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All good business performance requires a
good strategy; sometimes that strategy is
implicit, sometimes explicit; where possible it
is always better to make it explicit. The four
chapters in Part | are introductory in the sense
that they indicate the context in which strat-
egy making is organized and the constraints
on content and procedures, constraints which
are mainly of a cognitive and organizational
nature. There are serious limits on what a
strategy can be.

e Chapter 1, Introducing strategy and strategy
making, addresses the ‘who’ of strategy
making. It identifies and discusses three
particular groups — those who have devel-
oped the theory and practice of strategy
making, those who at any time are the strat-
egists and those who are stakeholders with a
significant interest in strategy.

e Chapter 2, Thinking and acting strategically,
addresses the ‘what" of strategy making. It

carefully distinguishes between strategic
thinking, strategic management and
strategic planning. It notes that strategy is a
combination of the use of creative imagina-
tion and applied reason.

Chapter 3, Adopting a global perspective,
addresses the ‘how’ of strategy making,
although it could be analysed as the
‘where’. The key question asked, whether
strategy making is different in a global
context from a domestic or local context, is
answered in the affirmative.

Chapter 4, Reading an uncertain future,
addresses the ‘when’ of strategy making. By
its nature all strategy is concerned with the
future and forecasting what that future
might look like, allowing for the capacity of
the organization itself to remake the future
environment.



Introducing strategy and

strategy making

Why can'’t strategy be ‘everything a company does or consists of '? Is that not strategy as
perspective — in contrast to position? (MINTZBERG AND LAMPEL, 1999: 26)

Strategy formation is judgmental designing, intuitive visioning, and emergent learning; it
is about transformation as well as perpetuation; it must involve individual cognition and
social interaction, cooperative as well as conflictive; it has to include analysing before and
programming after as well as negotiating during: and all this must be in response to what
may be a demanding environment. (MINTZBERG AND LAMPEL, 1999: 27)

Power takes that entity called organization and fragments it; culture knits a collection of
individuals into an integrated entity called organization. In effect, one focuses primarily on
self-interest, the other on common interest. (MINTZBERG ET AL., 1998: 264)

After reading this chapter you will be able to:

familiarize yourself with strategy as both a theoretical concept and a
working tool

trace the history of the development and use of the strategy concept
explore the various meanings of the term ‘strategy’

make the link between different meanings and the different academic
disciplines behind those meanings

identify different stakeholder groups and their likely influence on
strategy making

discover the political, social and cognitive constraints on the process of
strategy making

Key strategic Why is strategy important to me as a manager?
challenge

That strategy is not viewed realistically, with full account of its complexity,
but as an oversimplified idea and, as a consequence, the various definitions
of strategy are seen as competing and mutually exclusive, rather than
representing different aspects of a multifaceted activity.



1 Introducing strategy and strategy making

Strategy is arguably the most important concept in management studies. Strategy
making is arguably the most important activity of a practising manager. Yet it is a
concept difficult to define, and an activity difficult to pursue with effectiveness.
There are many people involved in the process of strategy making. There are also
many different ways of interpreting what strategy is. The main aim of the introduc-
tory chapter is to explore the different possible meanings of strategy and to highlight
the practical constraints on what strategists and strategy can do. There are clear
practical limitations on what is possible which must be understood from the start.

What is strategy?

Two types

of strategic
thinking

In its simplest conception strategy is regarded as a unifying idea which links purpose
and action. For de Wit and Meyer (1998), in an intelligent treatment of the subject,
strategy is any course of action for achieving an organization’s purpose(s). In the
words of Alfred Chandler, the first modern business strategy theorist, strategy in the
area of business is defined as ‘the determination of the basic, long-term goals and
objectives of an enterprise, and the adoption of courses of action and the allocation
of resources necessary for those goals’ (Chandler, 1962: 13). Although still tentative
and preliminary as a definition, it is possible to advance a little further and say that
strategy is ‘a coordinated series of actions which involve the deployment of resources
to which one has access for the achievement of a given purpose.’

Strategy therefore combines the articulation of human goals and the organization
of human activity to achieve those goals. The setting of goals involves the identific-
ation of opportunity. Strategy is a process of translating perceived opportunity into
successful outcomes, by means of purposive action sustained over a significant
period of time. At a minimum there must be a clear intent translatable into specific
objectives and some defined and effective means of achieving these objectives by
deliberate action involving the use of resources to which one has access (Figure 1.1).
Strategy may or may not reflect a fully self-conscious, deliberative and systematic
approach to the setting of objectives and their achievement which then require
detailed planning. It may be an implicit or unconscious activity.

Opportunity

/ SyStematic action \
Intent

< L
-

Mobilization
of resources

Figure 1.1 The four main elements of strategy

Strategy comprises thinking about action in two different ways: vertical (rational)
thinking and lateral (intuitive) thinking. It deals with convergent problems, that is,
those with one solution, and divergent problems, that is, those with a number of pos-
sible solutions. Strategy demands from the strategist(s) both creativity — lateral think-
ing, often applied to divergent problems, and rationality — vertical thinking, often
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Different

strategic
perspectives

applied to convergent problems. This means that, in the area of business, strategy
combines a vision and managerial effectiveness in realizing that vision, referred to as
operational effectiveness, and therefore both the harnessing of intuition and the appli-
cation of reason. In the business world, strategy is about successful entrepreneurship
and good management. There is therefore an inherent contradiction in strategic
thinking, which makes its full meaning hard to grasp. These two strands of strategic
thinking are both essential parts of a strategic orientation and both must be included
in any analysis of strategy making (Figure 1.2).

Ways of Application of creativity, Application of reason
thinking intuition or imagination (vertical thinking)
(lateral thinking)

Nature of Divergent: with Convergent: with
problem many solutions one solution
Area of Creating the vision: Realizing the vision:
relevance establishing strategic achieving operational
objectives effectiveness

Figure 1.2 Two approaches to strategic thinking

The text has introduced the four main elements of strategy and the two main ways of
engaging in strategic thinking. A strategic approach also involves a number of dis-
tinctive perspectives, which follow from the analysis above. Any strategy lacking the
following perspectives is unlikely to be successful:

« Strategy involves looking into the future, not simply focusing on the present or
extrapolating what has happened in the past. It involves intent, which both estab-
lishes a future direction or destination, and the importance of time because that
intent cannot be realized immediately.

« Strategy tries to achieve a balance between flexibility and stability and so avoid
either the straitjacket of excessive rigidity or the anarchy of repeated and random
changes of direction.

e Strategy emphasizes asking pertinent question(s) as much as providing the
answer(s). This means the finding of a problem worthy of serious consideration as
much as the resolution of marginal problems thrown up by current operations.
Others may be happily unaware that a problem exists or that such a question can
even be asked. In this way the strategist moves from known into unknown territory.

« Strategy is complex, dealing in highly intricate systems of cause and effect. It is
concerned with what have been called, rather aptly, ‘wicked problems of organized
complexity’ (de Wit and Meyer, 1998: 47).

« Strategy is itself holistic in that it recognizes the many interconnections between
superficially different aspects of business activity and different problems. Strategy
integrates all the functional business activities — marketing, finance, human
resource management, information systems — and gives them coherence.
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Strategy

Levels of
strategy
making

Who are the
strategists?

« Strategy is rooted in particular historical experiences — it is always path-dependent,
reflecting the experience through which an organization has reached its present
situation.

* Strategy is interactive. The quality of a strategy reflects the degree to which it takes
account of the strategies of other players — competitors, governments and
cooperators.

Strategy and a strategic orientation:

e ook to the future

e aim for a balance between stability and flexibility

e ask new questions rather than answers old questions
e are holistic and integrative

e are complex

e are path-dependent

e are interactive

Which organizations make strategy and at what levels of an economy? There are
inevitably different levels of strategy making, from the functional level within an enter-
prise to the level of government in a country. Strategy is about the location and signifi-
cance of boundaries. Such boundaries define an outside and an inside, and thereby
potentially a strategy-making unit. These boundaries define the scope of strategy at the
different levels, whether the boundaries are between functional departments, strategic
business units, corporations, communities or networks, or even countries.

Every boundary can be crossed. Increasingly, corporations actively interact with
their outside environment and change it, and through the action of players outside
the enterprise, that environment in various ways penetrates the corporation and
changes it. This interpenetration is changing its nature over time and is the stuff of
strategy making. Simultaneously, there may be a function strategy, a business
strategy, a corporate strategy, an industry strategy, a community strategy, even a
country strategy, all intertwining with each other.

Does the nature of strategy differ from level to level? Has the internationalization
of business, for example, changed strategy making? The content of strategy at the
two levels definitely differs. What the local coffee shop does clearly differs from what
a large multinational corporation does. Strategy in a global world has begun to
change from what it was in a domestic context, if only because of the increasing
scale of all the activities. The achievement of competitive advantage and the man-
agement of risk at the global level involve different kinds and amounts of functional
activity. The global context has begun to have a powerful influence on the strategic
dimensions of every enterprise or organization.

Initially, strategy making assumes the existence of at least one strategist, commonly
the chief executive officer, who takes responsibility for the successful formulation
and implementation of strategy. Few commercial enterprises are run as a democ-
racy, and very few not-for-profit organizations. However, in practice, strategy
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making is usually done by a large number of people, not just a few. It is often a
group activity, involving cooperation.

Not all strategists realize that they are strategists. However, with hindsight,
strategy making can always be recognized. Strategy is often conducted in an intu-
itive way, implicit rather than explicit. Because strategy is universal, embracing a mul-
titude of different activities and circumstances, appropriate definition is difficult. In
one sense the whole of this book is part of an attempted definition, one specifically
relevant to the area of business, the last chapter providing an informed guide to the
making of such a definition.

A brief history of the concept

Today strategy is one of the most commonly used words in management studies, but
its use was not, and is not, limited to that area. Thinking and writing about strategy
has a history stretching back far earlier than management studies, a history which is
interesting in its own right. It has been one of the most debated concepts, both in its
definition and significance.

The history goes back to Greek and Chinese military thinkers, whose insights it has
recently become fashionable to quote. In ancient Greek the term strategos means an
army or its leader. Strategic thinking, in the sense of systematized and institutional-
ized military thinking, was revived by German military thinkers during the nine-
teenth century.

In war the overall aim is obvious, the military defeat of the enemy, but the means
of achieving that aim need to be carefully articulated. A clear distinction is made
between strategy and tactics. For example, Carl von Clausewitz (1984) distinguished
tactics from strategy: ‘tactics ... [involve] the use of armed forces in the engagement,
strategy [is] the use of engagements for the object of war’ (quoted in Ghemawat,
1999: 2). Strategy involves both the formulation of the overall aim as specific mili-
tary objectives and the successful implementation of these objectives. It therefore
involves both the marshalling of a wide range of resources to the task and their
deployment in a way which maximizes their effectiveness, but also the simultaneous
anticipation of what the enemy will do, given its own resources and its likely know-
ledge of the enemy’s resources. The strategy needs to be efficiently implemented,
which involves careful preparation, good training and the use of effective tactics.
More attention is often concentrated on the effective use of tactics by, for example,
Julius Caesar, Alexander the Great or Napoleon than on their ability to get the
strategy right, the core of which is the repeated concentration of strength in the
right place at the right time.

The military link has continued through to the present day. Many still see a paral-
lel between military strategy and business strategy, drawing a further parallel
between tactics and management. The influence of this view clearly underpins the
assumptions of the classical approach to strategy discussed below.

While the business enterprise remained small and of low capital intensity and
while the invisible hand of Adam Smith appeared to rule economic life, strategy
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remained dormant as an idea relevant to the business world. When, in the second
half of the nineteenth century, the large modern business corporation emerged and,
alongside it, the visible hand of deliberate business policy, strategy began its life as a
practical application to the business world of a simple principle, shaping one’s own
fate. As enterprises grew larger, they began to try to control market forces and
impose their stamp upon their environment. The first real practitioner in any system-
atic way was probably Alfred Sloan of General Motors and the first academic com-
mentator was Alfred Chandler (1962), who chronicled, using a number of
comparative treatments, the history of the modern business enterprise. Alfred Chan-
dler’s main achievement was to explore the implications for strategy of the emer-
gence of the modern corporation. In particular he traced in some detail the
interaction between strategy and organizational structure.

Strategy is related to planning. Its rise and fall in popularity is linked with the change
in attitude to planning. During the twentieth century the techniques of formal and
systematic planning became popular in both communist and capitalist economies. It
is fitting that the total mobilization of resources for two world wars provided a model
of how planning might work. Business planning has quite a long history, both as a
practical matter and as a subject of teaching, notably in American business schools
such as the Harvard Business School. The case study approach, pioneered by Harvard
Business School, highlighted the way in which, in the same industry, different out-
comes for enterprises reflected different strategies and different planning models.

Strategy and

planning

Theory often evolves to cope with a changing world, although the development of
such theory tends to lag behind practice. An interesting interpretation of the history
of the strategy concept sees it developing over the period from 1945 to the present in
four stages, which are defined by the changing problems imposed on enterprises by
an evolving socioeconomic environment (see Drejer, 2002: 22—4).

The stages of

development
of strategy

From 1945 to the mid- to late 1960s, the economic context was a relatively stable
one, simple to understand, but expansionary. Most economies had been exhausted
by war. In 1945, levels of production were well below pre-war levels. During this
period overall demand in the world economy tended to be greater than overall supply.
There was considerable pent-up demand. There was also a backlog of unexploited
technology. The immediate aim of enterprises was the meeting of that demand. Sat-
isfying precise consumer requirements did not matter too much; almost any output
was better than none.

The role of strategy in such a context was to mobilize economic resources in an
orderly fashion to support a rapid expansion in supply, at first in order to implement
recovery from the war and later to use already existing technology to meet the pent-
up investment and consumer demand. During this period long-range planning was
still accepted as at the heart of any strategy, since economic priorities were clear.
Strategy consisted of budgets and programmes put together in one overall plan. The
main problem was to plan financially in order to integrate the enterprise internally
around the broad aim of profit satisficing within the framework of the plan.

As a separate branch of management studies, strategy was born in 1965 with the

Stage 1
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publication of two significant books: Learned, Christensen, Andrews and Guth’s
Business Policy: text and cases (1965) (wherein Andrews wrote the text and the other
authors wrote the cases) and Ansoff’s Corporate Strategy (1965). Work in these areas
was clearly well developed.

The basic design school model (Figure 1.3), most closely associated with the name
of Andrews, is a prescriptive conception. It is intended as a practical guide for dealing
with a complex environment in which there are external as well as internal contexts
relevant to the enterprise. The approach is best encapsulated in the SWOT model
(Strengths, Weaknesses, Opportunities, Threats), probably the most commonly
applied method in strategy making. It is often reproduced in flow charts which separ-
ate out the key steps in strategy making.

On the other hand, Ansoff prescribed an extremely detailed but potentially overly
rigid form of strategic planning, reflecting the nature of long-term planning as it
had emerged. He recognized the severe constraints placed on businesses by their
existing resources.

During this early period there was a marked reluctance to overgeneralize about
strategy and a desire to acknowledge the uniqueness of each experience, as shown
by the case study approach. While academics were reluctant to make excessive

Scanning the external Analysing the internal
environment environment
(external appraisal) (internal appraisal)
Identification of Identification of strengths
opportunities and threats —| Formulation |<e— and weaknesses
(key success and risk factors) (distinctive competencies)

Consideration of all
possible combinations
(creation of strategies)

Social responsibility ——| Comparison |<=—— Managerial values

Evaluation of best matches

/

Choice of strategy

'

Implementation
of strategy

Source: Adapted from Learned et al. 1965.

