Part One: Strategy and Strategic Leadership in Dynamic Times
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Introducing Strategic Management

I. PURPOSE OF THE CHAPTER 

After studying this chapter, students should be able to:

1. Understand what a strategy is and identify the difference between business-level and corporate-level strategy.

2. Understand why we study strategic management.

3. Understand the relationship between strategy formulation and implementation.

4. Describe the determinants of competitive advantage.

5. Recognize the difference between the fundamental view and the dynamic view of competitive advantage.

The opening chapter identifies the components of strategy and the framework within which this text approaches the study of strategic management. It can be used to set the stage for the course plan.  The text is organized to deliver an integrated perspective of strategy – (1) positional and dynamic advantages, (2) formulation and implementation, and (3) strategic leadership.  

If you have 75-minute sessions, it is probably useful to spend the first two class sessions working around Chapter 1 or the integration of Chapters 1 and 2.  The first session introduces students to the topic, while the second lets you use a regular case to walk through the different dimensions that you will touch on.  Your two teaching objectives should be to have the students gain some general familiarity with the ‘what is strategy’ question and be able to clearly answer the ‘why we study strategy’ question.

In this chapter, the three differentiators are introduced.  The differentiators – and hence the recommended teaching approach for the chapter – are manifested in the following ways:

· Dynamic strategy: Starting with the opening vignette on Under Armour, students are made aware of how dynamic competitive environments can be.  Three facets of dynamism are introduced in Chapter 1:  (a) change can be rapid and incessant, (b) change can be slow and punctuated and, (c) change is inevitable.  Also, early in the chapter the students are introduced to the staging facet of the strategy diamond (see Exhibit 1.6 and the How Would You Do That? 1.1 on the strategy diamond for JetBlue), which again reinforces that good strategies inherently anticipate and foster change.  With this foundation in place, students are well prepared to understand that they will need to learn about snap-shot and dynamic perspectives of strategic management. The Chapter closes with a section entitled Recognize the difference between the fundamental (snapshot) view and the dynamic view of competitive advantage.

· Formulation and implementation interdependency:  The opening vignette also gives students some sense of this interdependency, because they see that the initial strategy of Under Armour led to the need for it to put particular implementation levers and capabilities into place, which in turn fueled the strategy employed today.  This interdependence of formulation and implementation is reiterated throughout the chapter and the text.  In the section, “Strategy Implementation Levers,” students further see this interdependency when they are introduced to the concept of the intended versus realized and emergent strategy of organizations (summarized in Exhibit 1.4).

· Strategic leadership:  Strategic leadership is introduced as one of the three differentiating features of the text, and the students see the imprint of leadership on the strategies of Under Armour through the opening vignette.  The chapter quickly moves into strategy from the strategic leader’s perspective, which further reinforces this role.  The specific roles of strategic leadership in formulation and implementation are then spelled out in the “Strategy Formulation and Implementation” section.

Additional readings:

Andrews, K. 1987, The Concept of Corporate Strategy.  NY: Dow Jones-Irwin.

Hambrick, D.C. and A. Cannella, “Strategy Implementation as Substance and Selling,” Academy of Management Executive 3:4 (1989) 278-85.

Hambrick, D.C. and J.W. Fredrickson, “Are You Sure You Have a Strategy?” Academy of Management Executive, 15:4 (2001), pp. 48-59.

Mintzberg, H., Ahlstrand, B., and Lampel, J (2005)  Strategy Bites Back.  Upper Saddle River, New Jersey: Pearson Prentice Hall.

Sun Tzu (Translated by Thomas Cleary) (1988) The Art of War.  Boston: Shambhala Publications, Inc.

II. BRIEF CHAPTER OUTLINE

The purpose of this chapter is to introduce the concept of strategic management and the framework within which strategy will be studied in this text. The key focus is to introduce the strategy diamond and 5 elements framework for this text with the three major themes: 

1. dynamic nature of firms and industries

2. strategy formulation and implementation inextricable connection

3. strategic leadership

OPENING VIGNETTE: CLICK CLACK—DAVID CHALLENGING GOLIATH

This opening case skillfully provides an opportunity to explore why some firms are successful while others are not, and why it is so difficult to sustain high performance levels.  It is made even more intriguing since the case focuses on a start up firm (Under Armour) in an industry going against giants (Nike and adidas).

As a college football player, Kevin Plank created a t-shirt made from moisture-wicking fabric to avoid the chaffing and discomfort of heavy, wet cotton t-shirts under his football shoulder pads.  He knew other athletes (such as runners and bicyclists) had successfully used advanced materials to improve the comfort of their workouts.  Launching his company, Under Armour, in 2006, Plank enjoyed sales of $430 million in the fragmented $45 billion sports apparel market.

The performance apparel segment is the fastest growing segment of this market – fueled by demographic trends and increased consumer awareness and participation in active lifestyles.  Sports enthusiasts pay more for their equipment than casual users thereby creating the opportunity for higher price points (and greater margins).  Under Armour’s performance shirts are distinct.  The fabric wicks away moisture and dries quickly.  They also use a compression design and are completely tagless.

To enter the market, Plank enlisted his athlete friends to use his shirts until a demand for his product was created.  He secured wholesale and retail accounts and the international expansion for his product included both Europe and Asia.  This led to natural product extensions including HeatGear and ColdGear (for hot and cold temperatures).  Capitalizing on athletes already familiar with Under Armour performance shirts, the company recently expanded into footwear with football and baseball cleats. The “Click-Clack” advertising campaign helped the company capture 20 percent of the market share in their first year.  In the over-$70 cleat segment, Under Armour had captured an impressive 40 percent of the market.  The company continued its expansion by targeting premium price segments in both sunglasses and sports watches.

