifying and then competing successfully in an attractive (i.e. profitable) industry
or segment of an industry are the keys to competitive success when using this model.’ The second model
(resource based) suggests that an organisation’s unique resources and capabilities are the critical link to
strategic competitiveness.” Thus, the first model is concerned primarily with the organisation’s external
environment, while the second model is concerned primarily with the organisation’s internal environment.
After discussing vision and mission, direction-setting statements that influence the choice and use of
strategies, we describe the stakeholders that organisations serve. The degree to which stakeholders’ needs
can be metincreases when organisations achieve strategic competitiveness and earn above-average returns.
Closing the chapter are introductions to strategic leaders and the elements of the strategic management
process.

For ease, this book is divided into three parts. In Part 1, we describe what organisations do to
analyse their external environment (Chapter 2) and internal organisation (Chapter 3). These analyses
are completed to identify marketplace opportunities and threats in the external environment (Chapter
2), and to decide how to use the resources, capabilities, core competencies and competitive advantages in
the organisation’s internal organisation to pursue opportunities and overcome threats (Chapter 3). The
analyses explained in Chapters 2 and 3 comprise the well-known SWOT analyses (strengths, weaknesses,
opportunities and threats).'® (In our analysis, the important ‘strengths’ concept is made more sophisticated
by using the ideas of capabilities and core competencies.) With knowledge about its external environment
and internal organisation, the organisation forms its strategy considering the organisation’s vision and
mission.

The organisation’s strategic inputs (see Figure 1.1) provide the foundation for choosing one or more
strategies and deciding how to implement them. As suggested in Figure 1.1 by the horizontal arrow linking
the two types of strategic actions, formulation and implementation must be simultaneously integrated
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to successfully use the strategic management process. Integration happens as decision makers think
about implementation issues when choosing strategies and as they think about possible changes to the
organisation’s strategies while implementing a currently chosen strategy.

In Part 2 of this book, we discuss the different strategies organisations may choose to use. First,
we examine business-level strategies (Chapter 4). A business-level strategy describes the actions an
organisation takes to exploit its competitive advantage over rivals. A company competing in a single
product market (e.g. a locally owned grocery store operating in only one location) has one business-level
strategy, while a diversified organisation competing in multiple product markets forms a business-level
strategy for each of its businesses. In Chapter 5, we describe the actions and reactions that occur among
organisations in marketplace competition. Competitors typically respond to and try to anticipate each
other’s actions. The dynamics of competition affect the strategies organisations choose, as well as how
they try to implement the chosen strategies.!®

For the diversified organisation, corporate-level strategy (Chapter 6) is concerned with determining
the businesses in which the company intends to compete as well as how to manage its different businesses.
Other topics vital to strategy formulation, particularly in the diversified company, include acquiring other
businesses and, as appropriate, restructuring the organisation’s portfolio of businesses (Chapter 7) and
selecting an international strategy (Chapter 8). With cooperative strategies (Chapter 9), organisations
form a partnership to share their resources and capabilities in order to develop a competitive advantage.
Cooperative strategies are becoming increasingly important as organisations seek ways to compete in the
global economy’s array of different markets.2°

To examine actions taken to implement strategies, we consider several topics in Part 3. First, we
examine the different mechanisms used to govern organisations (Chapter 10). With demands for
improved corporate governance being voiced by many stakeholders in the current business environment,
organisations are challenged to learn how to simultaneously satisfy their stakeholders’ different
interests.?! Finally, the organisational structure and actions needed to control an organisation’s operations
(Chapter 11), the patterns of strategic leadership appropriate for today’s organisations and competitive
environments (Chapter 12), and strategic entrepreneurship (Chapter 13) as a path to continuous innovation
are addressed.

The competitive landscape

The fundamental nature of competition in many of the world’s industries is changing. The reality is that
financial capital continues to be scarce and 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.

Managers must adopt a new mindset that values flexibility, speed, innovation, integration and the
challenges that evolve from constantly changing conditions.?®* The conditions 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 organisations as they encounter the conditions of today’s
competitive landscape.