Figure 1.3 The design school model
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claims for strategy making of any kind, enterprises themselves were not so con-
strained. They did not display the same circumspection.

From the late 1960s to the late 1970s, there was more rapid and extensive change,
but change of a reasonably predictable kind. Most developed economies were now
operating close to the frontier of best-practice technology. Inflationary forces began
to emerge, particularly cost inflation involving various commodities and labour, but
were still under broad control.

Prioritization became less significant as supply began to catch up with and even
run ahead of demand. The consumer became more discriminating. The need to
satisfy the consumer in order to make a profit rose in importance. Strategy became
more concerned with directing resources into the most promising areas. It began to
change its nature, as a changing environment prompted the first efforts to cope with
that outside environment, including the choice of desired products and markets.
Where an enterprise positioned itself became important.

Further development of strategic thinking resulted from the work of the new con-
sultancies. In the words of the founder of the Boston Consulting Group, BCG was in
‘the business of selling powerful oversimplifications’ (Ghemawat, 1999: 9), which is
true of all consultancies. This work was for the most part based on simplified con-
cepts or partial models which only dealt with parts of a broad strategy, although any
recommendations made often involved quite sophisticated modelling. The notion of
the experience curve, the growth/share matrix and the profit impact of marketing
strategies (PIMS) are well-known examples of the new methods.

Another consultancy, McKinsey’s, in conjunction with General Electric, a
company which pioneered and developed many different techniques of strategy
making (see the case study in Chapter 16), developed the notion of the strategic
business unit. Both this and the growth/share matrix marked the entry of portfolio
analysis into the area of strategy making. Such techniques were highly relevant to
conglomerate and diversified companies in choosing their business units. The prac-
tice of some kind of portfolio analysis became common among American enter-
prises. All these techniques soon came under attack for being overly mechanistic and
static in their view of a rapidly changing business world.

Stage 2

Between the mid-1970s and the mid-1980s change became discontinuous. This was
the era of the oil price shocks and the later debt crisis in the developing world. Infla-
tion accelerated and growth slowed. The rate of growth temporarily decelerated as the
easy gains of the 1950s and 60s were exhausted. In the era of stagflation, inflationary
forces temporarily concealed the tendency of supply to run ahead of demand.

The main need of any good strategy was now to allocate resources, including cash
flow, in order to develop a competitive advantage, which, in turn, was necessary in
order to yield the profits that generated the investment funds required. The focus fell
on the portfolio of an enterprise’s products and services and the nature of competitive
behaviour in the markets. Strategy was increasingly being made at various levels,
including business, functional and corporate levels.

In the area of strategy, the 1980s were dominated by Michael Porter, who has done
more to develop the theory and application of strategy than any other theorist or

Stage 3
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practitioner. He published Competitive Strategy in 1980 and followed it up with a
series of long books, representing a comprehensive approach to the subject. Many of
his insights were encapsulated in neat diagrams and summaries which have had a
wide and continuing influence, such as the five forces of competition and the
competitive diamond, both discussed later in this book.

Porter’s originality was to insert the Andrews’ approach into the framework of an
academic discipline; economics. For the first time an academic was willing to general-
ize. Porter sought to position the enterprise, and/or its strategic business units, in its
strategic environment, principally its competitive environment. It was a matter of
selecting appropriate arenas for business activity and a desired mix of products,
markets and functional activities. He therefore concentrated his attention on the
environmental side of Andrews’ analysis. Paradoxically for many readers, this would
have the effect of reducing the significance of strategy by assuming away the unique
identity of the individual organization.

Finally, during the 1980s, change became not only discontinuous but rather more
unpredictable, with new and more complicated dimensions added, as the
communications/information revolution began to bite and other demands on
business emerged. In the 1990s, growth once more accelerated but in a context in
which there were the beginnings of deflationary tendencies. Overcapacity
emerged in various sectors of the economy.

It became necessary for strategy to manage and integrate problems in many dif-
ferent areas, including government deregulation, contrasting economic circum-
stances, rapidly changing technology and new conservationist and environmental
demands. Strategy had to expand to embrace these new areas, including a return
to a proper consideration of the enterprise’s available resources to meet these
various requirements.

The 1990s saw the focus of interest shift once again, this time, as might be antici-
pated, to a greater attention to the other half of the Andrews’ concern, the internal
resource position of the enterprise. There was an explosion of articles on the so-
called ‘resource-based view’ (RBV) of strategy. The elaboration of this view was not
associated with one particular commentator. The debate considered specific capabili-
ties, competencies and even the management of technology as well as resources in
general. Various researchers began to explore the context in which the process of
strategy making itself occurs, focusing on the social and political constraints on
strategy making.

The account above indicates how strategy was cumulative in its build-up of tech-
niques. No strategic method from earlier stages was discarded. Rather they were all
improved and used where and when appropriate. As a result, the complexity of
strategic management increased enormously. No exact blueprint for strategy making
emerged from this history, rather a proliferation of different views about how it
should be done.

A careful analysis, as shown in the next section, shows that the difference between
strategic methods is much less than often appears, once the changing conditions and
fashions of different decades and the changing circumstances for which the different
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approaches are valid are allowed for. Much has been accomplished in a relatively
short history. There is already a good base to build upon in constructing an inte-
grated approach to strategy making.

A multiplicity of meanings

A starting
point — four

possible
general
approaches

Strategy means something different to every person who uses the concept. There are
countless books and articles using different definitions of the term. A powerful concept
can have, perhaps should have, a measure of ambiguity in its meaning but it cannot
mean all things to all people; it requires some degree of precision in its definition. On
the one hand, the multitude of different usages indicates the importance of the
concept, the sheer breadth of its scope. On the other, it suggests dangers in the indis-
criminate use of such an ambiguous term. Concepts which develop such an elastic-
ity of meaning often lose their significance; their use can become a mere cliché. One
aim of this book is to assess:

 the maximum degree of precision possible in defining the term
¢ the minimum degree required for producing a workable concept.

An interesting starting point for defining strategy are four general approaches which
can be clearly distinguished (see Whittington, 1997; Egan, 1995). Each of these per-
spectives differs in the way in which it combines two defining elements:

1. Whether the processes of strategy making are deliberate, explicit and handed
down from above or emergent and often implicit, coming from different levels of
the enterprise, including the bottom, and involving continuous modification of
the content of any strategy.

2. Whether the outcomes reflect the single motivation of profit maximization or a
more pluralistic motivation, such as satisfying the various stakeholder groups.

Choice of these elements reflects the different emphases obvious in the literature,
and indicates a way of separating particular views about what is important in defin-
ing strategy making. These are by no means the only elements which could be used
to classify different perspectives, but they are undoubtedly significant ones. The com-
binations of the two elements define four possible perspectives which might domi-
nate (Figure 1.4):

(A) Classical — the traditional view of strategy making. It regards strategy making
as comprising deliberate, explicit and rational analysis and emphasizes profit maxi-
mization as the only acceptable motivation for any strategy. Classical strategy com-
bines the thinking of the military strategist with some aspects of the economist.
Leadership is seen as a key element, since the leader chooses the strategy. The
strategy is handed down by the leader, the strategist, to be implemented by the
managers. The formulation and implementation of strategy are seen as separate
and sequential activities.
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Figure 1.4 Dominant perspectives in strategy making

(B) Evolutionary — the view of the typical economist. It adopts a fatalistic stance,
putting the emphasis on the emergence of a strategy as the outcome of the competit-
ive discipline of the market, that is, as the outcome of blind forces weeding out the
failures and leaving only the successful. The market operates rather like the process
of natural selection in biology, removing those who fail to adjust successfully to a
changing environment and leaving only that strategy which is best adapted to the
changing economic environment.

Such a perspective stresses an unavoidable profit maximization which is imposed
on the enterprise by the dictates of the market environment. In other words, even if
managers do not deliberately adopt profit maximization as an objective, they are
obliged to do so by the forces of competition. There is in reality little room for strategy
in such a situation. This is very much the invisible hand of Adam Smith rather than
the visible hand of Alfred Chandler.

According to this view, complex organizations move more slowly than the environ-
ments in which they have to operate. Either enterprises adjust sufficiently to the
changing environment or they are culled. The most that the leader of an enterprise
can do is to recognize the inevitable and encourage mechanisms of successful adap-
tation when and where they occur.

(C) Processual — the view of the social realist. It moves the observer away from an
emphasis on economic rationality and profit maximization, and away from the con-
ception of the market or the organization’s leader as infallible. It takes a subtle, more
pragmatic view of behaviour and stresses a number of key constraints on the process
of strategy making:

* so-called bounded rationality, that is, rationality constrained by the limited know-
ledge of individuals and their limited capacity to process incoming information

 the messy nature of political bargaining and negotiation

* the prevalence of satisficing in environments which are tolerant of some measure
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of underperformance and allow the appearance of significant organizational
slack, both typical features of the real world. In such a world, business activity is
designed to produce a satisfactory rather than a maximum return.

In this approach strategy is viewed as defined by the nature of the strategy-making
process rather than the particular content of any strategy. In this world strategy is
usually a matter of incremental change, since nothing more is possible.

(D) Systemic — the view of the social relativist. Strategy reflects the nature of the
social system — its attitudes, values and behavioural patterns. Strategy is what differ-
ent societies make it. Such a view emphasizes a deliberate but relativist approach,
one which sees strategy as imposed from above but business behaviour as embedded
in a network of particular social and political relations. The motivation of a strategy
is itself culturally conditioned, reflecting the society in which the strategy is devel-
oped. Both institutional and cultural contexts differ from society to society. For
example, in the business world there are enormous differences in the accepted role of
government or the family firm.

Each of the major approaches by no means excludes the relevance of the others at
the national level; each has its area of relevance, whatever the economic system:

 The classical approach is seen as most relevant in mature, stable and relatively
predictable environments and for industries where capital-intensive technology
predominates and/or some degree of monopoly is the norm. The conditions
which favour such an approach are quite rare. In practice the classical approach
is more likely to be adopted by start-up companies or those in crisis and attempt-
ing a turnaround, if there is the time and the resources to make an explicit
strategy. The founder or saviour is often expected to adopt such an approach, at
least implicitly.

 The evolutionary approach best relates to new industries or those subject to rapid
and dramatic change, particularly where a large number of small enterprises
exist and compete vigorously with each other. Such competitive conditions are
also rare, but apply mostly to what commentators have called the ‘new
economy’, particularly in the period between the action of a first mover in creat-
ing a new sector or branch, and the emergence of a mature new sector of the
economy. Where technology and tastes are fluid and rapidly changing, the evolu-
tionary approach represents an accurate description of the possibilities for
strategy making.

 The processual approach is relevant to any ‘bureaucratic’ system, which means in
some way all organizational structures, but it has particular relevance to complex
organizational forms. It is most relevant to protected bureaucracies or knowledge-
based enterprises where a continuous flow of incremental change coming from the
bottom is enough to keep the enterprises competitive.

* The systemic approach simply asserts that any strategy must fit its context whatever
it is and be dictated by the culture, which varies by time and place. That context
determines both what can be done and what is likely to be included in a strategy.
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The last approach to strategy highlights differences which reflect the social and cul-
tural milieu in which the strategy is made. For example, the first three approaches
are preferred in different kinds of society. Many economists in Anglo-Saxon market
economies take the evolutionary point of view and see little value in committing sig-
nificant resources to strategy making. Others in the developed market economies,
notably in Japan and Continental Europe, are more closely allied with the classical
position. Inevitably in the less developed world the processual approach, with its
emphasis on constraints, has much more credibility.

Even views about the nature and role of strategy itself are culturally determined.
For example, attitudes on the value of time, the exercise of power or the level of
uncertainty differ enormously and colour the whole approach to strategy making:

» Some societies are happy to focus on benefits which are only realized well into the
distant future. They are much more ready to take a long-term point of view, while
others take a short-term view.

» Some are always looking for the decisive exercise of leadership, others see decision
making as requiring a collective consensus. Some accept a significant degree of
individual initiative outside the normal processes of collective decision making,
while others suppress the exercise of individual initiative in any way.

* Some are prone to be risk-averse, others have a much greater appetite for risk.

There are pronounced national differences in all these areas. Such differences are
bound to influence the nature of strategy making in different societies.

In these societies there are relevant institutional differences which involve the
roles of market and government and other organizations such as the family. The
Anglo-Saxon mode (or American), which is the focus of most textbooks on strategy,
is not a good description of what happens in many other economies. It focuses on the
business enterprise, and therefore on corporate strategy. It assumes that the family
enterprise is not significant and that government adopts, or at least should adopt, a
stance of non-intervention in the market. At the beginning of the 1990s, before the
persistent problems confronting Japan became evident, an obvious distinction was
made between the American and Japanese approaches to strategy. The frequent
recurrence in very different societies of various kinds of national planning creates
market systems which diverge significantly from the American model. The preva-
lence of family firms or large conglomerates also affects the nature of strategy
making. Others have distinguished a larger number of variants of the capitalist or
market economy and therefore of strategy making itself (Hampden and Trompe-
naars, 1993). For example, there are various European variants, not just one.

The general approaches described above are very broad. It is helpful to move beyond
these to identify the main elements which, according to different authorities, go to
constitute strategy making. It is easy to do this by distinguishing as many schools of
strategy making as can be found. Mintzberg et al. (1998) distinguished 10 different
schools, although as many as 14 are discussed in the literature, each implying a dif-
ferent definition of strategy. The number could be further expanded but the differ-
ences then become trivial.
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The schools discussed below differ in a substantive way, taking different aspects of
strategy and elevating them to the role of defining element. Some of them consider
the process of strategy making itself as the starting point, others take the content or
context as the initial element. The first three are prescriptive, laying down what strat-
egists should be doing. The others are descriptive, in that they describe what actually
happens in strategy making:

1. Strategy as design

A good strategy is designed to fit organizational capability with environmental
opportunity. It is best summarized by the SWOT approach and has very close links
with the case study approach pioneered by the Harvard Business School.

This school sees strategy as based on the classical approach. It is the rational
product of a senior manager, usually the chief executive officer, consciously and
deliberately finding a fit between the internal strengths and weaknesses of an enter-
prise and the external threats and opportunities it faces. A strategy is viewed as an
explicit, simple and unique conception. Formulation precedes implementation and is
separate from it. There is often a range of options from which the strategy to be
implemented is chosen. The one which provides the best fit or best design is chosen.
This was the dominant school until the 1970s but still has enormous influence.

2. Strategy as planning

The strategy as plan is a detailed scheme for allocating resources to achieve the
objectives specified according to a prescribed timetable. In the view of this school spe-
cialist staff planners take over the strategy role. Strategy becomes a highly formal-
ized process, divided into easily decomposable steps, delineated by checklists of
necessary actions, and supported by techniques relating to the specification of objec-
tives, the establishment of budgets, the spelling out of programmes and operating
plans. This school’s view of strategy is again fully consistent with the classical
approach. By the mid-1970s this was the predominant school.

