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PREFACE


preface


Welcome to the Seventh Edition of Strategic Management: Text and Cases! We are all very pleased with the positive market response to our previous edition. Below is some of the encouraging feedback we have received from our reviewers:


The text is thorough and all-inclusive. I don’t need to refer to another book as a back-up. It addresses all aspects of strategic management from the initial inspiration of a vision to the nuts and bolts of putting the plan to work. It is well structured; it is clear how each chapter not only builds on the previous ones, but also how analysis, formulation, and implementation are interrelated.


Lois Shelton, California State University, Northridge


I use Strategic Management in a capstone course required of all business majors, and students appreciate the book because it synergizes all their business education into a meaningful and understandable whole. My students enjoy the book’s readability and tight organization, as well as the contemporary examples, case studies, discussion questions and exercises.


William Sannwald, San Diego State University


It is very easy for students to read because it presents strategy concepts in a simple but comprehensive manner. It covers important developments in the strategic management field that are usually ignored by other textbooks (e.g., concepts like social networks and social capital, the balanced scorecard, and new forms of organizational structure).


Moses Acquaah, University of North Carolina at Greensboro


Content is current and easy for students to grasp; good graphs and charts to illustrate important points in the chapter. Book is well organized around the AFI framework.


Lise Anne D. Slatten, University of Louisiana at Lafayette


It is the best written textbook for the undergraduate course that I have come across. Application materials tie concepts to real-world practice.


Justin L. Davis, University of West Florida


The Dess text takes a practical/easy approach to explain very difficult subject matter. It integrates a number of real-life scenarios to aid the student in their comprehension of key concepts. The standout of the text is the Reflecting on Career Implications. These end-of-chapter questions aid the student in applying their learning to their workplace in a manner that promotes career success.


Amy Patrick, Wilmington University


The Dess book overcomes many of the limitations of the last book I used in many ways: (a) presents content in a very interesting and engrossing manner without compromising the depth and comprehensiveness, (b) inclusion of timely and interesting illustrative examples, (c) includes an excellent array of long, medium, and short cases that can be used to balance depth and variety, and (d) EOC exercises do an excellent job of complementing the chapter content.


Sucheta Nadkami, Drexel University


We are always striving to improve our work, and we are most appreciative of the extensive and constructive feedback that many strategy professionals have graciously given us. As always,
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we have worked hard to incorporate their ideas into the Seventh Edition—and we acknowledge them by name later in the Preface.


We believe we have made valuable improvements throughout our many revised editions of Strategic Management. At the same time, we strive to be consistent and “true” to our original overriding objective: a book that satisfies three R’s: relevant, rigorous, and readable. That is, our tagline (paraphrasing the well-known Secret deodorant commercial) is: “Strong enough for the professor; made for the student.” And we are pleased that we have received feedback (such as the comments on the previous page) that is consistent with what we are trying to accomplish.


To continue to earn the support of strategy instructors (and students!) we try to use an engaging writing style that minimizes unnecessary jargon and covers all of the traditional bases. We also integrate some central themes throughout the book—such as globalization, technology, ethics, environmental sustainability, and entrepreneurship—that are vital in understanding strategic management in today’s global economy. We draw on short examples from business practice to bring concepts to life by providing 85 Strategy Spotlights (more detailed examples in sidebars).


Unlike other strategy texts, we provide three separate chapters that address timely topics about which business students should have a solid understanding. These are the role of intellectual assets in value creation (Chapter 4), entrepreneurial strategy and competitive dynamics (Chapter 8), and fostering entrepreneurship in established organizations (Chapter 12). We also provide an excellent set of cases to help students analyze, integrate, and apply strategic management concepts.


In developing Strategic Management: Text and Cases, we certainly didn’t forget the instructors. As we all know, you have a most challenging (but rewarding) job. We did our best to help you. We provide a variety of supplementary materials that should help you in class preparation and delivery. For example, our chapter notes do not simply summarize the material in the text. Rather (and consistent with the concept of strategy!), we ask ourselves: “How can we add value?” Thus, for each chapter, we provide numerous questions to pose to help guide class discussion, at least 12 boxed examples to supplement chapter material, and three detailed “teaching tips” to further engage students. Also, the author team completed the chapter notes—along with the entire test bank—ourselves. That is, unlike many of our rivals, we didn’t simply farm the work out to others. Instead, we felt that such efforts help to enhance quality and consistency—as well as demonstrate our personal commitment to provide a top-quality total package to strategy instructors. With the seventh edition, we also benefited from valued input by our strategy colleagues to further improve our work.


Let’s now address some of the key substantive changes in the Seventh Edition. Then we will cover some of the major features that we have had in previous editions.


What’s New? Highlights of the Seventh Edition We have endeavored to add new material to the chapters that reflects both the feedback that we have received from our reviewers as well as the challenges that face today’s managers. Thus, we all invested an extensive amount of time carefully reviewing a wide variety of books, academic and practitioner journals, and the business press.


We also worked hard to develop more concise and tightly written chapters. Based on feedback from some of the reviewers, we have tightened our writing style, tried to eliminate redundant examples, and focused more directly on what we feel is the most important content in each chapter for our audience. The overall result is that we were able to update our material, add valuable new content, and—at the same time—shorten the length of the chapters.
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PREFACE


Here are some of the major changes and improvements in the Seventh Edition:


• All of the 12 opening “Learning from Mistakes” vignettes that lead off each chapter are totally new. Unique to this text, they are all examples of what can go wrong, and they serve as an excellent vehicle for clarifying and reinforcing strategy concepts. After all, what can be learned if one simply admires perfection!


• Well over half of our “Strategy Spotlights” (sidebar examples) are brand new, and many of the others have been thoroughly updated. Although we have reduced the number of Spotlights from the previous edition to conserve space, we still have a total of 85—by far the most in the strategy market. We focus on bringing the most important strategy concepts to life in a concise and highly readable manner. And we work hard to eliminate unnecessary detail that detracts from the main point we are trying to make. Also, consistent with our previous edition, many of the Spotlights focus on three “hot” issues that are critical in leading today’s organizations: ethics, environmental sustainability, and crowdsourcing.


• We have added a new feature—Issue for Debate—at the end of each chapter. We have pretested these situations and find that students become very engaged (and often animated!) in discussing an issue that has viable alternative points of view. It is an exciting way to drive home key strategy concepts. For example, in Chapter 1, Seventh Generation is faced with a situation that confronts their values, and they must decide whether or not to provide their products to some of their largest customers. In Chapter 3, some interesting tradeoffs arose when The World Triathlon Corporation expanded their exclusive branding of Ironman to products that didn’t reflect the “spirit” of the brand. And, in Chapter 6, Delta Airlines’ diversification into the oil business via their acquisition of an oil refinery poses an issue for some interesting alternative points of view.