Under Armour’s future growth is focused on the core products in men’s and women’s apparel and footwear.  In addition to the company’s expansion into the cleat segment, Under Armour also expanded into golf apparel as well as apparel for outdoor adventure seekers such as climbers, hikers, and skiers.  Under Armour is expected to further expand into other sport shoes.  The seriousness of their international expansion is reflected in the opening of a European office that will lead in negotiations with local athletes and distributors.

So the question is posed: why are some firms successful while others are not?  This chapter helps students understand how Under Armour has successfully utilized its strengths and market opportunities going up against Nike and Adidas.  The question remains as to whether Under Armour will be able to sustain their high performance levels.

 Additional Teaching Points

Students might be asked to research the sports apparel industry to understand the fragmented nature of this industry.  This is a great case to generate enthusiasm since most students are familiar with the industry, the players, and the products.  The Click-Clack advertisement may be found on Under Armour’s website.  It is interesting to present this in class – for those not already familiar with it.

 Additional Teaching Points

Sears versus Wal-Mart

The rise of retailing giants Sears and Wal-Mart provide another good example of strategy.  Each company attained success by employing very different strategies.  Sears employed a diversification strategy to grow while Wal-mart chose a growth strategy concentrating on the retailing industry. This highlights the fact that there is no one “magic” strategy for an industry, but the successful strategy is one that is tailored to the uniqueness of the firm and the environmental conditions at the time.

Founded in 1891 as a catalog business, Sears grew to dominate the retail industry for nearly 50 years.  Robert Wood, a military logistics and supply expert, led Sears to create a business model that became the standard for retailers.  This model provided vast inventories with catalog and retail outlet distribution.  In the 1960s, Sears began to diversify into unrelated businesses, such as banking, real estate and insurance.   By the middle of the 1980s, Sears had lost some of its focus on its retail operations and experienced a decline in market share.  In an attempt to recover, the company returned its focus to retail and divested itself of all other businesses.  After unsuccessful turnaround attempts, Sears was acquired by Kmart in 2005.

In 1962, Sam Walton opened the first Wal-Mart.  His business focus was on low prices and rural geographic areas – often labeled as “little one-horse towns.” This rural focus required the establishment of warehouse, delivery, and transportation systems to execute their strategy.  Large warehouses enabled the company to buy in bulk.  Inventory could then be moved cheaply and quickly with a fleet of trucks owned by the company.  By the 1980s an inventory-management system was developed to further support the retailer’s strategy.  International expansion (both internal development and acquisitions) has also played a major role in Wal-Mart’s success.  Today, Wal-Mart provides the retailing industry’s business model.

This chapter will help to explain why one firm is successful and others are not and why few firms are able to sustain their high levels of success?

 Additional Teaching Points

The video, “Is Wal-Mart Good for America?”, is particularly helpful in generating a good class discussion.    The retailing company’s strategy is detailed with an examination of the consequences on the external environment.  Since Wal-Mart is a highly visible firm, student generally enjoy debating whether or not this retail model really is good for America.  In addition, it provides a common point of reference as the other chapters are presented in the course.


THREE OVERARCHING THEMES

A firm’s performance is directly related to the quality of its strategy and its competency in implementing it.  Good strategies are affected by and affect all of the functional areas of the firm.  The conditions of a firm and its industry must be analyzed, appropriate strategies must be formulated, and the chosen strategy must be effectively implemented.  The three themes running throughout this text that are critical to developing competency in the field of strategic management are as follows:

1. Firms and industries are dynamic in nature.  Organizations and their industries must be viewed as ongoing movies versus snapshots in time.

2. To succeed, the formulation of a good strategy and its implementation should be inextricably connected.  Research suggests that on average, managers are better at formulating strategies than they are at implementing them.  This has been coined the “knowing-doing gap.” Successful strategy requires careful implementation – with all the firm’s activities complementing one another.

3. Strategic leadership is essential if a firm is to both formulate and implement strategies that create value.  Strategic leadership plays two critical roles in successful strategy implementation: making substantive implementation-lever and resource-allocation decisions and developing support for the strategy from key stakeholders.


WHAT IS STRATEGIC MANAGEMENT?
Strategic management is defined as the process by which a firm manages the formulation 
and implementation of its strategy.   

The Strategic Leader’s Perspective

The word strategy comes from the Greek word, strategos, meaning the general’s views.  This definition highlights the contrast between the general’s view and the lower-level officer’s view in the military ranks.  The lower-level officers are primarily concerned with attention to detail in specific areas of their responsibility.  This is called the operational view.  The general, however, must understand how all the parts interrelate and then use that understanding to develop a strategy.  The big picture perspective or holistic view is the strategic leader’s perspective.  Since successful execution of strategy requires the lower-level leaders, strategic leaders must avoid crafting strategy in isolation, but rather must solicit and utilize the advice of others in the organization.  In strategic management, the concern is with an overall, holistic view of the firm and its environment and the ways in which such a view determines the competitive decisions that business people have to make.

 Additional Teaching Points

The book, The Art of War by Sun Tzu, provides a great source of additional discussion.  Since strategy is rooted in military terms, sharing quotes from the book is often a popular approach to help student make the connection.

 Additional Teaching Points

Top down versus bottom up strategy formulation can be discussed at this point.  Students might be asked how more bottom up strategy formulation might be encouraged in organizations.  The old days of executives going to a spa in a warm climate for a week to draft a five-year plan are over.  Strategic management responsibilities are being delegated throughout the organization today.  Students might be asked to share their insights on how their own organizations formulate strategy.

Why Study Strategy?