3. Strategy as positioning

Strategy is seen by this school as a matter of choosing an appropriate industry or
sector to be in, finding the best market segments and focusing on the preferred value-
adding activities. This requires detailed analysis of the data relating to the industrial
situations in which the enterprise has to operate. Such positioning is consistent with
either the classical or the evolutionary approach. By the 1980s this had become the
dominant school.

4. Strategy as entrepreneurship

The strategist, seen by this school as the leader, usually the founder and chief execu-
tive officer, is concerned with closely controlling the enterprise in order to realize his
or her vision. The leader is an innovator who often works by intuition or imagination
to create something new. This shifts the definition of a strategy from a precise design,
plan or position to an imprecise vision or even a broad perspective which has to be
realized. However, the maintenance of an entrepreneurial orientation continues to be
important even beyond the period during which the founder is dominant, if the enter-
prise is to continue to be successful. This school has strong classical elements. This
interpretation is not new and has never been absent from strategy making.
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5. Strategy as the reflection of an organizational culture or social web

Strategy is viewed as a social process, albeit a complex one. The nature of an organ-
ization and its culture constrains what is possible, predisposing the strategic process
to certain channels and certain outcomes. Strategy is about integrating disparate
elements of the ‘social web’ and finding common interests among those elements. It
is about conserving what the enterprise already has and using its resources to its best
ability. It stresses the dangers of dissipating resources which are embedded in the
organization itself. This approach is consistent with both the processual and systemic
approaches. The debate in the 1960s, which widened the view that economists had of
the firm, first introduced such issues. During the 1980s, comparison between the
prominent capitalist models and the Japanese variant also promoted this kind of
approach among commentators on management.

6. Strategy as a political process

Here the emphasis is on the exercise of power, whether within the enterprise or
outside it, specifically as it relates to the making of strategy. The various interests or
stakeholder groups, often fragmented and divided, who share power within an enter-
prise have to persuade and be persuaded, to confront and be confronted. The enter-
prise itself has to negotiate its way through strategic alliances, joint ventures and
other network relationships in order to make a strategy. Strategy results from bar-
gaining, compromise and the exercise of power by the relevant groups. This school is
unashamedly processual.

7. Strategy as a learning process

In this conception strategy is seen as a process of exploration and incremental dis-
covery. Strategic knowledge emerges gradually as the result of the interaction of a
large number of strategists, possibly all the employees of an organization but cer-
tainly key individuals spread throughout that enterprise. There is no difference
between strategy formulation and implementation; they occur simultaneously.
Strategy emerges from a process of discovery and learning. The views of this school
are consistent with the evolutionary and the processual approaches.

8. Strategy as an episodic or transformative process

This school sees strategy as contingent on particular circumstances and moments in
the life of an organization. It is a matter of the unfolding in real time of different situ-
ations, all heavily contingent on different circumstances, and the temporary emer-
gence of specific configurations. This school emphasizes for different situations the
elements highlighted by other schools. It puts the stress on the same enterprise in
different circumstances and its ability to handle the relevant transitions. In particular it
analyses the quantum leaps from one situation to another, the so-called transformation
situation, for example during the start-up of new enterprises or turnarounds of
enterprises in trouble. Strategy is a matter of dealing with the demands of these dif-
ferent episodes in an appropriate way. In such an unfolding context, strategy is some-
times classical, sometimes evolutionary and sometimes processual.

9. Strategy as an expression of cognitive psychology
This school concentrates on what goes on in the mind of the strategist, the mental or
psychological processes involved in strategy making. It focuses on the cognitive biases
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of strategists and, even more importantly, on the process of cognition itself, including
the way in which information is filtered, knowledge is mapped and conceptualization
itself occurs. It emphasizes the subjective element of interpretation rather than the
objective reading of reality, but considers both. It takes account of motivation as well
as the different ways in which a mind works, using reason, intuition or any other
faculty which is relevant. This is present in all types of strategy making.

10. Strategy as consisting in rhetoric or a language game

This school sees strategy as concerned with the way in which strategy is talked
about, the kinds of conversations or discussions, both formal and informal, which
take place in organizations making a strategy. These are usually aimed at achieving a
consensus and encouraging certain kinds of strategic actions. It is about the lan-
guage required to persuade employees to think strategically or to act to promote a
particular strategy. This interpretation of strategy is closely linked with the cognitive
interpretation. This occurs in all strategy making.

11. Strategy as a reactive adaptation to environmental circumstances

Strategy is seen by this school as similar to ecological adaptation, leaving little room
for the strategic manoeuvre usually associated with a strategy. Strategic action is
reactive rather than proactive. This is a variant of the evolutionary approach. Cir-
cumstances largely dictate what a strategist should do, although there may be a
number of different possible contingencies. Often all the strategist can do is reinforce
behaviour which is adaptive to whatever new environment appears. Adaptation is
the key to success and strategy is understood as comprising this adaptation. There is
an element of this in all strategies.

12. Strategy as an expression of ethics or as moral philosophy

This school sees the strategist as a moral agent, engaging in ethical conduct. The
strategy embodies the values of the strategists. Strategy is as much about the nature
of the ends and goals of all stakeholders and how they are reconciled. It is also about
what strategic action is acceptable. The concern with values might be for good
reasons, since a failure to behave ethically can have disastrous results. Strategy is as
much about the reputation of the enterprise, particularly in the eyes of its stakehold-
ers, as it is about profit, although in many cases being ethical may not be incompati-
ble with being profitable. The stress is on the content of the strategy.

13. Strategy as the systematic application of rationality

Strategy is applied reason, the application of reason to the leadership and conduct of
management within any organization. This school sees an equivalence between
strategy and its many elements and an attempt by a strategist to use the differing kinds
of rationality. It interprets strategy as only qualifying as strategy if it is an attempt to
apply reason to the organization of business activity. The school is concerned with
excluding the irrational from strategy making, that is, elements such as whim or intu-
ition. This interpretation of strategy is only consistent with the classical view.

14. Strategy as the use of simple rules
This school interprets strategy in a highly practical way as the application of a
limited number of simple rules derived from both general experience and the exper-
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ience of particular industries. The rules exist because of the degree to which behav-
ior is repeated and particular types of problem recur. Through these rules, strategy
enables enterprises to successfully seize opportunities in fast-moving markets and
environments of rapid change when there is not enough time for following more
elaborate procedures. The rules can apply to a whole range of decision-making
areas — notably the ‘how to’ of business behaviour, setting the boundaries of various
types of business activity, fixing priorities for the achievement of objectives and the
timing of key decisions, such as when to exit from certain business areas. Such a
view is consistent with the processual approach.

There may appear to be a ragbag of other interpretations of strategy which do not
have the intellectual standing of those above but nevertheless express important
truths (Singer, 1996). For example, formal strategy making may play a number of
different roles: acting as ritual, reinforcing a culture of rationality; as glue, bringing
together or uniting managers: as a battery, energizing or providing a source of moti-
vation; as a status symbol, for those with access to the secret information: and as
pliers, to extract information from subordinates. The use of such graphic metaphors
helps us to better understand the multiple roles of strategy making, but do not con-
stitute a sufficient difference of content or process to be the basis for forming differ-
ent schools.

Each of the different schools illuminates a different aspect of strategy making. The
first four indicate what should be done, not what is commonly done. Some are con-
cerned more with process than content. Moreover, they indicate the limits on the
process, whether these are cognitive, ethical, social or political. Mintzberg and
Lampel (1999) have reduced these in a simplified scheme to the four ‘p’s — strategy as
plan, perspective, position and ploy.

The author likes the term ‘strategic thinking without boundaries’ (Singer, 1996),
which justifies a widening of scope to include the many different elements described
above. This book takes all the different schools into account. How a business plan or
model or a strategic plan is drawn up is a matter for individual managers to decide,
according to the requirements of the particular industry or sector. The main purpose
of the book is to clarify the theoretical issues preparatory to actually thinking and
managing in a strategic way. The appropriate way of doing this in particular cases
should become obvious after the practitioner has analysed the relevant concepts.
Analysis of the relevant concepts is not a luxury, it is a necessary preliminary to
actual strategy making.

Assumptions and metatheories

Often practitioners find it paradoxical to theorize about a highly practical activity
such as business management. Businesspeople are often disparaging of theorists
who lack management experience and are therefore dismissive of theory itself. Such
an attitude can make its holders vulnerable to an unthought-out addiction to
current, or even out-of-date, fashion. All can become prisoners of theorists who
unbeknown to them pioneered the fashionable views adopted by many practitioners.
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The intellectual influences on a mode of behaviour are often hidden and uncon-
scious. There is a gain in making these influences transparent and deliberate. Other-
wise a person may hold contradictory attitudes, some of them at odds with the
nature of the world in which he or she operates. Formative years make attitudes but
the world changes and, if a person is not careful, he or she does not. Without theory
it is impossible to learn since it cannot be known what should be learned. Everyone
can gain from occasionally being reflective. Very few people are intuitively right for
more than a brief period of time, nor can they know, without systematic thought,
when they are right and why they are often wrong.

Differing interpretations of the world lead to different interpretations of what the
term strategy means. Each of the above schools has a link with a particular acade-
mic discipline, sometimes a strong link. These links sometimes enhance the potential
strategy, sometimes they limit what it can be and do. All disciplines have different
preconceptions of how the world works. It is necessary to see the link between the
preconceptions implanted by the relevant discipline and to have an understanding of
what strategy is. This assists in developing an understanding of what strategy
making involves.

Whittington (2001: 23) has asserted that strategies ‘are a way in which managers
try to simplify and order a world which is too complex and chaotic for them to com-
prehend’. He goes on to point out that for every manager the strategy-making
process starts with a fundamental strategic choice: which theoretical picture of
human activity and environment fits most closely with his or her own view of the
world, his or her personal ‘theory of action’. It is impossible to write a book about
strategy without taking all sorts of positions, usually implicitly, on such issues as
what motivates human beings, or even what constitutes a valid approach to the
application of theory to practical activities. Hopefully the assumptions made
throughout the book are consistent but it is impossible to justify at length all the
positions taken. This would itself constitute another book. It is necessary to make
explicit some of the premises on which the book is built.

Intellectual

influences

There must be some treatment of what are called metatheories, that is, the broad
cognitive maps which underpin a specific way of thinking. Anyone who reflects even
for moment on the nature of the human condition has a veritable atlas of such maps
to inspect. These are the implicit models of how the world works and how people
behave in that world, models which underpin any text, whatever the discipline, and
any mode of thinking. There are economic, political, social, even biological meta-
theories relevant to management studies. Such metatheories are usually taken for
granted or assumed as universally accepted by those working within the discipline in
which the text falls. This is seen by the consistency of approach and terminology in
most discipline journals.

To take just one example; the body of economic theory known as ‘neoclassical eco-
nomics’ is based on a metatheory, a set of assumptions about human behaviour
known as ‘economic rationalism’. In its extreme form, it claims that all human
behaviour conforms to the assumption of economic rationalism; all known human
actors are rational economic men. Many management theorists operate within this
metatheory. It has been important in the development of thinking on strategy. Part

Supporting

theories
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of its power derives from the fact that economic theory is more homogeneous than
the theory of other social sciences.

There are three different areas of focus for metatheory which are particularly rele-
vant to any book on management:

1. an underlying view of the nature of the world
2. aposition on how it is possible to learn about that world
3. an attitude on what determines human behaviour in that world.

The approach adopted in this book is very much a pragmatic one. It presents an eclectic
theory, that is, borrows from different theories. It is both positivist, with significant
reservations, and postmodernist, also with significant reservations. It rejects both the
total dominance of rationality and the extreme relativist point of view. Human moti-
vation is as much intuitive as rational but the mix is culturally determined.

Most textbooks on management are written from an American perspective. For this
reason these texts use the metatheories which are accepted in the USA. Neoclassical
economic theory is certainly part of that perspective. The American perspective
includes the assumption that management and the management context is the same
the world over, largely because economic theory considers specific cultures largely
irrelevant to any economic behaviour. The assumption is that if the world is not like
America, it should become so and is, in any event, likely to become so in the very
near future. There is some measure of truth in this view but it is far from being the
whole truth.

There is one obvious source of difference in understanding both what manage-
ment is and the activities it involves, that of ‘cultural divergence’. There is some liter-
ature which explicitly shows the falsity of the assumption of a uniform global
culture, and therefore of management practices, but it is not vast. Hofstede (1983,
1991) pioneered this work, showing that Americans have certain characteristics
which stand in marked contrast with those of the inhabitants of other countries.
Using the terminology of Hofstede, Americans are:

« rational rather than intuitive in their approach

e extremely individualistic

* firmly short term in their orientation

* quite masculine in attitude

* weak in uncertainty avoidance and power distance.

These attitudes are well suited to a reliance on the market in economic life. They also
define the nature of management studies in the US. There is a self-reinforcing cycle
at work. The market reinforces such attitudes and such attitudes predispose society
in favour of the market as the basic mechanism for the allocation of resources and
the distribution of incomes. They are also important in defining what is meant by
strategy in different societies.

Trompenaars (1983, 1998) has confirmed the different nature of capitalism, and
therefore the different role of markets, in different parts of the world. Such different
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contexts influence the role of strategy. Because of these differences, strategy can
mean different things in different countries. Strategic management in the USA is not
the same thing as strategic management in Germany or Japan, let alone Kenya or
Indonesia. Pascale (1982) reports that the Japanese do not even have a phrase for
‘corporate strategy’. The American concept rests, developed in the relatively prosper-
ous and stable world of the 1950s and 60s, on an assumption of ‘cultural volun-
tarism’, the exercise of free will, rather than determinism. Global strategic
management is itself a problematic concept. Throughout this book there is reference
to the fact that operating at the global level requires a sensitivity to these differences.
Almost every chapter includes reference to the various ways in which particular
strategic questions are answered in different countries.

Academic disciplines see strategy in very different ways. Some disciplines are
closely associated with particular schools of thought on strategy. For example, the
positioning school has a rather obvious base in economic theory. It is not accidental
that economic theory has had the most influence on thinking about strategy. In
many ways it is the most rigorously developed discipline in the social sciences. The
economic discipline is the one which aspires to be closest to the scientific reliance on
a body of logical, internally coherent theory. There are some excellent books on
strategy which receive their coherence from the systematic application of such eco-
nomic theory (Ghemawat, 1999). It is paradoxical, therefore, that strictly speaking
economic theory implies either no role, or a minor role, for strategy. Indeed many
economists, notably those most wedded to the core neoclassical approach, are dis-
dainful of management studies, except insofar as it is a reflection of the body of
microeconomics used by them.

Other disciplines are used to provide an organizing framework in management
studies. Psychology, political theory and anthropology link up in rather obvious
ways with the cognitive, power and cultural schools which have grown in impor-
tance recently and have cast a new light on the relevant aspects of strategy. Manage-
ment studies is gloriously eclectic in its borrowing from different disciplines. Each of
these schools has a very different view of the world. This is not surprising since the
solutions to the problems confronted require an interdisciplinary approach.

Language itself is the filter through which it is possible to see and understand the
world. It is significant that American English is increasingly the language of
business, but even this form of universality has its limitations. The same word has by
no means the same meaning for different people. The number of languages in the
world may be in the process of significant reduction but there are still enough to
guarantee serious disagreement on the meaning of apparently simple concepts.