• Throughout the chapters, we provide many excerpts from interviews with top executives from Adam Bryant’s The Corner Office. Such viewpoints provide valuable perspectives from leading executives and help to drive home the value and purpose of key strategy concepts. For example, we include the perspectives of Tim Brown (CEO of IDEO) on employee empowerment, John Stumpf (CEO of Wells Fargo) on strategy implementation, and Gordon Bethune (former CEO of Continental Airlines) on the importance of incentive systems.


• We have completely rewritten the “Reflecting on Career Implications . . .” feature that we introduced in the Sixth Edition of Strategic Management. Based on reviewer feedback, we directed our attention to providing insights that are closely aligned with and directed to three distinct issues faced by our readers: prepare them for a job interview (e.g., industry analysis), help them with current employers or their career in general, or help them find potential employers and decide where to work. We feel this feature is significantly improved and should be of more value to students’ professional development.


Key content changes for the chapters include:


• Chapter 1 makes a strong business case for environmental sustainability and draws on Porter’s concept of “shared value” that was initially introduced in the Sixth Edition. Such issues advance the notion that firms should go far beyond a narrow focus on shareholder returns. Further, shared value promotes practices that enhance the competitiveness of the company while simultaneously advancing the social and economic conditions in which it operates.
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• Chapter 2 makes the distinction between “hard trends” and “soft trends” that was articulated by Dan Burrus in his recent book Flash Foresight. This distinction is important in determing the importance of current trends and their evolution over time. Soft trends are something that might happen and a probability with which it might happen can be assigned. In contrast, hard trends are based on measurable facts, events, or objects—they are something that will happen. We provide the example of how the identification of hard trends (in technology) led the renowned Mayo Clinic to develop a CD to help customers to access useful medical information. This initiative provided the Mayo Clinic with significant financial and nonfinancial benefits!


• Chapter 4 addresses two issues that are important to not only developing human capital in organizations but also for students entering—or enhancing their success in—an organization: mentorship versus sponsorship and the “trap” of ineffective networks. Knowing the distinction between mentors and sponsors has valuable implications for one’s career. Mentors may provide coaching and advice, and prepare one for the next position. Sponsors, on the other hand, are typically somebody in a senior position who can advocate and facilitate career moves. We also draw on research that suggests three types of “network traps” that professionals should work hard to avoid: the wrong structure, the wrong relationship, and the wrong behavior.


• Chapter 6 discusses when actions taken to change the scope of businesses in which a corporation competes lead to positive outcomes for the firm. We highlight the characteristics of both acquisitions and divestitures that lead to positive outcomes. With acquisitions, we focus on how the characteristics of the acquiring firm as well as the acquisition itself lead to positive reactions by the stock market to the announcement of the deal. With divestitures, we draw on the work by the Boston Consulting Group to highlight seven principles for effective divestitures.


• Chapter 7 looks into the hidden costs of offshoring. In recent years, many firms have moved parts of their operations to lower wage countries. In many cases, they have found that the expected cost savings were illusory. We discuss seven reasons why firms would not achieve the anticipated savings through offshoring and provide examples of firms that have benefited by bringing their operations back home.


• Chapter 8 includes an examination of crowdfunding, a rapidly growing means to finance entrepreneurial ventures. Crowdfunding involves drawing relatively small amounts of funding from a wide net of investors to provide potentially large pools of capital for entrepreneurial ventures. We discuss both the tremendous potential as well as the pitfalls of crowdfunding for entrepreneurs. Knowing that some of our students may want to be investors in these ventures, we also discuss issues that crowdfunding investors should consider when looking into these investment opportunities.


• Chapter 9 addresses how firms can build effective boards of directors. We identify how firms need to go beyond standard categories, such as insider versus outsider board members, to develop favorable board dynamics. We also discuss how the structure of boards has changed over the past 25 years.


• Chapter 10 examines the costs and benefits of nurturing strong relationships to ensure cooperation and achieve high levels of performance. Over the past 30 years, many scholars have argued that relational systems, where decisions regarding how to facilitate control and coordination are driven by relationships rather than bureaucratic systems and contracts, are superior to more traditional control systems. We examine this issue and discuss how relational systems have both advantages and disadvantages. We conclude with a brief discussion of when managers may want to rely more on relationship systems and when they may want to rely more on formal structure and reward systems.
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• Chapter 11 introduces the concept of “competency companions,” an important idea for managers to consider in developing their leadership ability. The idea is that leaders can benefit most by identifying and developing complementary strengths instead of continually working on already great qualities that they may possess. For example, a leader who has a strong competence in developing innovative ideas can extend that competency by developing strong communication skills.


• Chapter 13 updates our Appendix: Sources of Company and Industry Information. Here, we owe a big debt to Ruthie Brock and Carol Byrne, library professionals at the University of Texas at Arlington. These ladies have graciously provided us with comprehensive and updated information that is organized in a range of issues. These include competitive intelligence, annual report collections, company rankings, business websites, and strategic and competitive analysis. Such information is invaluable in analyzing companies and industries.


• Alan Eisner, our case editor, has worked hard to further enhance our excellent case package.


• Approximately half of our cases are author-written (much more than the competition).


• We have updated our users’ favorite cases, creating fresh stories about familiar companies to minimize instructor preparation time and “maximize freshness” of the content.


• We have added 6 exciting new cases to the lineup, including Boston Beer, Campbell Soup, Kickstarter, and Zynga.


• We have also extensively updated 23 familiar cases, including Apple, eBay, Ford, Johnson & Johnson, and many others.


• A major focus on fresh and current cases on familiar firms. • Many videos on the Online Learning Center (OLC) or Connect to match the cases.


What Remains the Same: Key Features of Earlier Editions Let’s now briefly address some of the exciting features that remain from the earlier editions.


• Traditional organizing framework with three other chapters on timely topics. Crisply written chapters cover all of the strategy bases and address contemporary topics. First, the chapters are divided logically into the traditional sequence: strategy analysis, strategy formulation, and strategy implementation. Second, we include three chapters on such timely topics as intellectual capital/knowledge management, entrepreneurial strategy and competitive dynamics, and fostering corporate entrepreneurship and new ventures.


• “Learning from Mistakes” chapter-opening cases. To enhance student interest, we begin each chapter with a case that depicts an organization that has suffered a dramatic performance drop, or outright failure, by failing to adhere to sound strategic management concepts and principles. We believe that this feature serves to underpin the value of the concepts in the course and that it is a preferred teaching approach to merely providing examples of outstanding companies that always seem to get it right! After all, isn’t it better (and more challenging) to diagnose problems than admire perfection? As Dartmouth’s Sydney Finkelstein, author of Why Smart Executives Fail, notes: “We live


PREFACE
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in a world where success is revered, and failure is quickly pushed to the side. However, some of the greatest opportunities to learn—both for individuals and organizations— come from studying what goes wrong.”* We’ll see how, for example, Borders went from enjoying enormous success as an innovative firm—with revenues of nearly $4 billion in 2005—to bankruptcy six years later. We will also explore why Daimler’s “ultra-urban” Smart car—despite its initial acclaim—has cost the firm $5.3 billion in cumulative losses over the years. And we’ll explore why Cisco’s eagerness to enter the digital video market via its acquisition of Pure Digital Technologies didn’t pan out.