Hypercompetition is a term often used to capture the realities of the competitive landscape. Under
conditions of hypercompetition, assumptions of market stability are replaced by notions of inherent
instability and change.?® Hypercompetition results from the dynamics of strategic manoeuvring among
global and innovative combatants. In a hypercompetitive market, organisations often aggressively
challenge their competitors in the hopes of improving their competitive position and, ultimately, their
performance.? Inrecent years, internet giant Tencent Holdings Ltd of China has become one of the world’s
largest technology investors. Between 2013 and mid-2018, the organisation took stakes in 277 start-ups.
Analysts believe this is a calculated strategy to crowd out rivals and to increase profits.?’

hypercompetition

a condition where
competitors engage
in intense rivalry,
markets change
quickly and often, and
entry barriers are low
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Several factors create hypercompetitive environments and influence the nature of the competitive
landscape. The emergence of a global economy and technology - specifically rapid technological change -
have been the two primary drivers of hypercompetitive environments and the nature of today’s competitive
landscape.

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 an organisation’s competitive environment.?® The global economy is under
pressure, weighed down by trade tensions, inequality and geopolitical uncertainty. The world is at an
economic ‘tipping point’ according to the 2019 Global Competiveness Report ‘amid a backlash against
capitalism and globalization’.?®

Interesting opportunities and challenges are associated with the emergence of the global economy.*® For
example, the European Union (EU; composed of 27 countries after the UK exited the EU in 2020) has become
one of the world’s largest markets, with 700 million potential customers, while China has rapidly become
a huge market that was pursued by many organisations prior to the Covid-19 pandemic. Notwithstanding,
Chinaremains an extremely competitive market in which local market-seeking multinational corporations
(MNCs) must fiercely compete against other MNCs, as well as 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, 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.%!

The size of parts of the global economy is an important aspect of studying this competitive landscape.
In 2019, for example, the USA was the world’s largest economy at a value of US$21 trillion. It accounts for
approximately 20 per cent of global output; the economy is still larger than that of China;*? and the services
sectors in the USA are technologically sophisticated. China is the world’s second-largest economy, with a
nominal gross domestic product (GDP) value of US$9.2 trillion, while Japan in 2019 was ranked the third-
largest global economy at US$5.2 trillion. Following Japan were Germany at US$4.2 trillion and the UK at
US$3.2 trillion. These were closely followed by India, which overtook the French economy in 2018, and
looks set to move into fifth position in 2021-22. In observing economies’ values in 2018, the World Economic
Forum noted that the size of the USA’s economy was ‘larger than the combined economies of numbers four
to 10 on the list. Overall, the global economy (was) worth an estimated $79.98 trillion, meaning the United
Statesin 2018 accounted for more than one-quarter of the world total’.?* Thus, organisations scanning the
global economy for opportunities in 2021 might conclude that markets in the USA, China and Japan yield
potentially significant opportunities for them.

Of course, such an analysis also must consider entry barriers to various economies in the form of tariffs.
This type of analysis must also be forward-looking in that the World Economic Forum has estimated that the
economies of China and India would exceed the size of the US economy by 2050 and that the economies of
Germany, the UK and France would decline in size by this time as well. Organisations should study carefully
future forecasts when determining the parts of the world in which growth opportunities, as well as threats
to their competitive global positions, may exist in the next decade. US-based Netflix, for example, studies
the global economy to identify opportunities in countries and regions in which it may grow. In mid-2018,
Netflix continued adding subscribers, reaching 125 million globally. Analysts predicted the organisation
would have 360 million subscribers by 2030, and that international markets would be the source of much
of the growth in subscribers.?* Informing this prediction was the expectation that Netflix would achieve
reasonable levels of market penetration internationally, including reaching penetration in 35 per cent of
all broadband households worldwide, excluding China.* In 2018 alone, the organisation allocated $8 billion
to develop original programming, with some of those programs targeted to international customers.3¢
Netflix was one of the rare organisations that continued to grow during the Covid-19 pandemic, adding
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15.8 million subscribers between March and April 2020, more than double the amount that was predicted
and representing a huge growth of over 22 per cent during the 12-month period to 2020. Netflix also saw a
quarterly revenue of US$5.76 billion in 2020.5” According to market research organisation HarrisX, Netflix
is a long way ahead of its competitors; however, the organisation is mindful that there are challenges
ahead, as noted in a recent article: ‘when you’re number one, it’s always difficult to grow as fast as your