The opposite position, which stresses a uniformity of approach, is also untenable.
Extreme relativism is unacceptable. All players are not islands of comprehension far
distant from each other, since it is possible to share understandings. There is also a
real world out there and a sequence of events which occurs independently of the
observer and is the object of study, a world against which generalizations can be
tested. Any strategy must be subjected to a reality check, even if inevitably it is
imperfect. All theorizing is improved by such regular reality checks. It is possible to
share understandings about those events.
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One way of approaching these issues is to keep asking relevant questions since such
questions lay out the agenda:

What are the sources of order? How do we create organizational coherence, where activi-
ties correspond to purpose? How do we create structures that move with change, that are
flexible and adaptive, even boundaryless, that enable rather than constrain? How do we
simplify things without losing both control and differentiation? How do we resolve personal
needs for freedom and autonomy with organizational needs for prediction and control?
(Wheatley, 2000: 8).

Any serious theorist of management must remember to ask these questions, or a
similar group of questions. The reader should add his or her own questions. Such
questions lead straight to a confrontation with the metatheories talked about above.

A textbook on strategy is inevitably prescriptive. It advocates a position which
should be taken up, in this case with regard to the kind of strategy which is desirable.
Prescription must be based on both accurate description, that is, an empirical
approach to the world as it is, and careful analysis of that world, expressed in an
interpretation or theory of how the world functions, and finally on the way in which
the two are brought together. The relative emphasis on each of these aspects, theory
and practice, varies throughout the book, but the other is never far way.

Some commentaries on strategy reveal a marked lack of historical perspective, a ten-
dency to accept assertions which gain their main strength from constant repetition
rather than what is happening in the world of business. There are three myths which
illustrate this:

1. The world is one in which it is necessary to take account of continuous change
and profit from technical innovation. It is often asserted that the current world is
one of unprecedented technical change, with the emphasis on unprecedented.
Does this mean that the underlying rate of productivity has increased and, as a
consequence, economic growth has accelerated, and if so, by how much? The
issue is more complex than often assumed; it is by no means certain that it is true.

The world is in the middle of one of the great waves of technical change, one
which can be called the ‘communications/information revolution’. This does not
mean that the core of any strategy must be to develop an e-commerce capability,
regardless of the other big issues of strategy. In some cases this is appropriate, in
others not. Some textbooks give the impression that a failure to apply e-commerce
immediately is a sure prescription for disaster. The emergence of the new
economy does not suspend all the persistent and surprisingly robust relationships
which have always characterized economies. What is happening now is not in
substance any different from previous technical revolutions.

2. Another fad is globalization. What is meant by the repetition of the refrain that
‘the world is a global one’, when on analysis nearly all economic activities con-
tinue to have a home country bias? Have the ratios of internationally traded
output or internationally financed gross domestic capital formation really risen?
If so, over what period of time and by how much? What makes our world more
‘global’ than any previous world? Surely a robust home country bias is some-
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thing which every strategist should take into account? It also needs explanation
since the explanation will better inform any ‘global’ strategy.

3. The alleged ‘turbulence’ of our times has now entered, in textbooks, into the head-
ings of chapters on strategy. Why? Was the second half of the twentieth century
more turbulent than the first, with its world wars, its revolutions and its Great
Depression. It would be hard to argue the case. It is easy to argue more persua-
sively that turbulence has declined, that the current world is more ordered than
previous worlds. It is the very regularity of the modern world which promotes the
efficient operation of a capitalist economy. The patterns of behaviour are more
predictable and less risky than in non-capitalist economies.

None of the usual assertions about technical change, globalization or turbulence
should be taken for granted. It is necessary to ask questions concerning each of these
issues, ones not very often confronted, let alone answered. In tackling these ques-
tions it is necessary to stand back and view, with a degree of justified scepticism, the
twist put on current events by many commentators. A sensitive historical perspec-
tive is needed, as well as a holistic one, not limited in any way by discipline, fad or
personal interest. It is necessary to stand back and to look at empirical data with a
dispassionate eye, a historical eye, noting the obsessions of different generations and
putting them in a proper perspective. The strategic perspective recommended in this
book is meant to be good for all seasons, not just one particular historical conjunc-
ture. Good strategy is born of a sceptical mind. A good strategist reads books on
history and novels, even the Bible or Koran and sometimes learns more from them
than from management texts. It is better to read both kinds of texts, and even more
important to read with an open mind.

Equally to be avoided are excessive claims made for the ability of certain actions to
solve major problems. One tendency which mars many commentaries on manage-
ment is the obsession with the concerns of the immediate present which often turn
out to be fickle fashions or fads which come and go at a rapid rate. Management
studies are particularly subject to such fads. Its practitioners churn out the approp-
riate ‘buzzword’, such as total quality management, re-engineering, downsizing or
even downscoping, to name but a few, like a magical incantation. Each of these has
some validity, but none has the universal ability to solve all managerial problems.

In order to test how authentic a buzzword is, we can apply five tests:

It must come from what purports to be an authoritative source.

It must provide an instant cure to your real or imagined problem.

It must cause the hearts of managers to go pitty-pat with anticipation.

It must of necessity obscure the obvious and at the same time make the

uninitiated feel painfully inadequate for not recognizing the brilliant truth

encapsulated in the buzzword.

5. Finally, it must inspire pseudo-activity; that is, it must make people think

something important is happening while everything remains safely in place.
Source: Vaghefi and Huellmantel, 1999: 24.

=W =
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Strategists and stakeholders

There is one sense in which all members of an organization are strategists, since all
would benefit from thinking strategically, and another sense in which there is but
one strategist, the person who leads strategically, usually the chief executive officer.
These are extreme positions, but each has some validity.

One key issue is how the strategic thinking of any individual employee fits in with
the strategic thinking of the enterprise as a whole. Since the interests of all employ-
ees differ, their objectives also differ. This is part of a much broader problem, the exis-
tence of various groups of stakeholders with markedly different interests in the
organization. There are different aims and objectives envisaged for the enterprise,
each reflecting the nature of the different stakeholder groups. One of the first goals of
strategy is to reconcile the different strategic interests of these stakeholder groups.
The reconciling of these different points of view is a prerequisite for the articulation
of the strategic intent of any organization, that is, for a clear indication of what the
strategy is trying to achieve.

Before considering the nature of the strategic intent, it is necessary to define what
exactly is meant by a stakeholder and classify the stakeholder groups, in the process
indicating which stakeholder groups are likely to be important in the making of
strategy. There are two elements relevant to defining a stakeholder:

1. Aninterest in the operation of the enterprise and the nature of that specific interest.
The interest may arise because the stakeholder group makes an input vital to the
operation of the organization, or it might be an interest which arises because the
outcome of any strategy influences the wellbeing of the stakeholder in a significant
way, although the stakeholder may be a purely passive recipient of any impact.

A stakeholder has either an explicit claim on the enterprise — service payments on a
debt, wage and salary rewards — or the potential to benefit from successful perfor-
mance, for example lower prices or higher dividend payments. The stakeholder can
also suffer from the enterprise’s poor performance, for example the receipt of lower
taxes or vulnerability to the effects of environmental damage.

Each stakeholder is capable of contributing value to the products or services in
return for a reward, which comes in various forms. How much reward is extracted
depends on the bargaining strength of the stakeholder.

2. The impact of action by the interest group on the performance of the organ-
ization. This action can have a powerful influence on the realization of the strate-
gic intent. The ability of the stakeholder to take action which impinges on the
activities, strategic or otherwise, of the enterprise, often as a response to the first
element, is a significant factor in the performance of the organization.

Is the stakeholder group in a position to promote the aims of the organization or
obstruct the implementation of that strategy? There are many such responses which
can harm — a readiness to sell ownership shares, industrial action by workers, politi-
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cal action by community groups or, most importantly, the withdrawal of custom.
Such actions constitute potential threats for the enterprise.

A stakeholder is anyone with a significant interest in the performance of an organ-
ization and/or an influence on that performance.

The way in which various stakeholder groups are organized and operate differs from
society to society. This is particularly true of the medical industry, where in different
countries stakeholder groups have varying influences on the decision making of a
pharmaceutical company. These influences reflect, on the one hand, the attitudes,
norms and behavioural patterns of the different societies, in short the national
culture and, on the other, the attitudes, norms and behavioural patterns of the
enterprise, the corporate culture and the way in which these two cultures interact.
For example, those societies with a strong civil society have a proliferation of organ-
ized groups, outside those which are purely government or commercial, groups
which often represent the different stakeholder groups. They have a habit of interact-
ing positively to resolve contradictory interests. This is easily extended to business
operations relevant to strategy making.

The

stakeholders

There are a number of important players in the pharmaceutical industry, alongside the
Stakeholders in pharmaceutical companies themselves — patients (the ultimate customers), govern-
pharmaceutical ments, doctors, pharmacists, insurance companies, health managers of various kinds

companies and biotech research companies. Figure 1.5 indicates the nature of the interactions
between these groups.

Pharmacists
(over-the-counter)

f

Biotech Doctors

companies
(start-ups)

Manufacturers Generic

of drugs \
Prescription

Insurance /

Employers ———- companies

Branded
> Patients Government

Figure 1.5 Stakeholders in the pharmaceutical industry (US style)

Attention is concentrated on the enterprise, but the analysis can easily be
extended to any organization, including non-profit-making organizations. Usually
the stakeholders are divided into three groups, two external and one internal to that
enterprise (Figure 1.6).
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Figure 1.6 The stakeholders (external and internal)

The broad aims and expectations of the different stakeholder groups are disparate
and often out of alignment with each other. The aim can be seen as either increasing
the benefits or minimizing the damage received by the particular group. For different
groups this can take the form of increasing profit, creating more employment,
enhancing individual or group power or status, raising tax revenue, protecting the
environment or reducing prices. Most commonly the generation of greater profit for
the owners is at the cost of employment, higher price levels or even to the detriment
of the quality of the environment. There is often a trade-off between the respective
benefits or damages, the exact nature of which reflects both the political and market
strengths of the different groups.

The diversity of aims has been articulated in the so-called triple bottom line in
which the goal of profit maximization is complemented by aims which reflect social
and environmental objectives for different stakeholder groups, notably workers and
community groups. A criticism often levelled at the triple bottom line is that the
social and environmental aims cannot be quantified in a simple way. Whereas profit
is in theory an easily quantified index, it is difficult to find alternative success criteria
for the other stakeholder groups as apparently straighforward. At best there are a
number of quantitative indicators and a mass of qualitative ones, with a problem of
weighting each to yield an unambiguous measure. There is considerable controversy
about how far enterprises should be influenced by the kind of thinking which under-
pins the triple bottom line. If the triple bottom line is accepted, why should a quadru-
ple or a quintuple bottom line not be accepted in order to take account of all
stakeholder groups, not just three or four?

The most discussed stakeholder groups are still the owners and the managers. The
division between ownership and control has always been the focus of considerable
attention since the appearance of the public company. The issue needs to be dis-
cussed at length, particularly in the context of governance, how a board of directors
representing the owners oversees the management of a company.
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The aims of different stakeholder groups are the logical starting point for determin-
ing any strategic intent. The simplest model considers only one stakeholder group,
the owners, and therefore only one aim, profit maximization. There is a need to
specify the relevant time period, profit maximization over the short or long term. The
time horizon makes a significant difference. There are many actions which can
increase short-term profit at the expense of long-term profit; there are rather obvious
trade-offs, often ignored. This simple prescription of profit maximization ignores the
interests of the managers who formulate and implement any strategy, an interest
which might be very different from the owners. For example, their status and power
may be enhanced by simply making the company larger. For the moment it is helpful
to assume that long-term profit maximization is an appropriate aim, but that it
requires sensitivity to the interests of all stakeholder groups since all are in a position to
undermine the ability of the enterprise to make profit.

Profit

maximization

The easiest way to alienate various stakeholder groups is to behave unethically,
stressing short-term profit at any price. Profits can be increased by cheating cus-
tomers, exploiting workers, damaging the environment or tax avoidance or evasion.
Such behaviour may be unsustainable for a number of reasons — a major loss of cus-
tomers, the departure of key workers or managers, a seriously negative feedback
from environmental damage or the ill will and retaliation of government, at
minimum a loss of influence over government policy. By undermining the reputation
of the enterprise through these reactions, short-term profit seeking may threaten the
level of long-term profit. The aim of managers is usually to perpetuate the existence
of the enterprise, not to end it by allowing some members to pillage its sources of
capital. One of the functions of stakeholder groups, not always successfully carried
out, is to put a check on such pillaging.

Most interests are served by an increase in profit. Such an increase allows action to
benefit all stakeholder groups. Increased profit usually means increased dividends
and higher share prices and may also mean higher investment and more rapid
growth, with increased promotion and employment prospects. Investment may also
increase the chance of lower product prices and improved quality in the future.
Greater profit may also mean increased scope for supporting community projects. On
the other hand, an enterprise which does not make a profit is at serious risk of
failure, when all stakeholder groups are likely to suffer.

The twin issues of ethics and sustainability arise in this context. Unethical behav-
iour threatens the long-term profit of the enterprise by threatening its reputation.
Equally, damage done to the environment by practices which are not sustainable
over the long term also threatens the good name of the enterprise. In both areas
there may be a trade-off between short-term profit and long-term reputation.

Social
responsibility

and profit
maximization

The voices of the stakeholder groups might be heard informally or there may be
formal channels of communication. This may be a matter of the composition of the
board of directors or it may involve a much broader range of communication. Stake-
holders have different degrees of organization.

Stakeholders are sometimes aggregated into groups which can express and
promote their interests. The power of these groupings varies, both with respect to the

Stakeholder

groups’
organization




30

The
government:
stakeholder

and
lawmaker

Focus on Practice

Introducing Strategic Management

enterprise and society at large. Some groups are well organized in certain societies,
such as workers in their unions or conservationists in political parties, others are
much more diffusely distributed, such as consumers or suppliers. Even these are
sometimes organized into consumer or trade associations. There are various ways of
institutionalizing the paths of influence from these interest groups to the organ-
ization. For example, in Germany, under a system of industrial democracy, workers
are represented on supervisory management boards.
There are a number of specific questions which must be addressed in more detail:

¢ What degrees of aggregation of strategic intent exist? There may be a tacit under-
standing that different groups will be listened to, an assumption that all groups
will be accommodated.

* How is any conflict between the groups resolved and how is a common strategic
intent articulated? General aims have to be translated within a strategic perspec-
tive into specific objectives. It is at this stage that conflict usually arises.

« Is it critical to have just one general intent, or can intent itself be broken down into
separate components which provide the detailed inputs? In this situation the
process of iteration, described later in the book, comes into play, as the objectives are
defined and refined in the process of transmission from group to company and back.

The government, as maker of the rules of business behaviour and the defender of
public interest, is a very important stakeholder. The profitability of a company can be
enhanced by its efforts to change the rules of the game or prevent what is perceived
as an unfavourable change in those rules. Large multinational enterprises have con-
siderable ability to influence the strategy of government.

The effort of the automobile industry in the USA to shield itself against both
Japanese competition and pressure from the environmental lobby is a good example.
The exercise of this influence through lobbying, political donations and even corrup-
tion is itself part of a company’s strategy. All these actions, particularly if they
receive significant publicity, will almost inevitably elicit a negative response from
other stakeholder groups.