• Consistent chapter format and features to reinforce learning. We have included several features in each chapter to add value and create an enhanced learning experience. First, each chapter begins with an overview and a set of bullets pointing to key learning objectives. Second, as previously noted, the opening case describes a situation in which a company’s performance eroded because of a lack of proper application of strategy concepts. Third, at the end of each chapter there are four different types of questions/exercises that should help students assess their understanding and application of material:


1. Summary review questions. 2. Experiential exercises. 3. Application questions and exercises. 4. Ethics questions


Given the centrality of online systems to business today, each chapter contains at least one exercise that allows students to explore the use of the Web in implementing a firm’s strategy.


• “Reflecting on Career Implications” for each chapter. This feature—at the end of each chapter—will help instructors drive home the immediate relevance/value of strategy concepts. It focuses on how an understanding of key concepts helps business students early in their careers.


• Key Terms. Approximately a dozen key terms for each chapter are identified in the margins of the pages. This addition was made in response to reviewer feedback and improves students’ understanding of core strategy concepts.


• Clear articulation and illustration of key concepts. Key strategy concepts are introduced in a clear and concise manner and are followed by timely and interesting examples from business practice. Such concepts include value-chain analysis, the resource-based view of the firm, Porter’s five-forces model, competitive advantage, boundaryless organizational designs, digital strategies, corporate governance, ethics, and entrepreneurship.


• Extensive use of sidebars. We include 85 sidebars (or about seven per chapter) called “Strategy Spotlights.” The Strategy Spotlights not only illustrate key points but also increase the readability and excitement of new strategy concepts.


• Integrative themes. The text provides a solid grounding in ethics, globalization, environmental sustainability, and technology. These topics are central themes throughout the book and form the basis for many of the Strategy Spotlights.


• Implications of concepts for small businesses. Many of the key concepts are applied to start-up firms and smaller businesses, which is particularly important since many students have professional plans to work in such firms.


*Personal communication, June 20, 2005.
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• Not just a textbook but an entire package. Strategic Management features the best chapter teaching notes available today. Rather than merely summarizing the key points in each chapter, we focus on value-added material to enhance the teaching (and learning) experience. Each chapter includes dozens of questions to spur discussion, teaching tips, in-class group exercises, and about a dozen detailed examples from business practice to provide further illustrations of key concepts.


• Excellent Case Studies. We have selected an excellent collection of current and classic cases for this edition, carefully including a wide variety of cases matched to key strategic concepts and organized to create maximum flexibility. We have a balance of short, concise, and longer, comprehensive cases while maintaining currency and name recognition of our cases with many new and updated classroom-tested cases. We also have updated many of the favorites from the Sixth Edition, such as Apple, eBay, Ford, Johnson & Johnson, and many others.


Student Support Materials Online Learning Center (OLC) The following resources are available to students via the publisher’s OLC at www.mhhe.com/ dess7e :


• Chapter quizzes students can take to gauge their understanding of material covered in each chapter.


• A selection of PowerPoint slides for each chapter. • Links to strategy simulations the Business Strategy Game & GLO-BUS. Both provide


a powerful and constructive way of connecting students to the subject matter of the course with a competition among classmates on campus and around the world.


Instructor Support Materials Instructor’s Manual (IM) Prepared by the textbook authors, along with valued input from our strategy colleagues, the accompanying IM contains summary/objectives, lecture/discussion outlines, discussion questions, extra examples not included in the text, teaching tips, reflecting on career implications, experiential exercises, and more.


Test Bank Revised by Christine Pence of the University of California–Riverside, the test bank contains more than 1,000 true/false, multiple-choice, and essay questions. It has now been tagged with learning objectives as well as Bloom’s Taxonomy and AACSB criteria.


• Assurance of Learning Ready. Assurance of Learning is an important element of many accreditation standards. Dess 7e is designed specifically to support your Assurance of Learning initiatives. Each chapter in the book begins with a list of numbered learning objectives that appear throughout the chapter, as well as in the end-of-chapter questions and exercises. Every test bank question is also linked to one of these objectives, in addition to level of difficulty, topic area, Bloom’s Taxonomy level, and AACSB skill area. EZ Test, McGraw-Hill’s easy-to-use test bank software, can search the test bank by these and other categories, providing an engine for targeted Assurance of Learning analysis and assessment.
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• AACSB Statement. The McGraw-Hill Companies is a proud corporate member of AACSB International. Understanding the importance and value of AACSB accreditation, Dess 7e has sought to recognize the curricula guidelines detailed in the AACSB standards for business accreditation by connecting selected questions in Dess 7e and the test bank to the general knowledge and skill guidelines found in the AACSB standards. The statements contained in Dess 7e are provided only as a guide for the users of this text. The AACSB leaves content coverage and assessment within the purview of individual schools, the mission of the school, and the faculty. While Dess 7e and the teaching package make no claim of any specific AACSB qualification or evaluation, we have labeled selected questions within Dess 7e according to the six general knowledge and skills areas.


• Computerized Test Bank Online. A comprehensive bank of test questions is provided within a computerized test bank powered by McGraw-Hill’s flexible electronic testing program, EZ Test Online ( www.eztestonline.com ). EZ Test Online allows you to create paper and online tests or quizzes in this easy-to-use program! Imagine being able to create and access your test or quiz anywhere, at any time without installing the testing software. Now, with EZ Test Online, instructors can select questions from multiple McGraw-Hill test banks or author their own, and then either print the test for paper distribution or give it online.


• Test Creation. • Author/edit questions online using the 14 different question type templates. • Create printed tests or deliver online to get instant scoring and feedback. • Create questions pools to offer multiple versions online – great for practice. • Export your tests for use in WebCT, Blackboard, PageOut, and Apple’s iQuiz. • Compatible with EZ Test Desktop tests you’ve already created. • Sharing tests with colleagues, adjuncts, TAs is easy.


• Online Test Management. • Set availability dates and time limits for your quiz or test. • Control how your test will be presented. • Assign points by question or question type with drop-down menu. • Provide immediate feedback to students or delay until all finish the test. • Create practice tests online to enable student mastery. • Your roster can be uploaded to enable student self-registration.


• Online Scoring and Reporting. • Automated scoring for most of EZ Test ’s numerous question types. • Allows manual scoring for essay and other open response questions. • Manual rescoring and feedback is also available. • EZ Test ’s grade book is designed to easily export to your grade book. • View basic statistical reports.