Since strategy formulation and implementation require the involvement and cooperation of many in the organization, it is critical that more managers study strategy.  Today’s managers are expected to understand the big picture and the concepts of strategic management.  In addition, the better employees understand a firm’s strategy the better the implementation of strategic initiatives.  Only by understanding the firm’s strategy will managers at every level be able to contribute to work toward implementing its strategic initiatives.
What is Strategy?

The definition of strategy used in this text has been adopted from Hambrick and Fredrickson, who suggest that strategy is the central, integrated, externally oriented concept of how a firm will achieve its objectives.  A strategy, then, encompasses the pattern of organizational actions that have been taken and those that are to be taken by an organization in pursuing its objectives.  Strategy outlines the means by which a firm intends to create unique value for customers and other important stakeholders.  Managers must think holistically and dynamically about what the firm does and why those activities consistently lead customers to prefer the firm’s products and services over those of its competitors.

Business Strategy Versus Corporate Strategy

Some firms focus their business activities in one or very few industries.  Other organizations choose to compete in many industries.  A strategic choice that firms make is whether these industries will be related or unrelated.


Business Strategy 

Business strategy refers to how a firm will compete with current and future rivals within an industry.  Two critical questions the business strategy must address are: (1) how the firm will achieve its objectives today when competitors may be present and (2) how the firm plans to compete in the future. 

Corporate Strategy 

Corporate strategy addresses three key questions: 

1. In what businesses will we compete? 

2. How can a corporate parent add value to our various lines of business?  

3. How will diversification (or our entry into a new industry) help us compete in our other industries?

STRATEGY FORMULATION AND IMPLEMENTATION

Strategy formulation is the process of deciding what to do, while strategy implementation is the process of performing all the activities necessary to do what has been planned.  Simplistically, the distinction between the two is deciding what to do versus performing activities to carry out the strategy.  Strategy formulation and implementation are iterative and interdependent.  The opening vignette for example, emphasized how Under Armour’s growth required that the firm invest heavily in organizational structure, systems, and processes in order to implement their strategy.

Strategy Formulation 

Strategy formulation means deciding what to do.  This can be the result of a rational and methodical planning process, or this strategy can simply emerge over time.  In some cases, the strategy can even be accidental in nature.  The intended strategy is the initial plan, whereas the realized strategy is what actually is put in place and succeeds.  (Exhibit 1.4 depicts intended and realized strategies).  

Intel provides an excellent example of intended and realized strategies.  Their participation in the DRAM market was intentional and planned.  However, Intel’s participation in the microprocessor segment of the industry by 1984 evolved from an experimental venture.  Lucky for Intel, the market demand was shifting dramatically from DRAMs to microprocessors. 


 Additional Teaching Points

The concept of “Ready-Fire-Aim” can be introduced to students here.  Without sufficient attention to the formulation and planning, companies cannot be expected to “hit their targets” – similar to a marksman who fails to aim until after firing.

 Additional Teaching Points

The traditional view of planning versus implementing is depicted quite differently in the average American firm versus the average Japanese firm.  Japanese firms spend significantly more time in planning (with less in implementation – perhaps as a result of the investment made in planning).  American firms spend less time in planning and then significantly more in implementing since plans often have ripple effects or unintended consequences that were not considered in the hasty planning stage.

The Strategy Diamond and the Five Elements of Strategy 

A strategy consists of an integrated set of choices that can be categorized into five related elements.  These are referred to as the strategy diamond.  (Exhibit 1.5 presents the Business Strategy Diamond.)  Only when a manager has answers about each of these five elements can one determine whether the strategy is an integrated whole.  A good strategy diamond considers these five key elements in order to arrive at specific answers to five questions:

1. Arenas: where will we be active?

2. Vehicles: how will we get there?  

3. Differentiators: how will we win in the marketplace? 

4. Staging: what will be our speed and sequence of moves? 

5. Economic logic: how will we obtain our returns?

Arenas are the areas in which a firm will be active.  Decisions about a firm’s arenas may encompass its products, channels, market segments, geographic areas, technologies, and even stages in the value creation process.

Vehicles provide the means for participating in the targeted arenas (acquisitions, internal development, joint ventures, etc.) Wal-Mart can be used as an example of a firm that has used different vehicles for expanding internationally.  In some markets, they have chosen to grow organically (such as Argentina), while in others they have used acquisitions of existing retailers (such as in England and Germany).

Differentiators are features and attributes of a company’s product or services that help it beat its competitors in the marketplace.  Two critical factors in selecting differentiators are: (1) Make decisions early and (2) Identifying and executing successful differentiators means making tough choices – namely tradeoffs.  The earlier and more consistent the firm is at defining and driving these differentiators, the greater the likelihood that customers will recognize them.  It might be noted that Under Armour (from the opening vignette) gains sales in the marketplace through both image and technical superiority.

Staging refers to the timing and pace of strategic moves.  These staging choices depend on available resources, including cash, human capital, and knowledge.  Staging decisions should be driven by several factors: resources, urgency, credibility, and need for early wins.  Opportunities must be matched with available resources.  In addition, not all opportunities to enter new arenas are permanent; some have only brief windows.  In these cases, early wins and the credibility of certain key stakeholders may be necessary to implement a strategy.


Economic logic refers to how the firm will earn a profit.  This reflects the firm’s ability to generate positive returns above the firm’s cost of capital.  Both costs and revenues are considered.  Sometimes economic logic resides primarily on the cost side of the equation (as seen in the case of Southwest Airlines).  Other times, economic logic may rest on the firm’s ability to increase the customer’s willingness to pay premium prices for products.  How Would You Do That 1.1 demonstrates how the strategy diamond is applied to JetBlue.