From the 1970s onwards, the US automobile industry, so long dominant in its ability
to outcompete the automobile industries of other countries, came under threat from
two directions — firstly from Japanese vehicle imports flooding into the USA, and
secondly from a growing safety and conservation movement which saw the automo-
bile as a major source of environmental damage and a threat to individual life and
health. What was the reaction of the big three producers, General Motors, Ford and
Chrysler, to these threats?

The chief strategy was to seek to influence the government to change the rules
and/or retain those rules which already favoured US industry. The big three used their
immense resources and significant role in the economy to lobby the government. They
repeatedly emphasized the threat to employment in the USA from both foreign
competition and stricter environmental rules. They sought and achieved informal
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guotas which shut out the full tide of imports, largely on the grounds of the threat of
a significant potential loss of jobs. They also looked to limit the regulatory restrictions
on the design of cars, which were intended to improve safety, reduce damaging emis-
sions of pollutants and improve fuel efficiency, all of which they argued would impose
an enormous cost on the industry, and which, in the view of the automobile manufac-
turers, were in some cases impossible to achieve. When bankruptcy threatened
Chrysler, another strategy was actively to solicit the financial support of government.

Another strategic response by the automobile manufacturers was to imitate the more
efficient methods of the Japanese which made them competitive in the first place, and
develop a mentality of innovation, meeting more readily the changing tastes of
consumers. In the long term, this strategy was likely to be more effective, since it would
satisfy a broader range of stakeholder groups. However, it was more difficult to achieve.

The nature of any political economy, that is, any system of business decision making,
draws attention to any inputs which influence market outcomes through their impact
on the rules of the game. It is blindness to ignore this aspect of strategy, which is
inevitably important for large companies. The larger the company, the more likely that
this aspect of strategy becomes important.

Sources: Ingrassia and White, 1994; Luger, 2000.

There is a simple way of presenting the role of external stakeholder groups. This is to
map the stakeholder groups and their role in the making of strategy. There are
various possible contexts. For example, it is possible to distinguish the market context
from the political context. Depending on the problem being discussed, it may be pos-
sible to distinguish other contexts. There is a common template, based on the value
net, which can be used as a basis for mapping the particular situations. This template
can be modified to suit different contexts.

In its market activity, the aim of any company is to create a maximum value
added. The market context is depicted in Figure 1.7.

Complementors comprise all the groups that can benefit the company in some way.
Other producers can act as either competitors or complementors, that is, they can
either hinder or help the creation of value by the company. Increasingly they may

Economic competitors

'

Suppliers -~ Enterprise |- Customers

T

Economic complementors

Source: Brandenburger and Nalebuff, 1996: 17.

Figure 1.7 A map of economic stakeholders
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Figure 1.8 A map of political stakeholders

help, both deliberately in partnerships or strategic alliances and without any such
organized cooperation. In the economic value-adding process, all these groups are
relevant. The way in which they are relevant to strategy making will be developed at
some length in this book.

The political context would be similar, but with different players (Figure 1.8). The
political aim of the company is to create the kind of political value, which can be
translated into greater profit or the preservation of existing profit. Political value
comes from two sources:

1. the political advantage to be won by instituting a change in government policy or
regulation, or even by retaining existing advantageous rules

2. the gaining of social legitimacy by managing important social issues in such a
way as to win support for the company and enhance its reputation.

A complementary product or service is one whose use promotes the demand for
Complementing another product or service. Very often the successful production or consumption of a
product or service does not depend solely on the operations of one company. There
are complementors, that is, other company players from whom customers buy prod-
ucts or services complementary to the relevant one, or to which suppliers sell comple-
mentary components or resources. In the first case, the complementory consumption
enhances the satisfaction received in consuming the main product or service. In the
latter case, the supplier has synergies in the supply to different customers which
reduce its costs of supply. Complementors, as Figure 1.7 suggests, are therefore the
mirror image of competitors. They are players who take action which either increases
the buyers’ willingness to buy products or the suppliers” willingness to provide inputs.
They add value to the product or service.

There are players from whom customers buy or consume resources complementary
to the product or service of the enterprise, and in so doing increase the value to the
customers of consuming that product or service and consequently the prices that they
are willing to pay. Consumption often requires the existence of complementary prod-
ucts, for example the products are consumed together. In the absence of one the
other either cannot be enjoyed at all or only in a seriously diminished way:

>
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Focus on Theory e An improvement in the network of roads makes the ownership and use of an
automobile more valuable. Some of the complementary goods may therefore be
public goods, or goods supplied by a quasi-government organization. An
infrastructure capable of reliably supplying petrol and at a reasonable price is also
essential. If the hydrogen cell is ever to become the source of energy for the
motorcar, there needs to be an infrastructure supplying hydrogen.

¢ In the pharmaceutical industry, doctors might be regarded as playing the role of
complementor, since they are not customers but facilitate the purchase of drugs
which complement any treatment recommended.

e The same relationship would apply to that between Intel with its Pentium
microprocessor and Microsoft with its Windows operating system; they are
complementory. One assists the sale of the other.

e Electricity is used with almost any consumer durable or books with any educational
programme. They are both complementary goods.

On the production side, suppliers often need complementary inputs to enhance the
quality of their own input or reduce its price:

e This might involve the existence of a training or educational system which improves
the quality of human inputs, even making possible the use of some technologies.

o Alternatively the suppliers can take advantage of complementary outputs which
reduce the costs of developing or supplying a product. A specific example might
be a project mapping the human genome, knowledge which is of definite
assistance to a biotechnology company in developing a new drug.

¢ Wine bottles can be used to contain other beverages. If there are significant
economies of scale this might have a dramatic impact on cost. A breakthrough in
the technology of glass making may affect all consumers of bottles.

e An explosion of tourist outlets, including restaurants, in or close to a winery will
increase the demand for wine by drawing potential customers into the area.

e The makers of films, television programmes or music, in order to sell their product,
seek out those who control communication outlets. For the makers of the creative
product the communication controllers are complementary, for the communication
controllers the makers are complementary.

The social web and the ‘political’ process of strategy making

The context in which strategy making occurs constrains what can be done and
therefore determines how the process of strategy making is structured. That limiting
context consists of four main parts:

The context
of strategy

making

1. a cognitive or intellectual part, which constrains how an individual thinks about
strategy

2. an ethical part, which tells the strategist what is socially responsible and what is not

3. a political part which shows what bargaining or negotiation can achieve in
support of a particular strategy

4. a social part which consists of the web of rich human interactions in which
strategy making is embedded.
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A preliminary exploration of the ethical issues is made in the final section of this
chapter. The next chapter, in its analysis of strategic thinking, considers some of the
cognitive limits. This section deals with the other two limiting parts — the social and
the political. Both are important and are dealt with in turn. Here the emphasis is on
the internal context of the organization. They are further touched on in the next
section as they relate to the external context of the organization.

The human interactions which occur within enterprises involve all the rich char-
acteristics of social life — for example the emotional reactions to people and events
and the ever-changing moods of human actors, the continuing likes and dislikes of
colleagues, the enjoyment of communication for its own sake and the broad pursuit
of personal interests and personal advantage, however defined. Much of the interac-
tion is unstructured and outside formal rules, or becomes structured only slowly.
This social web is highly relevant to strategy since strategy making necessarily occurs
within the framework of, and partly results from, such an interaction. For example,
ideas tend to be thrown about by groups whose members enjoy interacting. Good
strategy must take account of the realities of informal organizational behaviour; in
such a world, the informal are as important as the formal structures. For example,
personal and institutional authority, and therefore influence on decision making, fre-
quently do not reside in the same people.

Together the formal and informal aspects of enterprise activity mould a corporate
culture, a set of attitudes, values and behavioural patterns particular to an organ-
ization. Such culture differs from one enterprise to another. It is impossible deliber-
ately to create a corporate culture overnight, or even change an existing one; key
aspects of it are often accidental in origin. Something as simple as corporate culture
can evolve in unexpected directions without deliberate action. How far culture can
be used as a tool in creating good strategy depends on the nature of the organization.
Corporate culture is partly the result of the example given by leaders who play an
important role in its evolution. They seek to shape the culture and move it in a
certain direction, sometimes in order to realize a particular strategy.

Before starting to analyse the kind of corporate culture which an enterprise might
need in order to realize its strategy, an observer needs to understand its strategic situ-
ation and why an enterprise might adopt a particular stance. There are three
possible strategic stances:

1. The enterprise might be deliberately seeking to shape, or reshape, its environ-
ment. In Gary Hamel’s (1996) terminology, it might play the revolutionary and
seek to break or remake the rules of the game. This requires a culture which
stresses the acceptance and promotion of change.

2. It might try to adapt incrementally to changes in its environment simply to
remain viable. This does not threaten the existing culture, provided the changes
are small and the adjustment marginal.

3. It might reserve the right to postpone strategic action until it reads the changing
environment better, and therefore adopts a stance of inaction, at least temporar-
ily. This is the most conservative of the stances, the one least likely to upset the
existing culture.
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Many commentators have noted that revolutionary change is unusual, limited to
start-up or turnaround situations. There is an obvious temptation for any organ-
ization to adopt the last position, unless forced to do otherwise. The best description
of the normal pace of change is logical incrementalism, that is, incremental or mar-
ginal change which logically grows out of the existing situation; this broadly corre-
sponds to the second stance.

Logical incrementalism is the normal stance, because an enterprise has an existing
paradigm, which is difficult to change. The paradigm can be defined as ‘the core set of
beliefs and assumptions which fashion an organisation’s view of itself and its envir-
onment’ (Johnson and Scholes, 1993). The ideology at the core of the enterprise
encapsulates the identity of that enterprise, how it wishes others to see it. The para-
digm is closely related to the corporate culture.

The paradigm may involve a ruthless pursuit of profit. It may reflect an obsession
with being first, always innovating. The values, and therefore the paradigm, of any
organization often go well beyond a desire to maximize profit and involve behaviour
towards a whole series of different stakeholders, not just the owners. The values may
involve behaving in a way which is honest and transparent, one which returns sig-
nificant benefit to the community as well as to workers or customers. It may place an
emphasis on a good reputation for ethical behaviour, respect for the environment
and therefore sustainability. It may place corporate social responsibility at the heart
of the enterprise’s value system.

Every organization has a web of behavioural modes which are heavily influenced
by the values and attitudes and therefore are consistent with and reinforce the para-
digm. Broadly these patterns of behaviour can be considered as belonging to six
overlapping areas:

The

paradigm

1. The repeated patterns of behaviour:

» The routines which govern everyday activity. Most activities are structured into
repeated patterns of behaviour which reflect the demands of work but also the
shaping of any activity by habit.

 The rituals which mark special occasions. Rituals relate to the way that less
usual events are organized, particularly in such areas as training, promotion,
new appointments or retirements.

2. The control systems which seek to regulate behaviour and guide it into paths
acceptable to the organization. These may include:

» Any measuring systems which are used to benchmark and monitor performance.

* Any reward systems which link up with these measures to reward the desired

behaviour, and provide the incentives to guide behaviour in the desired direction.

Clearly these control systems link up and interact with routines and rituals, both
influencing them and being influenced by them. On occasions there may be some
tension between them but usually an accommodation is reached in which the two
do not contradict each other too seriously.

3. Organizational systems, both formal and informal, are the ways in which an organ-
isation is both integrated and divided into specialized units. The divisions are both
horizontal and vertical:
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* The horizontal comprises the division of the organization into separate func-
tional units

» The vertical includes the separation of different layers of hierarchy, each level
with its ability to integrate those below. Many organizational systems are highly
detailed, particularly at the bottom level of the hierarchy.

4. The power structures, again some formal and others informal. A formal authority
structure defines the span of control of individual office holders. The exercise of
power is discussed in more detail in the next section.

5. Many symbolic expressions of its identity and the authority held within them. The
logos, trademarks and slogans are outward, and often vivid, marks of the identity of
the organization. Others are easily understood expressions of identity, and therefore
power, within the organization, such as the size and location of offices, the brand of
company car for a particular job level or the distribution of parking spaces.

6. The stories or legends, sometimes amounting to myths, which encapsulate the
meaning and history of an enterprise, usually stories of great success or great
failure. The founders are often referred to in these stories. These exist to give
expression to the values and beliefs which are part of the paradigm and act as a
measuring rod against which current employees assess themselves.

All these areas interact within the central paradigm to create a cognitive, and even
emotive, structure through which individuals interpret the world of the organization
for which they work. They also ensure that strategy is viewed in a way that is under-
stood by all staff. Both the intellectual and emotional support of the individual
employee is harnessed by the use of such mechanisms.

At times such a structure becomes a conservative force which inhibits change.
Built for one purpose, it is difficult to divert to another. All the problems thrown up by
the external environment, whatever their impact, are interpreted in the light of the
paradigm, with the result that the amount of change accepted is nearly always
limited and often resisted. As a consequence, in most organizations there is a ten-
dency to strategic inertia, which can be interpreted as an inability to change strategy
in anything other than a marginal manner and a tendency to defend the status quo.
This is a good explanation of the prevalence of logical incrementalism.

The most difficult problem is how to achieve a paradigm shift, that is, a significant
change in the existing paradigm. Such a shift usually requires and is associated with
simultaneous change in all the above areas, and is difficult to achieve. In practice,
most change arises as a result of the emergence of new enterprises or organizations.
This also explains why there is a continuous churn of enterprises, some rising
rapidly, others falling almost as fast. The situation of McDonald’s indicates the
results of such drift and the need for a turnaround.

The typical picture is one in which an enterprise is subject to strategic drift as it
adapts incrementally to environmental change. Strategic drift is the result of a
process of gradual adaptation in a context of change which requires more than just
adaptation. As a result the organization’s strategy imperceptibly moves away from
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A turnaround situation arises when an enterprise’s performance deteriorates to the
The point that it needs a radical change of direction in strategy, and possibly in structure and
turnaround culture as well. The example used is the fast-food chain McDonald's, which, after many
situation years of success and continuous growth, has entered a potential turnaround situation.

Causes
The loss of competitive advantage underlying the need for a turnaround may be due
to a number of possible factors:

e Poor management at any level, but particularly the top

e The enterprise overexpanding to exhaust the market and in the process reducing
the quality of the product

e Inadequate financial controls and the resulting high costs

e New competition, sometimes arising from innovation

¢ A significant change in tastes which is unforeseen

e Organizational inertia or complacency: the success breeds failure syndrome

For McDonald’s, the particular causes are:

e An extremely rapid rate of expansion throughout the world

¢ A change in attitude to fast food, now perceived by many as unhealthy food

e An enormous growth in competition, for example Wendy's and Panera Bread in
the USA

e Some organizational inertia and management failure

Characteristics

e Slowing in the rate of profit growth, culminating in reduced profit and actual loss
making

e Slowing in the growth of sales, culminating in an actual fall of sales

e |oss of market share in key markets

e Loss of share value

For McDonald’s:

e First ever quarterly loss

e Fall in sales

e Significant fall in share price

Consequences

e Consolidation and divestment
e Change in business model

e Change of key personnel

e Change in strategy

e Change in structure

e Change in culture

Within the old model, McDonald’s is trying to:

e Improve the current business model by reducing prices and speeding up service

e Initiate an ambitious advertising campaign (US$20 million)

e Provide a facelift for the stores (US$300-400 million)

e Change the CEO with the return of former successful CEO, James Cantalupo
replacing Jack Greenberg

>
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e Push through the closure of a large number of loss-making stores (175 with 700
employees)

e Retreat from three countries

e Try an experiment with new foods and an extended range of products.