• Support and Help. • User’s guide and built-in page-specific help. • Flash tutorials for getting started on the support site. • Support website: www.mhhe.com/eztest. • Product specialist available at 1-800-331-5094. • Online Training: http://auth.mhhe.com/mpss/workshops/.
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PowerPoint Presentation Prepared by Pauline Assenza of Western Connecticut State University and consists of more than 400 slides incorporating an outline for the chapters tied to learning objectives. Also included are instructor notes, multiple-choice questions that can be used as Classroom Performance System (CPS) questions, and additional examples outside of the text to promote class discussion. Case Study PowerPoint slides are available to facilitate case study coverage.


McGraw-Hill Connect™ Management Less Managing. More Teaching. Greater Learning. McGraw-Hill Connect Management is an online assignment and assessment solution that connects students with the tools and resources thev’ll need to achieve success.


• McGraw-Hill Connect Management Features. Connect Management offers a number of powerful tools and features to make managing assignments easier, so faculty can spend more time teaching. With Connect Management, students can engage with their coursework anytime and anywhere, making the learning process more accessible and efficient. Connect Management offers you the features described below.


• There are chapter quizzes for the 12 chapters, consisting of 15–25 multiple- choice questions, testing students’ overall comprehension of concepts presented in the chapter.


• There are 2 specially crafted interactives for each of the 12 chapters that drill students in the use and application of the concepts and tools of strategic analysis.


• Connect also includes special case exercises for approximately one-third of the 35 cases in this edition that require students to develop answers to a select number of the assignment questions.


• Additionally, there will be financial analysis exercises related to the case exercises. • The majority of the Connect exercises are automatically graded, thereby


simplifying the task of evaluating each class member’s performance and monitoring the learning outcomes.


• Student Progress Tracking. Connect Management keeps instructors informed about how each student, section, and class is performing, allowing for more productive use of lecture and office hours. The progress-tracking function enables you to


• View scored work immediately and track individual or group performance with assignment and grade reports.


• Access an instant view of student or class performance relative to learning objectives.


• Collect data and generate reports required by many accreditation organizations, such as AACSB.


• Smart Grading. When it comes to studying, time is precious. Connect Management helps students learn more efficiently by providing feedback and practice material when they need it, where they need it. When it comes to teaching, your time also is precious. The grading function enables you to


• Have assignments scored automatically, giving students immediate feedback on their work and side-by-side comparisons with correct answers.


• Access and review each response, manually change grades, or leave comments for students to review.


• Reinforce classroom concepts with practice tests and instant quizzes.
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• Simple Assignment Management. With Connect Management, creating assignments is easier than ever, so you can spend more time teaching and less time managing. The assignment management function enables you to


• Create and deliver assignments easily with selectable test bank items. • Streamline lesson planning, student progress reporting, and assignment grading to


make classroom management more efficient than ever. • Go paperless with online submission and grading of student assignments.


• Instructor Library. The Connect Management Instructor Library is your repository for additional resources to improve student engagement in and out of class. You can select and use any asset that enhances your lecture. The Connect Management Instructor Library includes


• Instructor Manual • Case Teaching Notes • PowerPoint ® files • Test Bank


Videos A set of videos related to both chapters and selected cases can be found on the Online Learning Center (OLC) or Connect to support your classroom or student lab, or for home viewing. These thought-provoking video clips are available upon adoption of this text.


Online Learning Center (OLC) The instructor section of www.mhhe.com/dess7e also includes the Instructor’s Manual, PowerPoint Presentations, Case Grid, and Case Study Teaching Notes as well as additional resources.


The Business Strategy Game and GLO-BUS Online Simulations Both allow teams of students to manage companies in a head-to-head contest for global market leadership. These simulations give students the immediate opportunity to experiment with various strategy options and to gain proficiency in applying the concepts and tools they have been reading about in the chapters. To find out more or to register, please visit www.mhhe.com/ thompsonsims.


e-book Options e-books are an innovative way for students to save money and to “go-green,” McGraw-Hill’s e-books are typically 40% of bookstore price. Students have the choice between an online and a downloadable CourseSmart e-book.


Through CourseSmart, students have the flexibility to access an exact replica of their textbook from any computer that has internet service without plug-ins or special software via the version, or create a library of books on their harddrive via the downloadable version. Access to the CourseSmart e-books is one year.


Features: CourseSmart e-books allow students to highlight, take notes, organize notes, and share the notes with other CourseSmart users. Students can also search terms across all e-books in their purchased CourseSmart library. CourseSmart e-books can be printed (5 pages at a time).


More info and purchase: Please visit www.coursesmart.com for more information and to purchase access to our e-books. CourseSmart allows students to try one chapter of the e-book, free of charge, before purchase.
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Additional Resources Create Craft your teaching resources to match the way you teach! With McGraw-Hill Create, www.mcgrawhillcreate.com, you can easily rearrange chapters, combine material from other content sources, and quickly upload content you have written, like your course syllabus or teaching notes. Find the content you need in Create by searching through thousands of leading McGraw-Hill textbooks. Arrange your book to fit your teaching style. Create even allows you to personalize your book’s appearance by selecting the cover and adding your name, school, and course information. Order a Create book and you’ll receive a complimentary print review copy in three to five business days or a complimentary electronic review copy (eComp) via email in about one hour. Go to www.mcgrawhillcreate.com today and register. Experience how McGraw-Hill Create empowers you to teach your students your way.


McGraw-Hill Higher Education and Blackboard McGraw-Hill Higher Education and Blackboard have teamed up. What does this mean for you?


1. Your life, simplified. Now you and your students can access McGraw-Hill’s Connect and Create right from within your Blackboard course—all with one single sign-on. Say goodbye to the days of logging in to multiple applications.


2. Deep integration of content and tools. Not only do you get single sign-on with Connect and Create, you also get deep integration of McGraw-Hill content and content engines right in Blackboard. Whether you’re choosing a book for your course or building Connect assignments, all the tools you need are right where you want them—inside of Blackboard.


3. Seamless gradebooks. Are you tired of keeping multiple gradebooks and manually synchronizing grades into Blackboard? We thought so. When a student completes an integrated Connect assignment, the grade for that assignment automatically (and instantly) feeds your Blackboard grade center.


4. A solution for everyone. Whether your institution is already using Blackboard or you just want to try Blackboard on your own, we have a solution for you. McGraw-Hill and Blackboard can now offer you easy access to industry-leading technology and content, whether your campus hosts it or we do. Be sure to ask your local McGraw-Hill representative for details.