Strategy Implementation Levers
Successful strategies are dependent on effective implementation.  Strategy implementation is the process of executing the strategy - of taking the actions that put the strategy into effect and ensuring that organizational decisions are consistent with it.  This also encompasses the refinement, or change, of a strategy as more information becomes available.  The goal of implementation is two-fold:

1. To insure strategy formulation is comprehensive and well informed.

2. To translate good ideas into actions that can be executed (and sometimes to use execution to generate or identify good ideas).

The value of a firm’s strategy is determined by its ability to carry it out.  The processes of strategy formulation and strategy implementation are inextricably linked. The five elements of strategy are related to both formulation and implementation. 

Organization leaders use levers from three broad categories (depicted in Exhibit 1.8) to implement strategies: 

1. Organization Structure

2. Systems & Processes
3. People & Rewards 
Organization Structure  

Structure is the manner in which responsibilities, tasks, and people are organized.  Managers must consider whether the current structure is appropriate for the intended strategy, if the reporting relationships and the delegation of authority is set up to execute the strategic plan, and if the organization is too centralized or decentralized for the strategy.

Systems and Processes

Systems are all the organizational processes and procedures used in daily operations.

People and Rewards

The people and rewards lever underscores the importance of using all of the organization’s members to implement a strategy.  Competitive advantage is generally tied to the organization’s human resources.

Strategic Leadership
Strategic leadership plays two critical roles in successful strategy implementation: (1) making substantive implementation lever and resource allocation decisions and (2) developing support for the strategy from key stakeholders.  


WHAT IS COMPETITIVE ADVANTAGE?

The activities of strategic management are based on the assumption that firms attempt to achieve a position of competitive advantage over their rivals when serving target customers.  Competitive advantage is defined as a firm’s ability to create value in a way that its rivals cannot.  Firm performance is not competitive advantage, but rather is a result of it.  It is becoming increasingly difficult for any one firm to sustain a competitive advantage over a long period of time.
Determinants of Competitive Advantage
Strategic management focuses on explanation of competitive advantage – on the reasons why companies experience above and below-normal rates of returns and on the ways that firms can exploit the limits of perfect competition.  There are three primary perspectives on this issue:

1. The internal perspective focuses on firms and potential internal sources of uniqueness.

2. The external perspective focuses on the structure of industries and the ways in which firms can position themselves within them for competitive advantage.

3. The dynamic perspective, a third view, bridges the two perspectives by seeking to explain why competitive advantage does not typically last over long periods of time.

These three perspectives on competitive advantage are depicted in Exhibit 1.9.

The Internal Perspective 

The internal perspective is often called the resource-based view of the firm.  It suggests that firms are heterogeneous bundles of resources and capabilities; superior resources and capabilities provide a competitive advantage relative to other firms.  A firm’s bundle of resources may either hinder or help its entry into new businesses.

The External Perspective  
The external perspective suggests that variations in a firm’s competitive advantage and performance are primarily a function of industry attractiveness.  A firm’s competitive advantage, then comes from a firm’s positioning within the competitive business environment.  Porter’s industrial organization economics (I/O economics) suggests that firms should: (1) position themselves to compete in attractive industries or (2) adopt strategies to increase the attractiveness of their current industries. 

The Dynamic Perspective

Some industries or market segments are less stable than others.  Competitive advantage is more likely to endure in stable markets than in unstable ones.  In addition, the competitive advantage held by one firm over another tends to change very slowly in stable markets.  As a result of current or possible future changes in the competitive environment, strategies need to be dynamic in nature.  The greater the degree of change in the environment, the greater will be the need for the dynamism of the strategy.

Stable Environments

In stable environments (such as the global chocolate industry), fundamental theories of competitive advantage usually explain most economic facts.  The external view of strategy tends to dominate questions of strategy formulation and implementation.

Dynamic Industries

In dynamic industries (such as computer chips or medical products), it seems that competitive advantage can shift in a matter of months simply because of a new product release or technological breakthrough.  The dynamic perspective suggests that a firm’s current market position or competitive advantage is not an accurate predictor of future performance or sustainable competitive advantage since current market position itself is not a competitive advantage, but rather an outcome of past competitive activities.


Fundamental vs. Dynamic Perspectives - Competitive advantage is more likely to endure in stable markets but it can be brief in unstable ones.

The External Dimension of the Dynamic Perspective is useful in analyzing “high-velocity” markets and industries characterized by multi-market competition.  Changing technology and globalization contribute to these competitive dynamics.

The Internal Dimension of the Dynamic Perspective focuses on resources and capabilities, especially ones leading to a flow of advantages in resources or market position and those that strengthen continuous and sometimes disruptive change.

III.  POWERPOINT NOTES
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The purpose of this chapter is to introduce the concept of strategic management and the framework within which strategy will be studied in this text. The key focus is to introduce the strategy diamond and 5 elements framework for this text with the three major themes: 

1. dynamic nature of firms and industries; 

2. strategy formulation and implementation inextricable connection; 

3. strategic leadership
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Opening Vignette

As a college football player, Kevin Plank created a t-shirt made from moisture-wicking fabric to avoid the chaffing and discomfort of heavy, wet cotton t-shirts under his football shoulder pads.  Launching his company, Under Armour, in 2006, he enjoyed sales of $430 million in the fragmented $45 billion sports apparel market.  Under Armour’s performance shirts are distinct.  The fabric wicks away moisture and dries quickly.  They use a compression design and are tagless.