There is as yet no real change in strategy, structure or culture.

what would fit it best to meet the new environmental forces at work. The organ-
ization experiences an increasing gap between where it actually is and where it
should be, which creates a steadily increasing tension within the organization and
eventually a crisis when key performance indicators deteriorate, sometimes with an
apparent suddenness. This is the moment when the strategic situation may change
to a revolutionary one, in which there is a conscious and deliberate attempt by indiv-
iduals within the organization, or by a key stakeholder group, to reshape the organ-
ization and its environment, although the latter is difficult to achieve at this stage.
This is the moment for a turnaround, that is, a dramatic change of strategic direction.

Very often the success of a business is associated with the name of a particular
person, frequently the founder, and its renewal with the person responsible for a
turnaround. One role of a new leader might be to snap the enterprise out of its
strategic drift. Such persons become the focus for the making of the strategies
which are responsible for the success of the business. The founder or the new leader
can be an inspiration to the enterprise and also a powerful source of leadership.
There is a tendency for one person to provide the direction or coherence, or simply
to become the focus for the strategic thinking which both initiates success and con-
tinues that success in a different context. This is particularly true during the
infancy of an enterprise or a period of crisis. At the stage of maturity, or during
long periods of stability, leadership can become routine, but this itself can lead to a
loss of competitive edge, if the enterprise is not suitably organized. Leadership often
provides that appropriate edge.

Once organizations go beyond a certain size, strategy inevitably becomes a matter of
teamwork. No one person can control everything. All teams need to be motivated and
guided; this is one of the functions of leadership. The key issue is to select able lieu-
tenants. It is paradoxical that a leader can even consider imposing a democratic style,
in a strange mixture of autocracy and democracy. This would be a style which
encourages others to speak up and makes transparent the process of strategy making.
Styles of leadership differ greatly. The degree of consultation and transparency differs
from organization to organization. Moreover, under any regime, whatever its nature,
the succession and legitimacy of a new leadership is always a problem. Does the pre-
decessor anoint the new leader or does the process involve a wider group?
There are three different kinds of leadership:

* Traditional leadership in which roles are ascribed because of divine validation or as
a consequence of birth or age, or a combination of all three. Divine appointment
or even age are no longer as important as they used to be, particularly in the
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Sources of

strategic
power

business world. However, there are economies where family enterprises are still the
norm. In such enterprises, birth is still important in determining who leads. Even
in these economies nobody can take leadership for granted because of birth. A
poor performer is likely to be ousted, whoever is his or her father.

* Charismatic leadership is a reflection of the special characteristics of the individual,
particularly the ability to inspire others to do what is wanted. A charismatic leader
often has a unique strategy, one appropriate to the place and the time. There is a
marked tendency to try to turn all leaders into charismatic leaders, even if they
initially lack any charisma. Here the main problem is finding a mechanism to iden-
tify potentially charismatic leaders and put them in the right position. The succes-
sion becomes a particular problem.

« Institutional or bureaucratic leadership, where authority resides in particular posi-
tions because of the nature of the position. Such positions are filled as a result of
the carrying out of proper procedures. The incumbents of the positions must have
particular qualifications, skills or experience. They might know the organization
well, or be well qualified to deal with a new situation. Such leadership is the norm
in most organizations.

There is no doubt that successful business leaders are often of the charismatic type,
but they often need the backing of bureaucratic leaders imbued with appropriate
skills and knowledge. The frequent emphasis in the literature on the ‘heroic’ leader
who determines everything assumes the omnipotence of that leader. There is no such
a thing as the omnipotent leader, able or even willing to override the opposition of key
strategic players within the enterprise. A leadership team might combine the different
kinds of leadership in an appropriate mix which suits the times and circumstances.

Strategy is not determined solely on the basis of an ideal fit with a hypothetical set of
organizational objectives determined by a grand strategist, the leader. There is often an
overemphasis on the development of formal structures and procedures, just as there is
on the leader. There are various ways of building flexibility into the enterprise but one
is to ensure that there is not an overemphasis on the exercise of formal authority.

In any organization there is likely to be competition for position and the adoption
of positions on strategy which reflect the nature of political groupings and the self-
interest of players in the promotion of their own careers. Decision making is often
the result of negotiation and bargaining, political competition and ultimate compro-
mise. It is the result of the exercise of power by different stakeholder groups, inter-
nal or external. Any leader has to take into account the existence and potential
power of these groups and win support by persuasion as well as by the naked exer-
cise of authority.

What are the sources of power for stakeholder groups both within and outside an
organization? It is possible to map both the sources and indicators of that power.
Within any organization, location in the hierarchy is a key element defining power;
the higher in the organization an individual is located, the greater is that person’s
power. However, some staff have an influence which transcends their actual posi-
tion. A control over strategic resources, such as finance, or an influence over key
people helps. Relevant and scarce knowledge or skills, particularly those relevant to
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the situation of the organization, also increase power. Control over aspects of the
external environment through access to markets, customers or sources of capital is
another relevant factor. Finally, it must be asked, how much discretion does a person
actually have? What is the size of his or her domain of independent decision making?
The greater the discretion and the wider the domain, the greater the power.

The power of external groups often reflects the degree of organizational depen-
dence on that group for key resources. The providers of necessary finance are power-
ful people. Some decisive involvement in the implementation of the strategic plan is
another source of power. Again possession of the relevant skills or knowledge needed
by the organization is important. Finally, connections with key persons within the
organization are a further source of power. Networks of influence exist all over the
world. Personal alliances can give access to considerable influence over decision
making, and therefore constitute another source of power.

Both internally and externally, the formal status of a person is often an indicator of
power. Investment with the symbols of power is usually closely correlated with that
status. Regardless of formal position, any claim on resources on which the enterprise
depends is also a source of power. Power is also indicated by representation on key
committees or the nature of the negotiating arrangements involved in bargaining
with outsiders.

Key strategic lessons

A preliminary working definition of strategy is ‘a
coordinated series of activities which involve the
deployment of accessible resources for the achieve-
ment of a given purpose or purposes’. Emerging chal-
lenges in the changing environment affect the
development of strategic ideas and approaches.

There are four broad approaches to strategy
making — classical, evolutionary, processual and sys-
tematic — distinguished by two criteria: the adoption
of a single motivation of profit maximization or a plu-
ralistic one, and the nature of strategy making as a
top-down process or a bottom-up one.

It is possible to identify 14 different schools of
strategy. Some of these schools are concerned with the
limits on strategy making — notably the cognitive,
ethical, political and social schools. There are links
between these different schools and metatheories bor-
rowed from different disciplines, such as economics,
sociology, anthropology, biology and political theory.

Stakeholder groups include owners, managers,

workers, bankers, suppliers, customers, the local com-
munity, government and complementors, that is,
groups of enterprises whose activities are closely asso-
ciated in a positive way with the organization. Each
of these groups has a different set of interests which
must be taken into account and all have a role in the
development of strategy and can be considered
potential strategists.

Motivation is pluralistic, but to a varying degree. To
act against the interests of many of these groups is
socially irresponsible. Inevitably the current ethics of
any society constrain exactly what can be done.

The set of values, attitudes and behavioural pat-
terns specific to an organization have a significant
influence on the making of strategy. Change tends to
be slow because of the strength of the paradigm and
strategic inertia is the norm.

It is important to see strategy making as a political
process, in which there is bargaining and negotiation
reflecting the power held by different stakeholders.
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Applying the lessons

Define the following terms: vertical thinking,
lateral thinking, a convergent problem, a divergent
problem, bounded rationality, satisficing, a meta-
theory, an eclectic theory, a stakeholder, comple-
menting, the cultural web, the paradigm, strategic
drift and a paradigm shift.

Under what specific circumstances do you think
that each of the four main strategic approaches has
validity in describing the nature of the strategy-
making process? List the approaches and describe
in detail the relevant circumstances which make each
of these approaches an accurate description of
strategy making.

Consider the circumstances of your own enterprise.
What approach best describes the strategy making
which is appropriate in those circumstances?

Using the IKEA case study in Chapter 2, indicate
which aspect in that case, if any, fits the interpreta-
tion of each of the various schools defined in the
text above.

Relevant aspect

Design

Planning

Positioning
Entrepreneurship
Organizational culture
Political process

Learning

Transformation (revolution)

or configuration
Cognitive process
Rhetoric
Adaptation
Ethical stance
Rationality
Simple rules

Use the relevant websites to find the following
mission or vision statements. How far do they
suggest that the strategic intent of the organization
is to satisfy the customer stakeholder group?

Qantas

Swissair

Lloyd's

Royal Dutch Shell
BRL Hardy
Southcorp
Beringer Blass
Nissan

Renault

What stakeholder groups does the board of direc-
tors represent? Consider the composition of the
board of any company and indicate from the infor-
mation available to you the likely role of each direc-
tor and the criteria upon which board membership
is based.

Using the case studies in Chapters 2 and 3, indicate
the important stakeholder groups and how stake-
holder interests and power appear to influence the
strategy adopted.

Strategic project

1 Choose any case study included in this book.

2 Consider the different schools of strategy with
their defining characteristics.

3 Select elements which could be seen as comprised
within the area of strategy relevant to that school.

4 How far are all the schools compatible in that they
simply describe different aspects of strategy making?
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Mintzberg has written more about the different views of strategy than any other writer. A
short version of his views is to be found in Mintzberg, 1996: 5-11. A whole series of
Mintzberg’s papers addressing the main issues relevant to strategy making is to be found in
Mintzberg and Quinn, 1996. The best and fullest exploration of the different schools is
Mintzberg et al., 1998. A synopsis of this book is to be found in an article by Mintzberg and
Lampel, 1999: 21-30. A discussion of the criteria for evaluating whether a strategy is a good
one or not is to be found in Rumelt, 1996.

A brief history of the development of the concept of strategy is to be found in Chapter 1 of
Drejer, 2002.

Perhaps the most interesting of all attempts to classify the different approaches to strategy is
that of Whittington, 2001, whose book makes the very important distinction between the
classical, evolutionary, processual and systemic approaches. This distinction is further devel-
oped by Egan, 1995.

The classical approach is best exemplified by the design and planning texts recommended
below. The evolutionary approach is that adopted by most neoclassical economists. The work of
Herbert Simon is still the best introduction to the processual approach. See below for the rele-
vant references, including other commentators on the social web and the political process.

The best articulations of cultural differences have been made by Hampden and Trompenaars,
1993 and, later, Trompenaars, 1998 and Hofstede, 1991, a shorter version of which can be found
in Trompenaars, 1983 particularly pp. 54—5. A particular comparison is Hitt et al., 1996: 159-67.

Source texts which indicate clearly the nature of the different schools are:

Design: Learned et al., 1965. Planning: Ansoff, 1965. Positioning: Porter, 1980, 1985. Entrepre-
neurial: Baumol, 1968: 64—71; Mintzberg, 1973: 44, 53; Schumpeter, 1947: 149-59. Learning:
Quinn, 1993. Cultural: Johnson and Scholes, 1993. Power: Macmillan and Jones, 1986. Cognitive:
There is no one good reference. It is best approached by reading Chapter 6 of Mintzberg et al.,
1998. Environmental: There is no good reference. It is best approached by reading Chapter 10 of
Mintzberg et al., 1998. Configuration: Hamel, 1996: 69—-82. Rationality: Singer, 1996. Ethics:
Humble et al., 1994: 28—42. Simple rules: Eisenhardt and Sull, 2001: 107-16.

It is interesting to trace the development of a number of new concepts by consulting firms.
The experience curve is dealt with at length in Chapter 9. Variants of the growth/share matrix
are discussed in Chapter 16. The role of the Boston Consulting Group and in particular its
founder, Bruce Henderson, in developing both concepts is discussed in Henderson, 1979 and
1984. The writings of Sidney Schoeffler, the founder of the Profit Impact of Marketing Strate-
gies (PIMS), are also of interest. See Schoeffler, 1980; Schoeffler et al., 1974: 137-45; and
Buzzell et al., 1975: 97-111. The roles of McKinsey and General Electric are discussed in the
case study in Chapter 16. There is a lengthy discussion of the strategic innovations made as a
result of this partnership in Vaghefi and Huellmantel, 1999.

The resource-based view (RBV) is discussed at length in Chapter 7 and a full bibliography
given. However, a good introduction summarizing the then state of play is Drejer, 2002.

Much of the literature on the nature of the business enterprise is relevant to the sections on
both stakeholders and the political and social restraints on strategy making. For example, the
classic work by March and Simon, 1958 provides an excellent introduction. This is reinforced
by Hill and Jones, 1992: 131-54. Brandenburger and Nalebuff, 1996 have introduced the
notion of complementors which focuses attention on the importance of cooperation and helps
to place the relevance of various stakeholder groups to the enterprise.

A more extended treatment of the political dimension can be found in Macmillan and Jones,
1986. The social web is best discussed by Gerry Johnson, particularly in his text, Johnson and
Scholes, 1993. The best source on the economic or political value nets is Ghemawat, 1999.
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Organization 98

Norton Triumph 570

o

0, 267,268

Oceanic 606

Office Depot 310, 719

OneSteel 411, 412

Oneworld 104, 107,
109

Open University
274-5

Optus 267, 550, 551,
763, 764, 765

Orange 267

Organization for
Economic
Cooperation and
Development (OECD)
411

Organization of
Petroleum Exporting
Countries (OPEC)
98, 141-2, 144, 147,
793-4

Orlando-Wyndham
491

Oxfam 96, 95

P

Pacific Dunlop 361
Paine Webster 250
Pan Am 79
Paramount 685
Paribas 720
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Partnership for a New
Generation of
Vehicles 193