competitors or whoever’s trailing you’.%®

India, one of the world’s largest democracies, has an economy that also is growing rapidly and now
ranks as the fifth largest in the world, and it has a very fast-growing population.*® Simultaneously, many
organisations in emerging economies are moving into international markets and are now regarded as
multinational organisations. Barriers to entering foreign markets still exist. The statistics detailing the
nature of the global economy reflect the realities of a hypercompetitive business environment and challenge
individual organisations to think seriously about the markets in which they will compete; the case of

Netflix is a good example.

Starbucks is a new economy multinational yet has

had failures in key markets

Starbucks is not an ordinary supplier of a cup of coffee.
Itis a large and innovative multinational organisation
that engages in major strategic actions to enter new
international and product markets (e.g. acquisitions).
It is a multibillion-dollar organisation with many stores
operating in multiple countries. Starbucks surpassed its
goal set to have at least 12 500 stores in the USA by 2015
to 15149 US locations in 2020. Starbucks was the largest
global coffeehouse company in 2019 with 31 256 stores
across the globe. Starbucks has become a major player
in Asian markets, which is interesting because it took on
a largely ingrained tea-drinking culture. Starbucks had
1026 stores operating in China in 2015, 1540 in 2017
(which was the expected store numbers for 2015), and in
2019 there were 4123 Starbuck stores in China, with 629
newly opened stores and 27 closures - a major increase
over its 3000 stores since 2015. Starbucks adapted to
local market tastes by developing larger stores where, for
example, people can lounge and meet with friends. It has
products that cater to tea drinkers as well. China ranked
second in front of Japan, which had a total of 1286
locations in 2019, and Starbucks generated more than
US$16 billion in the region.

Starbucks has also entered Vietnam and India with
high expectations. In 2013 it opened its first store
in Vietnam, although in 2019 it had only 46 stores
there. Interestingly, Vietnam is the second-largest
producer of coffee beans in the world, behind Brazil.
Starbucks works with local Vietnamese farmers to grow
a high-quality Arabica coffee bean. In partnership with
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the Tata Group, Starbucks also opened its first stores in
India, with plans to expand rapidly there, and in 2019 it
had 132 stores in India, three times that of Vietnam.

In contrast, in Australia the scorecard has been
extremely poor. CNBC reported that while the
Australian café industry was expected to reach more
than A$6 billion in revenue in 2018, in its first seven
years in Australia, Starbucks accumulated A$105
million in losses and 61 locations were forced to close.
Starbucks referred to its efforts in the country as a ‘huge
flop’. Starbucks entered the market hard in 2000 and
had 84 stores at its peak. The problems were obvious
from the start. The organisation charged more than
competitors, had stores in low-traffic locations and,
basically, the well-established coffee culture of Australia
was better than the Starbucks offerings. Melbourne-
style coffee is arguably the world’s best and Starbucks
could not compete on taste in an already thriving coffee
culture, which proved to be a huge challenge for the
US brand. Starbucks has not given up just yet, and in
2021 there were 55 locations (more than Vietnam) in
Australia. With slow growth forecasts into the future, its
Australian goal is to focus more on international tourists
that recognise this global brand.

The experience of Starbucks in Europe has been
more mixed. It has had some success, but has also
encountered another different set of coffee cultures.

At first, it tried to encourage Europeans to adapt
to the Starbucks approach, but this strategy failed.
Now, because of the importance Starbucks places on