To enter the market, Plank enlisted his athlete friends to use his shirts until a demand for his product was created.  He secured wholesale and retail accounts and expanded internationally into  Europe and Asia.  Natural product extensions included HeatGear and ColdGear (for hot and cold temperatures).  Recently the company expanded into footwear with football and baseball cleats (capitalizing on athletes already familiar with Under Armour performance shirts).  The “Click-Clack” advertising campaign helped the company capture 20 percent market share in their first year.  In the over-$70 cleat segment, Under Armour had captured an impressive 40 percent of the market.  The company then targeted premium price segments in both sunglasses and sports watches.  Future growth is focused on the core products in men’s and women’s apparel and footwear.  They expanded into golf apparel and apparel for outdoor adventure seekers.  Under Armour is expected to further expand into other sport shoes.  

So the question is posed: why are some firms successful while others are not?  Why has Under Armour been successful going up against Nike and adidas.  And most importantly, will Under Armour be able to sustain their high performance levels?
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Sears versus Wal-Mart: The rise of retailing giants Sears and Wal-Mart provide another good example of strategy.  Each company attained success by employing very different strategies.  This highlights the fact that there is no one “magic” strategy for an industry, but the successful strategy is one that is tailored to the uniqueness of the firm and the environmental conditions at the time.

Founded in 1891 as a catalog business, Sears grew to dominate the retail industry for nearly 50 years.  Robert Wood, a military logistics and supply expert, led Sears to create a business model that became the standard for retailers.  This model provided vast inventories with catalog and retail outlet distribution.  In the 1960s, Sears began to diversify into unrelated businesses (such as banking, real estate and insurance).   By the middle of the 1980s, Sears had lost some of its focus on its retail operations and experienced a decline in market share.  In an attempt to recover, the company returned its focus to retail and divested itself of all other businesses.  After unsuccessful turnaround attempts, Sears was acquired by Kmart in 2005.

In 1962, Sam Walton opened the first Wal-Mart.  His business focus was on low prices and rural geographic areas – often labeled “little one-horse towns”.  This rural focus required the establishment of  warehouse, delivery, and transportation systems to execute their strategy.  Large warehouses enabled the company to buy in bulk.  Inventory could be moved cheaply and quickly with a fleet of trucks owned by the company.  By the 1980s an inventory-management system was developed to further support the retailer’s strategy.  International expansion (both internal development and acquisitions) has also played a major role in Wal-Mart’s success.  Today, Wal-Mart provides the retailing industry’s business model.

Once again the questions can be posed:  Why is one firm successful and others are not and why are few firms able to sustain their high levels of success?
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Three Overarching Themes are critical in building competencies.  A firm’s performance is directly related to the quality of its strategy and its competency in implementing it.  Good strategies are affected by and affect all of the functional areas of the firm.  The conditions of a firm and its industry must be analyzed, appropriate strategies must be formulated and the chosen strategy must be effectively implemented.  The three themes running throughout this text that are critical to developing competency in the field of strategic management are as follows:

1. Firms and industries are dynamic in nature.  Organizations and their industries must be viewed as ongoing movies versus snapshots in time.  A firm’s strategic position is the product of many decisions over time – not a snapshot in time.

2. To succeed, the formulation of a good strategy and its implementation should be inextricably connected.  Research suggests that on average, managers are better at formulating strategies than they are at implementing them.  This has been coined the “knowing-doing gap”.  Successful strategy requires careful implementation – with all the firm’s activities complementing one another.

3. Strategic leadership is essential if a firm is to both formulate and implement strategies that create value.  Strategic leadership plays two critical roles in successful strategy implementation: making substantive implementation-lever and resource-allocation decisions and developing support for the strategy from key stakeholders.  The implementation levers to support strategy are systems and process; structures; and people and rewards.
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Strategic management is defined as the process by which a firm manages the formulation and implementation of its strategy. The word strategy comes from the Greek word, strategos, meaning the general’s views.  This definition highlights the contrast between the general’s view and the lower-level officer’s view in the military ranks.  The lower-level officers are primarily concerned with attention to detail in specific areas of their responsibility.  This is the operational view.  The general, however, must understand how all the parts interrelate and then use that understanding to develop a strategy.  The big picture perspective or holistic view is the strategic leader’s perspective.  Since successful execution of strategy requires the lower-level leaders, strategic leaders must avoid crafting strategy in isolation, but rather must solicit and utilize the advice of others in the organization.  In strategic management, the concern is with an overall, holistic view of the firm and its environment and the ways in which such a view determines the competitive decisions that business people have to make.
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The Art of War by Sun Tzu provides a great class discussion.  The roots of strategy may clearly be seen in the military.  Terms such as guerilla warfare, frontal attack, and rallying the troops come directly from the military.  Additional Teaching Suggestion: Students might be challenged to provide some more military terms that are used in strategy today.
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The strategic management process is depicted.  This emphasizes the iterative nature of strategy formulation and strategy implementation.  In addition, the strategy diamond is introduced.  This provides an important framework for understanding how the study of strategy is approached in this text/course.
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A distinction is made between corporate and business level strategy.  Corporate level strategy guides a firm’s entry and exit from different businesses, addresses how the company, as a corporate parent, can add value to its various businesses, and how the firm will diversify or enter into a new industry to help them compete in their other businesses.  The business level strategy captures the dynamic nature of strategy.  Business level strategy addresses how the firm will achieve its objectives in a specific business (or compete against rivals).  If a firm operates in only one industry, the focus is on only the business level strategy.
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The iterative nature of strategy formulation and implementation is emphasized with the example of Wal-Mart.  When Wal-Mart decided to compete as a discount retailer in rural markets (its strategy), the firm had to invest heavily in organizational structure, systems, and processes to execute its strategy.  Wal-Mart then leveraged their inventory and sourcing systems to be a low-cost leader.  (This demonstrated that the implementation actually served as input to the formulation of strategy.)
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Strategy is not always formally planned (or formulated).  Strategy can be an accident.  Intel’s original focus in the 1970s and early 1980s was a conscious, planned decision to design and manufacture DRAMs.  An unplanned experimental venture to make microprocessors was part of a shift in market demand.  Intel “followed the signals this experiment sent them” and their new strategy evolved (with 95% of their revenue coming from the microprocessor segment by 1984). 
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Strategy is an integrated set of choices.  The strategy diamond reflects the five elements.  