Patrick 109

Penney 323, 783

Penny Market 331

PepsiCo 206

Petaluma 492

Pfizer 434, 692

Philip Morris 360, 639

Philipp Holzmann 713

Philips Electronics 200

Pinault-Printemps-
Redoute 452

Porsche 345

Port of Tanjung Pelepan
(PTP) 182-3

Prada 344, 452, 453

Price Club 325, 786

PriceCostco 206, 769

PricewaterhouseCooper
s 521,773

Procter & Gamble 535,
784

Prudential Securities
250

PT Bukaka Singapore
Telecom International
550, 763

Q

Qantas 41, 80, 103-9,
151, 4734

Qualcomm 298, 534,
756

Qualifying Alliance
104

QvC 781

R

Radio Shack 282, 756

RAI 260

Rare 228

Real Madrid 258, 259,
260, 261, 263

Red Cross 95, 235

Red Hook Breweries
206, 769

Reebok 229, 333

Reliance 332, 430-1

Renault 41, 347,
462-3, 481-2, 484,
514, 593, 744

Renault-Nissan BV
482, 752

Renong Group 763

Reuters 352, 555

Ricard Pernod 491

Rio Algom 408

Rio Tinto 370, 408,
410, 522

Risk Management
Solutions 507, 730

Robert Mondavi 492

Rolex 371

Rosemount Estates 491

Royal Mail 361

Ryanair 105, 106, 316

S

Sabena 104, 105, 109

Salora 606

Sampo 719

Samsung 125, 244,
281, 282, 283, 598,
609, 754-9

Sanyo 719

Sara Lee Corporation
361

Sauber Petronas 347

Sauder 74

Sax Riley 733

Sazaby Inc. 623, 771

Seagram 286, 778, 781

Sears 310, 323, 536,
719, 783, 786, 787

SECOM 683

Second Cup 206, 769

Sega 200, 226, 227

Semco 425-6

Semiconductor Industry
Association 125

Shanghai Automotive
Industry Group
(SAIC) 557, 558,
559, 560

Shanghai Municipality
101

Sharpe 284

Shaw Wallace 638

Shell, Royal Dutch 41,
100, 126, 136, 155,
437, 430

Shougang 432

Siemens 244, 267,
298, 347, 717

Singapore Airlines 104.
109, 360, 775

Singapore Power 761

Singapore Technologies
Telemedia 761

Singapore
Telecommunications
(SingTel) 760-5

Sky Italia 538

SLEC 348

Smart Money 250

SmithKline Beecham
690, 694

Smorgon 412

Softbank 683

Software Engineering
Institute 334

Sony 50-1, 200, 226,
228, 282, 284, 394,
611, 652, 683-8,
754, 755, 756

Sony Ericsson Mobile
Communications
609

South African Airways
104

South African Breweries
567, 615, 637

Southcorp 41, 491,
492

Southwest 315-16,
630, 776

SPH 761

Sphinx Pharmaceutical
691

Sprint PCS 756

Squibb 452

SSD 52

Standard Electric Lorenz
606

Standard & Poor 299,
404, 501, 502, 605

Star Alliance 109

Starbucks 205-6, 343,
344, 535, 621-3,
76672, 784

Stream 260, 538

Sun Microsystems 257

Suzuki 557

Swatch 371

Swiss International
Airlines 105, 106,
109

Swissair 41, 79, 103-9
Swisscom 105

T

T-Mobile 267, 774

TAP Air Portugal 104

Target 310, 330, 706,
719, 756, 786

TCL 243, 609, 716

TD Waterhouse 250,
251

Telepiu 260, 286, 538,
780

Televa 606

Telkomsel 551, 763

Telstra 267, 408

Temasek 762

Terra Lycos 262

Tesco 535, 784

Texas Instruments
298, 437, 608, 609

Texas Pacific Group 354

Thompson 606

Tiffany 450

Tokyo Disneyland 546,
744

Toshiba 125, 758

Total Finn EIf 100

Toyota 100, 161,
194-6, 318, 347, 462,
542, 557-9, 560,
567, 571, 615,
640-7, 670, 672,
748, 750

Transparency
International 172

Tribeca 361

Tsingtao Brewery 638

TWA 79

Twentieth Century Fox
685

Tyco 353, 603

U

UNAIDS 496, 524

Unilever 535, 784

United Airlines 206,
769

United Auto Workers
Union 542, 646

United Breweries 638

United Nations (UN)
95, 96
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Universal 260, 286,
394, 699, 778, 779,
780, 781, 782

Universal Entertainment
287, 780, 781

Universal Music Group
286, 287, 779, 780,
781

Universal Studios 286,
685, 779

USA Interactive 286

\'"/

Vendome Luxury Group
451

Verant Interactive 229

Versace 453

Viacom 394, 395, 685,
686, 778, 781

Virgin 105, 777

Virgin Active 360, 776

Virgin Atlantic 109,
360, 774, 775, 776

Organization index

Virgin Blue 107, 108,
360, 4734, 774,
775,776

Virgin Cinema 360,
776

Virgin Mobile 360,
774,775, 776

Virgin Money 774

Virgin Radio 360, 776

Virgin Rail 774

Virgin Records 776

Virgin Wines 362,
775

Vivendi 229, 260,
286-7, 394, 685,
686, 778-82

Vodafone 259, 263,
267

Volare 104

Volkswagen 509,
557-8, 560, 562,
748

Volvo 463, 558, 750

w

W. J. Deutsch 490, 491

Wal-Mart 100, 294,
310, 324-5, 330-2,
344, 351, 670, 719,
723, 756, 783-9

Wall Street Journal 702

Warner Brothers 685

Warsteiner 347

Washington Redskins
260

Waterford 344

Wavecom 609

Wedgwood 344

Wellcome Trust Sanger
Institute 254

Wells Trade 251

Whirlpool 244, 310,
717, 719

Wine online 293

Wine Planet 293

Winepros 293

Wipro 334, 335

World Bank 77, 95, 96,
181

World Cup 234-5

World Trade
Organization (WTO)
95, 96, 99, 181, 184,
202, 310, 518, 519,
531, 555, 556, 559,
561, 562, 716, 719

WorldCom 668, 713

Wrangler 330, 787

X/Y/Z

Xerox 668

Yankee Entertainment
Sports 262

YM 688

Yves St Laurent (YSL)
344, 345, 452, 453

Zara 467

Zurich Financial
Services 262



 Subject index

A
A380 113-5, 148-53
Accounting
problems of 663-4, 668-9, 679
Acquisitions 395-402
difficulties of 397
international 537
motivations for 396
timing of 402
Activities
core 258
down-stream 251
primary 251-4, 367
support 251-4, 367
up-stream 251
in value-chain 319
Activity rates 666—7
Administration 67-9
Advantage see competitive
advantage
first mover 149-50, 297-8
Adverse selection 505-6
Agent(s) 419-21, 424-6, 590
effect of organizational structure
on 427-8
motivating 428
Africa
risk environment of 496-7
AIDS 133, 412, 496-7, 5226
costof 525
incidence of 523
its spread 523
treatment of 524-5
virus types 523
Aircraft manufacturing
demand for 148
nature of 147-8
Airline(s) 79-80
Airline industry  79-80
Alignment 584-5
Alliances see strategic alliances
Anti-monopoly legislation
Arenas 592, 594
Argentina
financial crisis in  179-81
Asbestos-related diseases 730

Asia 189
Asian economic crisis 133, 282,
511-12, 754
Asian economic miracle 176, 303
Aspirational goods 342—4
demand for 351-2
Assessing 124, 575
Asset specificity 390
Asymmetries
of information 210, 420, 442
of investment 210
Assets
country-specific 542-3
enterprise-specific 543—4
Australian Rules Football 262
Australian wine industry 487-92
Automobile industry 748-9
in China 531-3, 555-61, 749
competition and cooperation in
749-50
new technology in 161, 193-6
political economy of 30-1
role of Toyota 615-16, 640-7
in the USA 541-2
value chain 318-20
Aviation industry see airline
industry

B
Back-office services 303, 334
Bags
icon 344-5
Balanced score card 657—-60
Balancing 242
Bank(s)
structure of 255-6
Banking
in Europe 216-17,710-11
investment banking
222-3,711-72
Bargaining power 206, 210, 308,
319
for Starbucks 768-9
Barriers to entry 205, 207-9,
767-8
Barriers to exit 406

Basel standards 711
Beer see brewing industry
consumption per head 638
Beijing Jeep 556-7
Benchmarking 567, 660-1
Bhopal 674
Bilaterial organizations 98-9
Bilateral relations 98-9
Bioengineering revolution 191-2
Biotech companies 27
Birth rates see demography
Blending 242
Boeing 737 151, 153, 316
Boeing 747 114, 150-1, 153
Book distribution 173-5
BOOT (build own operate transfer)
534, 550
Botswana 339, 371, 496
AIDS in 522-6
problems of 502-3
Boundary(ies) 7, 235, 375, 627-9
crossing 629
and strategy 629
Bounded rationality 115-16
Brand(s) 234-5, 349, 359-63
creating 370-4
for Amazon.com 705-6
for beers 637—40
for Harley-Davidson 353-5
for Lloyd's 731
in sport 258-63
for Virgin and Branson
359-60, 773
for wine 491
and names 360-1
Brewing industry 637-40
in China 638-9
in India 638
South African 637-40
in USA 639
Bribe Payers Index 172
Broking
business models for 249-51
online 240-1, 630-1
Budget 572-3
Bureaucratization 617
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Business landscape 162-4
Business plan 57-9
Business success

its temporary nature 168-9

C
Capabilities 239-42, 340, 575-80
Capacity utilization 308
Capitalism
alliance 486-7
Chaebol 281-3, 754
China
brewing industry in 638-9
economic reform 518-19,
716-17
entry in the automobile industry
531-2, 555-61
Choice matrices 392-3
Cluster(s) 403, 480, 540
cultural 87-8
Codification 57
Coffee 205-6, 767
Cognitive map 22,
Command 439-40, 619
Commoditisation 215, 326, 717
Commodity 326
Commons, the 464-6
Communication(s) 440, 619
speed and cost of 85
within company 587
Communications industry 385-7,
394-5
Communications revolution
188-9, 291-2
Competencies 243-58, 340
core 243-6, 575
‘core’ 258, 5704
determinants of 247
new 271
number of 258
distinctive 244-6
Competition 270
and competitive advantage 290
degree of 205
intensity of 210-11
for Starbucks 206, 769
Competitive advantage 634,
269-75, 539-42, 575, 590
differentiators of 592 594
strategies for gaining 275,
289-90
Competitive environment 162,
199-232, 575

Competitive forces see forces of
competition
Complementing 32-4
Complementor(s)
economic 32,
existence of 211
political 33,
role of 204
Complexity 162
Computer industry 388, 723—4
Concorde 151
Conflict 440, 619-620
aftermath of 624
degrees of 623-4
felt 623
latent 623
manifest 624
perceived 624
situations 624-6
Consensus 440, 619
Consumer society 349
Consumer utilities 357
Contact lenses
cosmetic 272
Contingency testing 132, 572,
573
Control 440, 619
systems 35,
Convergence 93—4
cultural 88-9
economic 93—4
organizational 761-2
political 93-5
technical 756
Convergent problem 6,
Conversion 57
Coordination (see also cooperation)
619, 629
Cooperation 308, 439, 567
government imposed 480-1
methods of 477-80
spontaneous 477
in the wine industry 478-80
Corporate culture 34-5
Corporate plan (see also business
plan) 57
Corporate social responsibility 29,
593, 675-7, 769-70
Corruption 172-3
Cost(s) 304
fixed 208, 305
sunk 245
variable 305

Cost drivers 305-9, 319
Cost leadership 278, 304-5,
317-18, 330-2
focused 278
fragility of 329
limits of 325
minimization 317-22
prerequisites 304
for Wal-Mart 786
Country risk 219-21
Creativity 6, 594
how to release 584-7
types of 581-4
Crimson Skies 227
Critical success factors 660
Critical uncertainties 138, 141-2,
518-19
Culture 170-3
corporate 441-3, 498
differences in 171
homogenization of 87-9
organizational 445-8
person 4468
power 445
role 445-6
task 446
Customers 340
Customization 624-5

D
Dabhol project 504
Debt 665—6
Decision making
rational 117
Decision tree
on entry into a new market
474
on mode of entry 532
Deflation 139-40
Demand curve 146-7, 791-3,
304
backward sloping 488
Demerger(s) 379
of BHP Steel 408-11
Democratization 89-90, 769
of luxury 353-7
Demography 172-3, 176-7
fall in fertility rates 186—7
Design school model xxiii, 10
Differentiation 207-8, 278-9,
353-7
definition of 355
demand side of 364-5
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sources of 355-7
strategy 363-9
supply side of 366
Diseases 133
Diseconomies of scale 382
Diseconomies of scope 382
Divergent problem 6
Diversification 391, 410
and risk 516-17
Divestment 406—407, 569, 778—82
strategy of 407
Doppio espresso carts 622, 770
Downscoping 405-6
Downsizing 404-7
Driving forces 518-19

E
E-commerce 173-5, 240-1,
291-2, 386, 702-3
Earnings before interest, taxes,
depreciation and amortisation
(EBITDA) 665
Economic development,
its limited spread 187-8
Economic growth 176-7
causes of 177
Economic theory 116, 139-40,
149-50, 181
Economic value added (EVA) 275,
669-71
Economies of scale 208, 306,
382, 389, 395
Economies of scope 208, 306,
382, 389, 395
Effectiveness 653
Efficiency 653
Ekati diamond mine 409
Elaboration 57
Electronic data interchange (EDI)
330, 7867
Embedded processes 245, 246
Enrichment 641
Enterprise
identity of 235-7
size of 380—415
advantages of size 381-2
bias in favour of size 385
disadvantages of size 382-3
414
reducing 385
optimum size of 380-7
Entertainment industry 385-6,
394-5, 684-8

Entrepreneurship 17, 66-9, 587
Environment(s)
competitive see competitive
environment
conservation of natural 190-1
external 162, 590-1
general 120-4, 162-7, 201
immediate, industrial or
competitive 162, 575
internal 162, 590-1
remaking 288-9
segments of 169-85
economic 176-81
political 182-5
social (cultural) 170-3
technical 173-6
Epidermal growth factor receptor
653
Erbitux 653, 689, 692-3
Ethics 19
EverQuest 229, 687
Exchange rates
floating 180
pegged 179-80
Experience curve 559
Exporting 533—4
Extrapolation of past
strategy as 618
Exxon Valdes 674

F
Failure

causes of 286
Family

extended 192

nuclear 192
Family firms 4224

in Asia 423
Fashions (fads) 24-5
Feedback effects 212-13
Fertility rates see demography
Fidelio 292
Financial control(s) 57

role of 663-5
Financial crisis 476
Financial indicators 665-71
Financial sector 708-9
Finland

wireless communication in

569-70, 606-11

First-mover advantage 149-50,

297-8
Five Cs 43940, 618-26

Focusing 281-3, 402-3
Forces of change 138, 141
Forces of competition 204-13, 575
dynamic 211
for Starbucks 767
Forecasting 124, 129-31, 572-3,
575, 790-7
reasons for failure of 131-2
Foreign direct investment (FDI)
534-539
Formula One 346-8, 738
Founder enterprises 420-1
Four Ps of marketing 350-1
Franchising 534
Free riding 464-6
Fuel cell technology 191-2,
195-6

G
Game Boy Advance 229, 611
Game theory 467-71
elements of 469-71
win-win game 479
GAMECUBE 226
Generic strategies 279-81
Germany
banking in 216
problems of 709-10
Global enterprise 190, 544-55
absence of 552—4
characteristics of 552
Nestlé as an example 554-5
Global strategy 551
Global warming
impact on winter resort 280-1
Global world 80, 93—4
Globalization
accelerated 84
benefits and losses from 81
bridging 84
definition of 80
elements of 83-90
incipient 84
opportunities and risks 102-3
viewpoints on 82
Globalization drivers 102
Golden straitjacket 86
Governance
and strategy 672—4
Government
imposing cooperation 480-1
role of policy 183-5, 760-2
as stakeholder 27, 30
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Grand Theft Auto: Vice City 201
Grand Theft Auto 3 227
Greenfield project(s) 537
Growth/Share Matrix 11, 392-3
Gulf War 80, 105, 133

H

Halo 228

Hardware 200-1, 225-6, 685-6,
755

Hassidic Jews,
and diamonds 371

Hedging 509-10

Hierarchy 419
of needs 340-2

HIV see AIDS

Home country bias 79, 90-3, 555
in holding foreign equities 91
reasons for 91-2
removal of 92-3