McGraw-Hill Customer Care Contact Information At McGraw-Hill, we understand that getting the most from new technology can be challenging. That’s why our services don’t stop after you purchase our products. You can e-mail our product specialists 24 hours a day to get product training online. Or you can search our knowledge bank of Frequently Asked Questions on our support website. For customer support, call 800-331-5094, email hmsupport@mcgraw-hill.com, or visit www.mhhe.com/support. One of our technical support analysts will be able to assist you in a timely fashion.
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Learning from Mistakes In 1997, Daimler AG introduced an “ultra-urban” car at the Frankfurt Motor Show amid much fanfare. 1 Envisioned by Nicholas Hayek (inventor of Swatch Watch) and Mercedes- Benz, it received acclaim for its innovation, advanced engineering, and functionality as well as being simply fun to drive. Over one million were sold worldwide before it entered the U.S. market a decade later. What was this car that was transforming the urban transportation market? It was the Smart fortwo—a pocket-sized two-seater, high- efficiency vehicle made with cutting-edge materials that were as light as they were strong and had an impressively engineered Mercedes-Benz engine that made it fun to drive.


On January 16, 2008, the first Smart fortwo streaked through the streets of Manhattan, New York. The Smart fortwo was an immediate sensation in the United States, with sales of 24,600 units in its first year. With rising gas prices, a buoyant economy, and increasingly ecologically- aware consumers, Daimler had not only found a market, but also it was blazing a trail all across the United States. However, sales quickly dropped—just 20,000 cars were sold over the following three years. So where did Smart take a wrong turn?
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Learning Objectives Learning Objectives numbered LO5.1, LO5.2, LO5.3, etc. with corresponding icons in the margins to indicate where learning objectives are covered in the text.
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NGOs AS MONITORS OF MNCs Although the number of NGOs worldwide is hard to determine, according to a recent study there are at least 40,000 multinational NGOs. There are also hundreds of thousands based in individual countries, with India leading the pack with one NGO for 400 of its citizens. What are NGOs and what do they do? NGOs such as Greenpeace or World Wildlife Fund include a wide array of groups and organizations—from activist groups “reclaiming the streets” to development organizations delivering aid and providing essential public services. Other NGOs are research-driven policy organiza- tions, looking to engage with decision makers. Still others see them- selves as watchdogs, casting a critical eye over current events.


Some NGOs recently broadened their monitoring or watchdog role of multinational corporations (MNCs) to include not just the MNC itself but also the MNC’s supply chain. As an example, Apple in 2011 received massive media scrutiny from Chinese environ- mental NGOs because the beloved U.S. technology giant ignored pollution violations of some of its Chinese suppliers. Following intense media pressure, Apple quickly arranged talks with the Chi- nese environmental NGOs and eventually increased environmental standards for its suppliers. However, the responsibility of MNCs does not stop with their immediate supplier base. International brands such as Nike and Adidas were targets of international


media attention because they procured finished goods from Chinese textile companies with questionable environmental prac- tices. These cases highlight that MNCs face substantial challenges in what is commonly assumed to be an arm’s length market transaction.


Although many MNCs are quick to react to environmental con- cerns raised by NGOs, a more proactive management of environ- mental issues in their supply chain may prevent public scrutiny and other embarrassments. Apparel company Levi Strauss takes a proactive approach that encourages self-monitoring by their suppliers. For each false or misleading environmental record, Levi Strauss issues the supplier a “zero tolerance” warning and will terminate the relationship after three such warnings. However, if the supplier voluntarily reports environmental issues, Levi Strauss does not issue a warning, but instead works with the supplier to correct the problems. This proactive approach encourages self- monitoring and decreases the risk of becoming the target of NGO attention and media pressure.


Sources: Esty, D. C. & Winston, A. S. 2009. Green to Gold. Hoboken, NJ: Wiley: 69–70; Barboza, D. 2011. Apple cited as adding to pollution in China. The New York Times, September 1: np; Plambeck, E., Lee, H.L., and Yatsko, P. 2011. Improving environmental performance in your Chinese supply chain. MIT Sloan Management Review, 53(2): 43–51; and Shukla, A. 2010. First official estimate: An NGO for every 400 people in India. www.indianexpress.com , July 7: np.


STRATEGY SPOTLIGHT 1.3 ETHICS
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Learning from Mistakes Learning from Mistakes are examples of where things went wrong. Failures are not only interesting but also sometimes easier to learn from. And students realize strategy is not just about “right or wrong” answers, but requires critical thinking.


Strategy Spotlight These boxes weave themes of ethics, globalization, and technology into every chapter of the text, providing students with a thorough grounding necessary for understanding strategic management. Select boxes incorporate crowdsourcing, environmental sustainability, and ethical themes.
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Business-Level Strategy: Creating and Sustaining Competitive Advantages


After reading this chapter, you should have a good understanding of the following learning objectives:


LO5.1 The central role of competitive advantage in the study of strategic management, and the three generic strategies: overall cost leadership, differentiation, and focus.


LO5.2 How the successful attainment of generic strategies can improve a firm’s relative power vis-à-vis the five forces that determine an industry’s average profitability.


LO5.3 The pitfalls managers must avoid in striving to attain generic strategies.


LO5.4 How firms can effectively combine the generic strategies of overall cost leadership and differentiation.


LO5.5 What factors determine the sustainability of a firm’s competitive advantage.


LO5.6 How Internet-enabled business models are being used to improve strategic positioning.


LO5.7 The importance of considering the industry life cycle to determine a firm’s business-level strategy and its relative emphasis on functional area strategies and value-creating activities.


LO5.8 The need for turnaround strategies that enable a firm to reposition its competitive position in an industry.


Learning from Mistak Some of the most widely known brands and snack foods arena have been owned Corporation. 1 Since the 1930s, Hostess Br founded as Interstate Bakeries) produce popular baked goods, including Wonder B Ring Dings, Yodels, Zingers, and many o Even with its iconic brands and sales in o year, Hostess Brands found itself in a perilou went into bankruptcy in 2012. Unable to f solution to remain viable, in November closed down all of its bakeries and was for and sell off its brands to other bakeries. W of their brands and their longstanding ma was a surprise to many seeing the firm f wrong?


The viability of a fi rm’s business-level strat by both the internal operations of a fi rm an and preferences of the market. Firms that s the appropriate resources and cost structure needs of the environment. Hostess had long themselves in the baked goods business simple yet fl avorful baked snack goods that in kids’ lunchboxes for generations. Their stro the environment was undone by a combinati
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and everyone else “fends for themselves” in their independent, isolated functional areas. Instead, people throughout the organization must strive toward overall goals.


The need for such a perspective is accelerating in today’s increasingly complex, inter- connected ever-changing global economy As noted by Peter Senge of MIT the days


THE BUSINESS CASE FOR SUSTAINABILITY The corporate sustainability, or “green,” movement describes a business philosophy that goes beyond legal compliance with envi- ronmental regulations. Historically, companies engaged in social issues by handing out checks to charities or victims of natural disasters. While these forms of “green marketing” are here to stay, the new corporate sustainability movement wants not only to do good but also to save big bucks.