Only when a manager has answers about each of these five elements can one determine whether the strategy is an integrated whole.  A good strategy diamond considers these five key elements in order to arrive at specific answers to five questions:

1. Arenas: where will we be active?  Arenas are the areas in which a firm will be active.  Decisions about a firm’s arenas may encompass its products, channels, market segments, geographic areas, technologies, and even stages in the value creation process.  

2. Vehicles: how will we get there?  Vehicles provide the means for participating in the targeted arenas (acquisitions, internal development, joint ventures, etc.) Wal-Mart can be used as an example of a firm that has used different vehicles for expanding internationally.  In some markets, they have chosen to grow organically (such as Argentina), while in others they have used acquisitions of existing retailers (such as in England and Germany).

3. Differentiators: how will we win in the marketplace? Differentiators are features and attributes of a company’s product or services that help it beat its competitors in the marketplace.  Two critical factors in selecting differentiators are: (1) Make decisions early and (2) Identifying and executing successful differentiators means making tough choices – namely tradeoffs.  The earlier and more consistent the firm is at defining and driving these differentiators, the greater the likelihood that customers will recognize them.

It might be noted that Under Armour (from the opening vignette) gains sales in the marketplace through both image and technical superiority.

4. Staging: what will be our speed and sequence of moves?  Staging refers to the timing and pace of strategic moves.  These staging choices depend on available resources, including cash, human capital, and knowledge.  Staging decisions should be driven by several factors: resources, urgency, credibility, and need for early wins.  Opportunities must be matched with available resources.  In addition, not all opportunities to enter new arenas are permanent; some have only brief windows.  In these cases, early wins and the credibility of certain key stakeholders may be necessary to implement a strategy.

5. Economic logic: how will we obtain our returns?  Economic logic refers to how the firm will earn a profit.  This reflects the firm’s ability to generate positive returns above the firm’s cost of capital.  Both costs and revenues are considered.  Sometimes economic logic resides primarily on the cost side of the equation (as seen in the case of Southwest Airlines).  Other times, economic logic may rest on the firm’s ability to increase the customer’s willingness to pay premium prices for products. 

Slide 12:

How Would You Do That 1.1 demonstrates how the strategy diamond is applied to JetBlue.  JetBlue’s stated objective is to “bring humanity back to air travel.”  When deciding where they would be active (arenas), they chose to be a low fare commercial carrier in underserved, but over-priced cities in the United States.  When deciding how they get there (vehicles), they opted to start from scratch and grow internally.  In identifying what would drive customers to choose their service (differentiators), they decided it would be a high level of service compared to their low fare competitors.  In the timing and pace (staging), they grew from one route between two cities to eventually serving 20 cities in three years.  Their economic logic (how they earn a profit) is to secure a cost advantage by being willing and able to perform key tasks differently from their competitors.

Slide 13:

Flawed implementation spells trouble for an organization.  The best strategy formulation is irrelevant if it cannot be executed.  Successful strategies are dependent on effective implementation.  Strategy implementation is the process of executing the strategy - of taking the actions that put the strategy into effect and ensuring that organizational decisions are consistent with it.  This also encompasses the refinement, or change, of a strategy as more information becomes available.  The goal of implementation is two-fold:

1. To insure strategy formulation is comprehensive and well informed.

2. To translate good ideas into actions that can be executed (and sometimes to use execution to generate or identify good ideas).

The value of a firm’s strategy is determined by its ability to carry it out.  The processes of strategy formulation and strategy implementation are inextricably linked. The five elements of strategy are related to both formulation and implementation. 

Slide 14:

Peter Drucker captures the significance of strategy implementation.  Michael Porter has said that “any strategy is only as good as its implementation”.

Slide 15:

Organization leaders use levers from three broad categories to implement strategies: 

1. Organization Structure:  Structure is the manner in which responsibilities, tasks, and people are organized.  Managers must consider whether the current structure is appropriate for the intended strategy, if the reporting relationships and the delegation of authority is set up to execute the strategic plan, and if the organization is too centralized or decentralized for the strategy.

2. Systems and Processes:  Systems are all the organizational processes and procedures used in daily operations.

3. People and Rewards:  The people and rewards lever underscores the importance of using all of the organization’s members to implement a strategy.  Competitive advantage is generally tied to the organization’s human resources.
Strategic leadership must be active.  It plays two critical roles in successful strategy implementation: (1) making substantive implementation lever and resource allocation decisions and (2) developing support for the strategy from key stakeholders.  The strategy realized may be different from the intended strategy as a result of feedback and taking advantage of opportunities.

Slide 16:
The activities of strategic management are based on the assumption that firms attempt to achieve a position of competitive advantage over their rivals when serving target customers.  The question asked is why some firms are able to achieve greater advantages over rivals than other firms.  Competitive advantage is defined as a firm’s ability to create value in a way that its rivals cannot.  Firm performance is not competitive advantage, but rather is a result of it.  It is becoming increasingly difficult for any one firm to sustain a competitive advantage over a long period of time.
Slide 17:

Strategic management focuses on explanation of competitive advantage – on the reasons why companies experience above- and below-normal rates of returns and on the ways that firms can exploit the limits of perfect competition.  There are three primary perspectives on this issue:

1. The internal perspective focuses on firms and potential internal sources of uniqueness.  The internal perspective is often called the resource-based view of the firm.  It suggests that firms are heterogeneous bundles of resources and capabilities; superior resources and capabilities provide a competitive advantage relative to other firms.  A firm’s bundle of resources may either hinder or help its entry into new businesses.