Horizontal fracturing 565-7, 616

Horizontal integration 391

Hybrid electric vehicle (HEV) 161,
193-6, 794
advantages and disadvantages

193

Hydrogen cell 191-2, 195-6

advantages and disadvantages
195

|
Identity 36,
Immigration 186
Imperfect competition 213-15
Incentive(s)
systems 443-5
Indeterminateness 216-18, 590
India
advantages over China 303
beer industry in 638
country risk 219-20
Indonesia
in the Asian Economic Crisis
219-20
Japanese investment in 219
Industries
age of 63—4
how to classify 62-3
infancy of 218
Information
costs of 120
imperfect or limited 115-20,
589-90
perfect 118, 120

Information industry 387, 394-5
Information strategy 122, 119-20
Innovation 212, 268, 284-9
disruptive 285-6
pathway 587
policy of Nokia 608-9
role of 285
strategy 287-9
Input prices 318
Insurance 505-7, 729-30
Integration 387-95, 404
benefits of 387-90
of strategy 592-3
Intellectual property rights 547-8
Intermediation 709
Internal combustion engine
improvements in  195-6
Internal environment,
reading 576
International Coffee Agreement
206
Internationalization 7-8, 83,
547-9
of retailing 535-6
of services 191-2
Internet 173-4, 228, 273-5, 293,
303
Intrapreneurship 66-7, 285, 588,
612
Invention(s)
macro- 175, 191
micro- 175
Iraqg War 105, 133
Ireland
growth of 178-9
1SO 9000 662
IT enabled services (ITES) 303, 335
Iteration 566, 626—8
core 626
general 627

J
Jacob’s Creek 491
Jains
and diamonds 372
Japan
economic crisis in 652
fall in fertility rates 186
old and new model 683—4
risk rating of 502
Joint production economies 389
Joint venture 483, 536-7
Just-in-time 625, 642

K
Kaizen (continuous improvement)
642
Keiretsu 281, 774
Key (critical) success factors 660
Key performance indicator(s) 661
Knowledge
explicit 245
sharing by Toyota 644
tacit 244
Korea, South
as market for electronic goods
282
structure of the economy
281-2

L
Lateral thinking 5,
Law for the Comprehensive Resort
Areas (Japan) 736
Leadership 38-9, 634—6, 773-7
charismatic 39
institutional 39
team 39
traditional 38-9
Lean production 641
Learning 18, 241-2, 591-2, 657
economies 307
Leveraging
debt 665-6
resources 239, 241
Licence Raj 303
Licensing 534
Lineage 229
Lion King, The 395
Liquidity 665
Location 308
Luxury products 343-6, 371

Macroeconomic stability 139-40
Malaysia
role of government in growth of
182-3
Management control system(s) see
strategic control system(s)
Managing change 167-9, 285-6
Managing risk 495-529
universality of 497
Market(s)
competitive conditions in  62-3
cycle of competitive advantage
in 63-4
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evolution of 215
failure 389-90
how to classify 62-4
imperfections 291
instability of 211, 212
integration of world markets
83—4
segment(s) 358-9, 363—4
structures 213-15, 289-91
and cooperation 460
Market Value Added (MVA)
669-70
Marketing 346
Matrix structure 437
MBA 273-5
Measuring performance 657-8,
660-1
Merger(s) 379, 395-402
between BHP and Billiton
408-10
between Hewlett-Packard and
Compaq 400-2, 722-8
Meta-routine(s) 641
Metaphor
use of 163—4
Metatheories 20-5
Mexico
retailing structure 536
Wal-Mart in 788
Mission statement 55
Mode of entry 532-42, 593, 719
of automobile companies into
China 531-2, 555-61
advantages and disadvantages
of different modes 539-42
and competitive advantage
539-42
determinants of 540
Model(s)
hybrid 579-80
positioning 163, 576, 577
assumptions of 578
resource-based or resources
235-6, 263, 576, 577
assumptions of 579
Monitoring 123, 441-3, 575
Monopolistic competition 213-15
Monopoly 62, 213-15
Moral hazard 510-11
Mortality rates see demography
Motivation
extrinsic 443, 583—-4
intrinsic 443, 5834

Multi-divisional structure 432-3

Multi-domestic strategy 551

Multilateral organizations 95-6

Multilateral relations 95

Multinational enterprise (MNE)
99-101, 190

N
N-Gage 229, 611
Names, the 507-9, 731-4
Nation state

number of 86
National sovereignty

loss of 86-7
Navikey 608
Needs 340-6
Negotiation to reduce risk 515
Network(s) 403, 485
Network economics 221
Nigeria 673

the Niger Delta ‘mamas’ 527
No-frills airline 288, 315-17

o
Oil prices 138-144, 790-7
Oligopoly 213-15, 224, 290, 381
the iron law of 382-3
Opportunism 222, 390, 473,
475
Opportunity(ies) 184, 292
Opportunity cost 398
Optimization 116-17
Option 596
Organization(s)
know-how
systems 35
typology of 641
Organizational design 431-9
customer group 436
federal 431
functional 435
hybrid 438-9
inverted 431
matrix 437-8, 555, 635
product 433—4
regional 434
spider’'s web 431
‘starburst’ 431
Organizational slack
reducing 309
Output gap 139
Outsourcing 405
Ownership 308

P
Pacing 593, 632-3
event 633
time 633
Paradigm 35-6, 55
Participation strategy see mode of
entry
Partitioning 641
Partner selection 485
Path dependency 217-18
Patterns of change 167-8
Pay television 538-9
Perception device 137
Perfect competition 213-15
Performance areas 658-9
Pharmaceutical industry 688-94
stakeholders 27,
PIMS (profit impact of marketing
strategies) 11
Planning 596-9
comprehensive 597
determinants of the nature of
597
discovery-driven 285
feasible 596-7
flexible 597
focused 597
minimal 597
Planning period 128-9
Play Station (1, 2 and 3) 200,
225,226, 227, 228, 229, 394,
687-8
Pokemon 228
Political risk 221
Pop Idol 395
Portfolio
approach to risk 516-17
of business units 392-3
of drugs 689-94
of products and services 384
Portfolio management 273, 413,
600-1
Positioning 1634, 270, 575
Power
orientation 171
sources of 39-40
structures 36
Predetermined elements 127, 128,
138, 141, 518-19
Prediction see forecasting
Price determination 147, 791-3
Price/earnings ratio 402
Price efficient 118
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Price leadership 472
Price strategy 311-17, 471-3
differential 313-17
predatory 473
Pricing stance 312
aggressive 311-12
tame 311-12
Principal 419-20, 424-5, 454-5
principal/agent behaviour
424-5
principal/agent relationship
419-20
Prisoner’s dilemma 468-71
universality of 471-7
Problems
tame 50
wicked 50, 53
Product attributes 340, 365-6,
6567
intangible 358
Product design 308
Product development,
at Toyota 645
Product differentiation see
differentiation
Professional liability 130-1
Profit
above normal 57-8
distortion of 664-5
maximization of 29
strategy as 618
measurement of 664-5
monopoly 590
Public liability 130-1

R
Rational economic man 117-18
Rationality 5-6, 19
bounded 115-16
criteria 116
procedural 116
substantive 116
Reading
the environment 120—4, 574-5
political problems of 121
the environment as economic
169
the future 1204
Reason
practical 116
pure 116
Reform
gradual 518-20

Regional organizations 96-8
Regionalism 98
Reinsurance 506-7, 732
Reproduction rates 186
Reputation 246, 352
Resorts 545-7, 735-42, 743-7
problems of a winter resort
738-40
Resource(s)
acquiring 399, 575, 629
balancing 242
blending 242
control over 39
conserving 242
core 236
defining 235-6
evaluating 575
extracting 242
intangible 237-9
leveraging 241-2
recycling 242
tangible 237-9
Resource audit 239
Responses see strategic responses
Restructuring 439
Retailing 535-6, 704, 783—4
and IT 786-7
Risk(s) 220, 221, 391, 460,
495-529
competitive 224, 520
country 133, 224, 520
economic
enterprise 134-5
global 133
government guarantee against
510-11
industry 133—4
insolvency 135
liquidity 135
long-tailed 130, 507-9, 729-34
market 134
maturity 134-5
off-the-balance sheet 135
operational 135
political 135, 221, 521-2
price 134
strategic 150-1, 221-4, 520-1,
521
technical 135
transfer 136, 221
Risk appetite 497-9
Risk assessment 500
Risk aversion 497

Risk avoidance 497, 5034,
511-12

Risk control 132-6, 497, 709
strategy as 617-18

Risk environment 132-6, 497,
499

Risk evaluation see risk assessment

Risk-generating events 499

Risk management 134-6, 497,
500
as part of strategy 520-1
principles of 521-2
strategy of 500, 505-12,

513-15

Risk manager(s) 500-3

Risk matrix 133—-4

Risk mitigation 497, 512, 514-15

Risk premium 513

Risk rating 501-3

Risk response 503-18

Risk sharing 510

Rituals 35

Routine(s) 35, 126

Rule(s) 459, 470

S
Sabre 292
Sanctions 442-3
Santana 557
SARS 105, 526
Saudi Arabia 795, 796
oil reserves 793
Scanning 122-3, 574
Scenario(s)
goal 136
learning 241
macro 137
naming of 143
reasons for 145
Scenario building 126, 13645,
517-19, 572, 575
components of 138
for the price of oil 138, 794-7
role in strategy making 145
stepsin 138—44
Scenario planning 520
Self-organization 477-8
Sensitivity analysis 132, 572
Serendipity 585-6
Services 295-6
internationalization of 191
Shareholder(s)
returns to 666-9
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Shock(s)
therapy 519
Silicon Valley 400, 668
Sims, the 229
Singapore,
role of government in growth of
182-3, 549-50, 760-1
Six Sigma quality programme
602, 718
Small numbers contracting 389
Social responsibility see corporate
social responsibility
Social web 33-40
Software 200-1, 225-6, 303, 685
Sonic cruiser 150-1
South Africa
beer industry 637-40
political risk in 521
Specialization 253
Sports industry 234-5
Staging 593, 594, 629-33
alternative routes 631-3
Stakeholders 20-33, 671-2,
673-4, 682
definition 26
mapping of
economic stakeholders 31,
political stakeholders 32,
strategy towards 677-8
who they are? 26-8
Star Hub 761
Star Wars Galaxies 229
STEP (sometimes called PEST)
169
Strategic action(s) 5, 43-77,
2034
Strategic activities 61, 6545
Strategic aims 28
Strategic alliance(s) 403, 481-7,
629
complementary 483
equity 483
horizontal 483—4
international 485-7
managing 484-5
non-equity 483
between Renault and Nissan
462—4, 750-1
and risk sharing 510
types of 483—4
vertical complementary 483
Strategic allies 27
Strategic analysis 699-801

Strategic approaches 13-16
classical 13
evolutionary 14
processual 14-15,
systemic 15-16,
American 22
Anglo-Saxon 16
Japanese 16
Strategic audit 567, 699-801
Strategic business unit (SBU)
599-600
Strategic canvas 655-7
Strategic choice 592-6, 680
evaluation criteria of 596
Strategic constraints 800
Strategic control see monitoring
Strategic design 10
Strategic dilemmas 379
Strategic drift 36-8
Strategic elements 5—6
Strategic inertia 36
Strategic intent 5, 654
Strategic leadership 634-5
Strategy making
learning 570-3
levels of 7
stepsin  574-80
Strategic management 128, 572,
589-99
definition 56-7
Strategic mission 634
Strategic objectives 54-5
Strategic performance 6-7
Strategic perspectives 14, 572-3
Strategic planning 9-12, 128-9,
572
definition 59-61
when appropriate 64-5
Strategic players 201-4, 458-61
global 95-101
Strategic responses 203—4
Strategic schools 16-20, 799-800
Strategic situations 654
Strategic stance 34-5
Strategic steps 574—-80
reversing the sequencing 681-3
sequencing 576—80
Strategic thinking 5-6, 45-61,
127-9, 572-3, 581-9
contexts of 49-53
definition 45-7
explicit 46-7
implicit 46-7

Strategist(s)
who are they? 7-8, 26-7, 800-1
Strategy(ies)
in a crisis 712-14
definition of 5
emergent 589-91
formulation of 10, 566,
568-613, 570, 580, 654
generic 277-80, 365-70, 654
gorilla 686
guerrilla 686
history of concept 8-13
hybrid 279
impact of globalization on
101-2
implementation of 10, 566,
580, 614-50, 654
weaknesses of 616—18
learning of 568-70
making 7
context of 33—4
evolution of 572
meanings of 13-21
as adaptation 19
as cognitive psychology 18,
33
as design 17
as entrepreneurship 17
as ethics 19
as learning process 18
as organizational culture 18,
33-40
as planning 17
as political process 18, 33—41
as positioning 17
as rationality 19
as rhetoric 19
as simple rules 19
as transformation 18
monitoring of 566, 580,
651-98
nature of 798-800
nomadic 755
origins of concept 8-9
promoting 678-9
resource based view 12
stages in development of
concept 9-13
Strategy division 634—6
role of 636
separate 635-6
advantages and disadvantages
of 635-6
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Structure(s) 418-49
formal 418
informal 441
principles of 418-20, 432-3
Substitutes 204-5, 209-10
for Starbucks 205, 768
Supervision 426
Supplier(s)
for Toyota 642-7
Supply curve 146-7, 314, 791-3
Sustainability 29
Switching 641

SWOT 10, 17
T
Take-over,
danger of 449-53
Teams

cross-company 463—4, 482,
751
cross-functional 463-4, 751
Technical change
waves of 173-6
Technique(s) 307
choice of 322-3
Technology 322-5
accelerated diffusion of new 85
Telecommunications 760-1
in Asia 762-3
Terrorist attacks 80, 220, 322,
473, 553, 733
Threat(s) 184, 185
Three pillar system 443-5
Time horizon 127-8, 511
Time orientation 171
Tokenism 617
Tomb Raider 228
Total quality management (TQM)
641-7

Toy Story 395
Training,
provision of 474—6
Trans-national strategy 551
Trans-national world 93
Transaction costs 549, 553
Transaction cycle 327-9
Transformation 18, 236-7
Transition
from planned to market
economy in India 303
Treaty of Nice 216
Triad, the 99, 188, 189-90, 544,
748
Triple bottom line 674-5
Trust 246, 641
Turnaround(s) 36-8, 284-5
of Nissan 751-2
of Vivendi 779
Turnkey projects 534

u/v
Uncertainty 169, 211-12,
589-90
levels of 119
orientation 171
Uniqueness drivers 366—8
Value 275
creation of 276
strategic implications of 276-9
Value added
economic 276
definition 275
Value analysis 275-7
Value chain 251-7
in banking 216-17, 711
use for cost leadership 318-22
Vertical fracturing 565, 567,
616, 626

Vertical integration 253,
388-91
benefits and costs of 390
and competition 388
types of 390-1
Vertical thinking 5
Videogame(s)
consoles 200-1, 225-7
industry 224-30
driving forces in 224-5
features of 225
Virtue matrix 676
Vision 55-6

W
Wants 340-6
creation of new 348
White goods industry 717
Wi-Fi 205, 768
Windows 213, 421-2, 429, 609
Wine industry 457-8
in Australia 293, 457-8,
487-92
industry associations 489
in California 480
Wireless technology 267-8, 282,
296-9, 394-5, 541, 606
World Cup (football) 258, 735
WWEF Raw 228

X/YIZ

XBOX 225,226, 227, 228, 687
Yellow Tail 490

Zero-sum game 458
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