Companies across the world embrace the concept of sus- tainability as a powerful source of innovation and improving operational effectiveness. Companies that translate sustainable business practices into improved operational performance focus on the opportunity cost represented by waste instead of the short- term cost of implementing sustainable business practices. One industry in which sustainability creates competitive advantage is retailing. Take Walmart for example. Walmart is far ahead of its major competitors Target and Sears in terms of reducing waste and the weight of its packaging. In 2009, Walmart’s Japanese Seiyu chain converted the packaging for its private-label fresh-cut


fruit and salads from oil-based to corn-based plastic. This opera- tional improvement reduced packaging weight by 25 percent and lowered freight and warehouse costs by 13 percent, saving Walmart more than $195,000 a year.


International Paper (IP), a global paper and packaging com- pany, is another company that benefits from sustainable business practices. IP recognized that its future profitability depends on a steady supply of trees, and it has planted more than 4 billion tree seedlings since the 1950s. The company also cut dependence on fossil fuel by 21 percent from 2005 to 2010—partially achieved by burning limbs and other biomass debris from tree processing. These sustainability decisions paid off and saved IP $221 million annually. IP also formalized specific sustainability goals, such as reducing greenhouse gas emissions by 20 percent by 2020, high- lighting the company’s commitment to sustainability.


Sources: Stanford, D. 2011. Why sustainability is winning over CEOs. Bloomberg BusinessWeek, March 31: np; Gupta, N.J. & Benson, C. 2011. Sustainability and competitive advantage: An empirical study of value creation. Competitive Forum, 9(1): 121–136; International Paper. 2012. International Paper announces 12 voluntary sustainability goals to be achieved by 2020. www.internationalpaper.com , May 16: np.
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HOW GOLDCORP USED CROWDSOURCING TO STRIKE GOLD! About 15 years ago, Toronto-based gold mining company Gold- corp was in big trouble. Besieged by strikes, lingering debts, and an exceedingly high cost of production, the firm had terminated mining operations. Conditions in the marketplace were quite poor, and the gold market was contracting. Most analysts assumed that the company’s 50-year-old mine in Red Lake, Ontario, was nearly dead. Without solid evidence of substantial new gold deposits, Goldcorp was likely to fold.


Clearly, CEO Robert McEwen needed a miracle. He was frus- trated with his in-house geologists’ reliability in estimating the value and location of gold on his property. He did something that was unprecedented in the industry: He published his geological data on the Web for all to see and challenged the world to do the prospecting. The “Goldcorp Challenge” posted a total of $575,000 in prize money to be awarded to the participants who submitted the best methods and estimates.


His reasoning: If he could attract the attention of world-class talent to the problem of finding more gold in Red Lake, just as Linux managed to attract world-class programmers to the cause of better software, he could tap into thousands of minds that he wouldn’t otherwise have access to. He could also speed up explo-


50 countries downloaded the company’s data and started their exploration. Says McEwen:


“We had math, advanced physics, intelligent systems, computer graphics, and organic solutions to inorganic problems. There were capabilities I had never seen before in the industry. When I saw the computer graphics, I almost fell out of my chair.”


The panel of five judges was astonished by the creativity of the submissions. The top winner, which won $105,000, was a collabo- ration by two groups in Australia: Fractal Graphics, of West Perth, and Taylor Wall & Associates, in Queensland. Together they had developed a powerful 3-D graphical depiction of the mine. One of the team members humorously stated, “I’ve never been to a mine. I’d never even been to Canada.” Overall, the contestants identified 110 targets on the Red Lake property, more than 80 percent of which yielded substantial quantities of gold. In fact, since the chal- lenge was initiated, an astounding 8 million ounces of gold have been found—worth well over $3 billion (given gold’s fluctuating market value). Most would agree that this is a pretty solid return on a half million dollar investment!


In 2012, Goldcorp had annual revenues of over $5 billion and a market value of $36 billion! Not bad for a once failing firm . . .


STRATEGY SPOTLIGHT 2.5 CROWDSOURCING
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Reflecting on Career Implications . . . Creating the Environmentally Aware Organization:


Advancing your career requires constant scanning, monitoring, and intelligence gathering to find out not only future job opportunities but also to understand how employers’ expectations are changing. Consider using websites such as LinkedIn to find opportunities. Merely posting your resume on a site such as LinkedIn may not be enough. Instead, consider in what ways you can use such sites for scanning, monitoring, and intelligence gathering.


SWOT Analysis: As an analytical method, SWOT analysis is applicable for individuals as it is for firms. It is important for you to periodically evaluate your strengths and weaknesses as well as potential opportunities and threats to your career. Such analysis should be followed by efforts to address your weaknesses by improving your skills and capabilities.


General Environment: The general environment consists of several segments, such as the demographic, sociocultural, political/legal, technological, economic, and global environments. It would be useful to evaluate how each of these segments can affect your career opportunities. Identify two or three specific trends (e.g., rapid technological change, aging of the population, increase in minimum wages) and their impact on your choice of careers. These also provide possibilities for you to add value for your organization.


Five-Forces Analysis: Before you go for a job interview, consider the five forces affecting the industry within which the firm competes. This will help you to appear knowledgeable about the industry and increase your odds of landing the job. It also can help you to decide if you want to work for that organization. If the “forces” are unfavorable, the long-term profit potential of the industry may be unattractive, leading to fewer resources available and—all other things being equal— fewer career opportunities.
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Reflecting on Career Implications This new section before the summary of every chapter consists of examples on how understanding of key concepts helps business students early in their careers.


Cases Updated case lineup provides 6 new cases. The remaining have been revised to “maximize freshness” and minimize instructor preparation time. New cases for this edition include well-known companies such as Boston Beer, Campbell Soup, KickStarter, and Zynga.


Key Terms Key Terms defined in the margins have been added to improve students’ understanding of core strategy concepts.


competitive advantage A firm’s resources and capabilities that enable it to overcome the competitive forces in its industry(ies).
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CASE 19 :: ZYNGA C123


CASES


Zynga, located in San Francisco, California, has become a dominant player in the online gaming field, almost entirely through the use of social media platforms. The com- pany name was established by the CEO, Mark Pincus, to pay tribute to his late beloved pet bulldog named Zinga. Although this seems whimsical, Zynga was actually quite a powerful company. To exemplify Zynga’s prominence, Facebook, which in 2012 had revenues exceeding $3.7 bil- lion, was reported to have earned roughly 12 percent of that revenue from the operations of Zynga’s virtual mer- chandise sales. 1


No other direct competitor is close to this revenue lead. Zynga’s collection of games continues to increase, with more and more success stories emerging. Being a rela- tively new company to the market, their quick success is astonishing, something that not many others have been able to mimic. However, Zynga’s impressive financials may be at risk because of what may be considered ques- tionable decision making. Many of Zynga’s competitors, and even some partners, are displeased with their actions and have begun to show it in the form of litigation. Agin- court, a plaintiff of a recent lawsuit brought against Zynga, was quoted as saying, “Zynga’s remarkable growth has not been driven by its own ingenuity. Rather it has been widely reported that Zynga’s business model is to copy creative ideas and game designs from other game developers and then use its market power to bulldoze the games’ origina- tors.” 2 If these lawsuits and other ethical issues continue to arise for Zynga as often as they have been, Zynga’s power- ful bulldog may start looking more like a poodle.