2. The external perspective focuses on the structure of industries and the ways in which firms can position themselves within them for competitive advantage.  The external perspective suggests that variations in a firm’s competitive advantage and performance are primarily a function of industry attractiveness.  A firm’s competitive advantage, then comes from a firm’s positioning within the competitive business environment.  Porter’s industrial organization economics (I/O economics) suggests that firms should: 1) position themselves to compete in attractive industries or (2) adopt strategies to increase the attractiveness of their current industries. 
3. The dynamic perspective, a third view, bridges the two perspectives by seeking to explain why competitive advantage does not typically last over long periods of time.  Some industries or market segments are less stable than others.  Competitive advantage is more likely to endure in stable markets than in unstable ones.  In addition, the competitive advantage held by one firm over another tends to change very slowly in stable markets.  As a result of current or possible future changes in the competitive environment, strategies need to be dynamic in nature.  The greater the degree of change in the environment, the greater will be the need for the dynamism of the strategy.

IV. LINKING THE CHAPTER TO A COMPUTER SIMULATION

Because of the integrated nature of the text you have ample opportunity to tie in a strategy simulation such as CapSim (www.capsim.com) or Mikes Bikes (www.smartsims.com).  A number of other simulations are referenced at:  

http://instruction.bus.wisc.edu/mcarpenter/PROFESSIONAL/Toolkit/bpstools.htm

Many instructors that we have surveyed reported that they start the simulation only after you have worked through the business strategy chapters of the text, sometimes with and sometimes without cases.  An example of a syllabus for a course incorporating the simulation is provided in the sample syllabus section.

V.  END OF CHAPTER ANSWER GUIDE

Discussion Questions

1. What is strategic management?

Guide: Strategic management is the process by which a firm manages the formulation and implementation of its strategy.  The word strategy is derived from the Greek word strategos, which roughly translated means “the general’s view.”  In a business context, strategy is likewise about the General’s view, the General’s plan, and the General’s ability to marshal the successful deployment of resources and capabilities in a competitive environment in a manner that leads to success.  Just as a military General is responsible for all strategic and tactical decisions so too a business general manager is charged with taking an overall view of the firm.

2. What are the key components of the strategic management process?

Guide: This is where you want the students to be able to map out the components of Exhibit 1.3 and have a general understanding of how the pieces fit together.  The components are vision and mission, goals and objectives, strategy, strategic analysis, and implementation.

3. How does business strategy differ from corporate strategy?

Guide: Business strategy deals with questions about how a firm will compete against its present and future rivals within an industry or within one or more particular segments of an industry.  Corporate strategy addresses the set of issues related to three fundamental questions.  First, in what businesses will we compete? Second, how does the corporate parent add value to its various lines of business?  Third, corporate strategy must answer the question—how does diversification or our entry into this industry or business help us compete better in our other businesses? 

4. What is the relationship between strategy formulation and strategy implementation?

Guide: Strategy formulation then is deciding what to do while strategy implementation is all that goes into doing what has been planned.  Neither formulation nor implementation can succeed without the other.  For this reason, the processes of formulation and implementation are iterative and interdependent, with the objective being a consistent and coherent set of elements.  

5. What five elements comprise the strategy formulation diamond?

Guide: The five categories of decisions managers make that formulate their strategy are decisions regarding arenas, vehicles, differentiators, staging, and economic logic.  Answers to the questions about each of these elements will help you determine whether or not a strategy is an integrated whole and they will suggest the areas in which a strategy may need to be amended or overhauled.  

6. What are the internal and external perspectives of competitive advantage?

Guide: The internal perspective of competitive advantage—usually referred to as the resource-based view of the firm—postulates that firms are heterogeneous bundles of resources and capabilities.  That is, firms are not clones of each other in terms of what resources they own or have access to and they have varying degrees of capability to do different economic tasks.  As a result, firms with superior resources and capabilities are in a position of competitive advantage relative to other firms.  The external perspective of competitive advantage asserts that variations in firm competitive advantage and performance are primarily a function of industry attractiveness.  That is, industries have different structural features which determine the ease at which firms earn high levels of performance or are confined to lackluster performance.  In addition, various segments of industries may be more attractive than other segments in the same industry, accounting for variation in profits within industries.

7. What are the fundamental and dynamic perspectives of competitive advantage?

Guide: The fundamental perspective asks you to consider strategy in relatively stable environments.  From this perspective, you can take a snapshot of the firm and its environment and develop and implement strategy based on that snapshot.  The dynamic perspective assumes that a firm’s current market position is not an accurate predictor of future performance, because position itself is not a competitive advantage.  Instead, the dynamic perspective looks to the both the past for clues about how the firm arrived at its present position, and to the future to divine what the new competitive landscape might look like, or what the firm wants it to look like.  The dynamic strategy perspective has external and internal facets as well.  

8. Why should you study strategic management?

Guide: It is important to study strategy as firm performance is directly affected by strategy and the firm’s ability to implement it.  Given its relationship to firm performance, strategy development and implementation preoccupies the attention of top executives.  Through the firm’s strategy, the goal of the executives is to make sure that overall firm performance is more than simply the sum of the firm’s parts. By addressing all parts of the firm, strategy is an integrative topic.  A good strategy will inform and must touch on all functional areas in a firm such as marketing, finance, accounting and operations.

How Would You Do That?