The Product With a newfound abundance of software developers, the ability to create and distribute these games is increasing by the day, and the demand to play them is equally high. How- ever, while many people find these games fun, and better yet therapeutic, others can’t understand the hype. The best way to illuminate the sudden infatuation is to observe it as a relaxation method. In the movies, often you see large executive offices with putting greens, dart boards, or even a bar full of alcoholic beverages. These all mean to serve the same purpose: to relieve stress during a hard day’s work. We’ve all been there and all look for a way to cope. How- ever, few of us have the opportunity to use such things as


putting greens to unwind at the workplace. And even if we did, how long could we really afford to partake in such an activity before being pulled back to our desks? This is one of the many purposes that these virtual games fulfill. No need to leave your desk. No need to make others around you aware of your relaxation periods. Better yet, no need to separate the task of relaxation from sitting at your com- puter while you work. The ability to log onto these games from the very same screen and “relax” here and there as the day goes by makes it all the more enticing. This, of course, is just one of many uses for the games. Others play it after work or at the end of a long day. With the takeover of smartphones, people of all ages can play these games on the go throughout the day. Sitting on the bus, in the waiting room of a doctor’s office, or at the DMV, it has never been easier to interact through gameplay that is readily available with the click of a button.


Market Size Compared to other game developers with games present on the Facebook platform, Zynga is a dominant force. It ranks first in market share at about 39 percent and first in revenue generation at over $500 million. It has 38 percent of the daily Facebook game players, and about 240 million monthly users, roughly 18 percent of all Facebook’s users as of 2012 (see Exhibits 1 and 2 ). Zynga’s nearest competitor, EA Play- fish, recorded just an estimated $90 million in revenue, or 6.5 percent of the market (as of 2010). 3 Zynga has gained almost all of its following through Facebook and its users, and this has led to a substantial portion of Zynga’s profits.


Zynga’s virtual games give the opportunity for con- stant build-up and improvements, offering the user virtual goods and services to increase their gaming experience. These items can be purchased using a credit card and are often needed to accomplish fast progressions in the games. These goods are advertised throughout the games and entice you by offering price cuts for larger purchases. On top of its lucrative business model selling virtual goods and advertisements, Zynga also recently raised approxi- mately $1 billion in capital, during its initial public offer- ing when it began trading on NASDAQ in December 2011 (see Exhibits 3 and 4 ).


Zynga’s virtual games can be played both remotely and through social media platforms, most commonly Facebook. As of February 2012, Zynga’s games had over 240 million monthly users on Facebook. 4 Five of Zynga’s games, FarmVille, CityVille, Empire and Allies, Cas- tleVille, and Texas HoldEm Poker, continue to be some of


CASE 19 ZYNGA *


*This case was developed by graduate student Eric S. Engelson and Professor Alan B. Eisner, Pace University. Material has been drawn from published sources to be used for class discussion. Copyright © 2013 Alan B. Eisner.
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CASE 20 :: THE BOSTON BEER COMPANY C128


CASE 20 THE BOSTON BEER COMPANY * The Boston Beer Company, known for its Samuel Adams brand, is the largest craft brewery in the United States, holding a 1 percent stake in the overall beer market. 1 It faces growing competitive threats from other breweries, both large and small. In the past several years, the beer industry as a whole has been on a decline, while sales of wines and spirits have increased. The Boston Beer Com- pany competes within the premium beer industry, which includes craft beer and premium imported beers like Heineken and Corona. Although the beer industry has been on a decline, the premium beer industry has seen a small amount of growth, and the craft beer industry has seen a surge in popularity. Because of this success of the craft breweries in particular the major breweries have taken notice and many new craft breweries have sprung up.


Anheuser-Busch Inbev and MillerCoors, LLC, account for over 80 percent of the beer market in the United States. 2 They have caught on to the current trend in the beer industry toward higher quality beers and have started releasing their own higher quality beers. For example, Anheuser-Busch Inbev has released Bud Light Wheat and Bud Light Platinum in an effort to provide quality beers to their loyal customers. MillerCoors makes Blue Moon beer, which is the most popular craft beer in the United States. Anheuser-Busch Inbev released ShockTop to combat the popularity of Blue Moon. These companies have also begun to purchase smaller craft breweries, whose products have been rising in popularity. Anheuser-Busch Inbev pur- chased Goose Island Brewing Company in March 2011. MillerCoors has started a group within the company titled Tenth and Blake Beer Company for the purpose of creating and purchasing craft breweries. According to MillerCoors CEO Tom Lang, the plan is to grow Tenth and Blake Beer Company by 60 percent within the next three years. 3 The two major companies plan to use their massive marketing budgets to tell people about their craft beers.


According to the Brewers Association, 1,940 craft breweries and 1,989 total breweries operated in the United States for some or all of 2011. While craft brewer- ies account for over 97 percent of all the breweries in the United States, they only produce approximately 25 percent of all beer sold. 4 However, with the rise in popularity of premium beers, the craft breweries will continue to grab


more of the market. As the country’s largest craft brew- ery, the Boston Beer Company had revenue of over $500 million in 2011 and sold over 2 million barrels of beer. Other large craft breweries include New Belgium Brewing Company and Sierra Nevada Brewing Company, which sold over 580,000 and 720,000 barrels of beer in 2011, respectively. 5 In addition, some smaller breweries have been merging to take advantage of economies of scale and enhance their competitive position.


According to the Boston Beer Company, there are approximately 770 craft breweries that ship their prod- uct domestically, up from 420 in 2006. There are also an expected 800 craft breweries in the planning stage, expect- ing to be operational within the next 2–3 years. Boston Beer Company assumes that 300 of those 800 will be shipping breweries (i.e., breweries that sell their prod- uct beyond their local market). Thus, within the next few years, Samuel Adams beer may be competing with over 1,000 other craft breweries around the country.


The Boston Beer Company competes not only with domestic craft breweries but also with premium beer imports, such as Heineken and Corona, which sell beer in a similar price range. Like Anheuser-Busch Inbev and MillerCoors, Heineken and Corona have large financial resources and can influence the market. It is projected that premium imported beers will grow by 6 percent over the next five years.


The Brewers Association defines a craft brewery as brewing less than six million barrels per year and being less than 25 percent owned or controlled by another economic interest. Maintaining status as a craft brewery can be impor- tant for image and, therefore, sales. Thus, MillerCoors purchased less than a 25 percent stake in Terrapin Beer, still allowing it to maintain its craft brewery status. The size of the Boston Beer Company, however, is an issue. With con- tinued growth, the brewery could potentially increase its volume output to more than 6 million barrels per year, thus losing its craft brewery status. Furthermore, with the size of the company and their ability to market nationwide, the company runs the risk of alienating itself from other craft breweries who believe Samuel Adams no longer fits the profile. Many craft breweries already believe the company, which has been public since 1995, is more concerned with making money than with providing quality beer and edu- cating the public on craft beers.


Size does have advantages, of course, with more money for marketing and, especially in the beer business, with distribution. A heavy complaint for all craft breweries is


CASES


*This case was developed by graduate students Peter J. Courtney and Eric S. Engelson and Professor Alan B. Eisner, Pace University. Material has been drawn from published sources to be used for class discussion. Copyright © 2013 Alan B. Eisner.
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Exhibits Both new and improved exhibits in every chapter provide visual presentations of the most complex concepts covered to support student comprehension.
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CASE 28 :: PROCTER & GAMBLE C196


There was a visible sign of relief in the voice of Bob McDonald, the embattled CEO of Procter & Gamble, when he announced the firm’s quarterly numbers on Janu- ary 25, 2013. Sales had actually risen by 3 percent, beat- ing analysts’ expectations. This was a rare moment of achievement for McDonald, who has struggled to show results for P&G since he took over in 2009. Back then, he had boldly announced that the company’s sales would rise from $75 billion in 2009 to over $100 billion by 2013. Instead, the firm had only managed to raise sales to about $84 billion, while its net income had dropped by as much as 20 percent.


Since its founding 175 years ago, P&G had risen to the status of an American icon with well-known consumer prod- ucts such as Pampers, Tide, Downy, and Crest. In fact, the firm has long been admired for its superior products, its mar- keting brilliance, and the intense loyalty of its employees, who have respectfully come to be known as Proctoids. With 25 brands that each generate more than $1 billion in sales, P&G has become the largest consumer products company in the world.


It was therefore clear to McDonald that he was taking on the mantle of one of the biggest companies in the world, one that had shown consistent growth for most of its exis- tence. Beyond this, he was succeeding Alan G. Lafley, who had resurrected P&G after its last major downturn. Lafley had electrified a then-demoralized organization by shak- ing things up. He shepherded products such as Swiffer and Febreze to megahit status and acquired Gillette to provide P&G with a major presence in the men’s market for the first time. Finally, by relaunching Olay and acquiring Clai- rol, Lafley had pushed the firm into higher-margin beauty products (see Exhibit 1 ).


Under McDonald, however, P&G’s growth has stalled, as it has been losing market share in two-thirds of its markets. Recession-battered consumers have abandoned the firm’s premium-priced products for cheaper alterna- tives even as the company’s efforts to build market share in the developing world have been stymied by newly nimble rivals such as Unilever and Colgate-Palmolive. New products that have targeted lower-income consumers have not generated sufficient sales to make up for the loss of sales to the struggling middle-class segment (see
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*Case developed by Professor Jamal Shamsie, Michigan State University, with the assistance of Professor Alan B. Eisner, Pace University. Material has been drawn from published sources to be used for purposes of class discussion. Copyright © 2013 Jamal Shamsie and Alan B. Eisner.


Key Products Billion Dollar Brands


Fabric care & home care


Air care Batteries Dish care Fabric care Pet care


Ace Ariel Dawn Downy Duracell Febreze Gain Tide Iams


Beauty Cosmetics Deodorants Hair Care Personal Cleansing Fragrances Skin Care


Head & Shoulders Olay Pantene Wella SK-II


Baby care & family care


Baby wipes Bath & facial tissue Diapers Paper towels


Bounty Charmin Pampers


Health care Feminine care Oral care Rapid diagnostics Personal health care


Always Crest Oral B Vicks


Grooming Blades and Razors Face and Shave Products Hair care appliances


Braun Fusion Gillette Mach 3


EXHIBIT 1 Business Segments


Source: P&G.


Exhibits 2 to 4). More significantly, the firm’s vaunted innovation machine has stalled, with no major product success over the last five years.


P&G’s woes have eroded morale among employees, with many managers taking early retirement or bolting to competitors. Says Ed Artzt, who was CEO from 1990 to 1995, “The most unfortunate aspect of this whole thing is the brain drain. The loss of good people is almost irrepa- rable when you depend on promotion from within to con- tinue building the company.” 1 Critics claim that the current turmoil may have serious implications for the long-term prospects for the firm. Ali Dibadj, a senior analyst at San Bernstein expanded on this view: “The next six months may be the most crucial in P&G’s 175-year history.” 2
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CASE 33 :: UNITED WAY WORLDWIDE C246


CASE 33 UNITED WAY WORLDWIDE * In 2012, while charitable donations in the United States grew by 1.7 percent on a year-over-year basis, United Way once again failed to maintain upward sloping revenues compared to the year prior. In 2012 revenue totaled $3.9 billion, as compared with $4.2 billion in 2011. In 2010 America’s wealthiest individuals gave less to charity than they had since 2000; and in 2009, some of the biggest U.S. charities saw donations fall by 11 percent, the worst decline in 20 years. 1 This continued trend—reduction in giving, increase in need—had prompted United Way to change strategy. On July 1, 2009, United Way of America (UWA) changed its name to United Way Worldwide (UWW) and merged with United Way International (UWI). UWW also initiated a 10-year program, “Live United,” focused less on distribution of funds and more on advancing the common good by addressing underlying causes of problems in the core areas of education, financial stability, and health. Yet with positive financial results still seemingly inexistent, would donors finally become reenergized and create real change in the communities United Way served, or have universal struggles weakened the ability and eagerness to donate of even those most able to do so?


UWW provided support for over 1,800 local United Way members or affiliates operating in 46 countries. These local organizations relied on their respective parents for resources such as leadership education, public policy advocacy, mar- keting support, and standards for ethical governance and financial reporting. United Ways worldwide were part of a federation of nonprofits formed by caring people to serve the needs of their communities. According to UWW’s website, “We advance the common good by focusing on improving education, helping people achieve financial stability, and promoting healthy lives, and by mobiliz- ing millions of people to give, advocate, and volunteer to improve the conditions in which they live.” United Way raised and distributed funds to the most effective local ser- vice providers; built alliances and coordinated volunteer support among charities, businesses, and other entities; and acted as best-practice models of management and financial accountability—but this last item had become a source of problems. With three high-profile ethical scandals since
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