1. Go to Warren Buffet’s Letter to Shareholder’s page at www.berkshirehathaway.com/letters/letters.html and read the most recent letter.  How many of the strategy topics covered in this chapter can you find references to in the letter?  Pick one of the businesses owned by Berkshire Hathaway and draft a strategy formulation diamond model for it similar to the one outlined in the JetBlue example in “How Would You Do That? 1.1.” 

Guide:  This exercise in intended to help the students develop a better hands-on understanding of the diamond model and how the pieces fit together.  Because Berkshire is so diversified, you can pick a firm in an industry you are most familiar with and develop a detailed diamond model based on that.  Buffet tends to provide the most emphasis to the element of economic logic.  This is particularly helpful because that element is often the most difficult for student to comprehend.  

2. Go back to the discussion of JetBlue example in “How Would You Do That? 1.1.”.  Use the strategy implementation model in Exhibit 1.6 to identify what would be necessary to successfully implement JetBlue’s strategy.  How would the implementation levers be different in JetBlue than in some of the major airlines?

Guide:  As with the prior HWYDT, this exercise lets the students try their hand at implementation.  A highly desirable outcome is being able to point how implementation and formulation are interdependent and interrelated.  This exercise also lets you show them how they as future business leaders fit in strategy implementation.

Group Activities

1. Identify the characteristics of a firm that the members of your group would like to work for and try to identify an example of this type of firm. What’s the difference between business and corporate strategy at this firm? How might that affect your experiences and opportunities in that organization? Use your knowledge of the firm’s strategy to construct a high-impact job application cover letter to apply for a job with this firm.

Guide:  This simple exercise is effective at helping students see the differences and relationships between business and corporate strategy.  You can link this question to an end of the semester closing dialogue where you ask students to describe the business and corporate strategies of a firm they identified in the first session, and then show them how much they have learned since that time.

2. How is international expansion related to business and corporate strategy? Identify a firm that may be thinking of expanding into new international markets. Apply the staging element of the strategy diamond to firm’s international expansion opportunities or plans. Which markets should it target first and why?

Guide:  This question further drills the definition of business and corporate strategy so that students see that international expansion, even for a single business firm, can be considered part of the corporate strategy because it addresses “what businesses and markets we compete in.”  You can also tie geographic locations to the “arenas,” “staging,” and “economic logic” elements of strategy.  You might ask the students how much geographic diversification limits the “differentiatiators” in how well they can be extended from one country to another.  Finally, you can also show how implementation is key to connecting the dots when arenas are separated by great geographic and cultural distance, as well as the difficulty of identifying ideal non-domestic markets.

VI. SUPPLEMENTAL EXPERIENTIAL EXERCISES

These exercises are drawn with permission from the Strategy Teaching Tool-kit found at:

http://instruction.bus.wisc.edu/mcarpenter/PROFESSIONAL/Toolkit/bpstools.htm

1. In the Appendix we also provide a copy of the Tolerance for Ambiguity scale that students will find in Chapter 2.  Instructors have found that they can use the results of this scale to tell students why and how they may respond in situations defined as strategic, that is, situations characterized by high uncertainty and lack of information.  You can also use these results to help students understand their response to the case-study method, since high-tolerance for ambiguity individuals tend to be comfortable making decisions with less or little information (typical of a case), while intolerant individuals always want more information.  Here you can also point out the benefits of teams comprised of individuals with differing tolerances, since a heterogeneous team will be less likely to rush to judgment (i.e., take unreasonable risks) or suffer from the paralysis of analysis.  After all, strategy is about reasoned risk-taking, and taking action in the face of uncertainty.

2. The Alaska Gold Mine case is provided in the appendix along with a teaching note for this case.  As is explained there, this is an ideal and easy-to-run case that requires no preparation but frames the course context well.

VII. APPENDICES

Tolerance of Ambiguity Scale

Please respond to the following statements by indicating the extent to which you agree or disagree with them.  Fill in the blanks with the number from the rating scale that best represents your evaluation of the item.  The scoring key is attached.

1 Strongly disagree



5
Slightly agree


2 Moderately disagree


6
Moderately agree

3 Slightly disagree



7
Strongly agree

4 Neither agree or disagree  

	____
	1.
	An expert who doesn’t come up with a definite answer probably doesn’t know too much.

	____
	2.
	I would like to live in a foreign country for a while. 

	____
	3.
	There is really no such thing as a problem that can’t be solved.

	____
	4.
	People who fit their lives to a schedule probably miss most of the joy of living.

	____
	5.
	A good job is one where what is to be done and how it is to be done are always clear.

	____
	6. 
	It is more fun to tackle a complicated problem than to solve a simple one.

	____
	7.
	In the long run it is possible to get more done by tackling small, simple problems rather than large and complicated ones. 

	____
	8.
	Often the most interesting and stimulating people are those who don’t mind being different and original.

	____
	9.
	What we are sued to is always preferable to what is unfamiliar.

	____
	10.
	People who insist upon a yes or no answer just don’t know ho complicated things really are.

	____
	11.
	A person who leads an even, regular life in which few surprises or unexpected happenings arise really has a lot to be grateful for. 

	____
	12.
	Many of our most important decisions are based upon insufficient information. 

	____
	13.
	I like parties where I know most of the people more than ones where all or most of the people are complete strangers.

	____
	14.
	Teachers or supervisors who hand out vague assignments give one a chance to show initiative and originality.

	____
	15.
	The sooner we all acquire similar values and ideals the better.

	____
	16.
	A good teacher is one who makes you wonder about your way of looking at things. 











      Source: Budner, 1962

Tolerance of Ambiguity Scale Scoring Key

To score the instrument, the even-numbered items must be reverse-scored.  That is, the 7s become 1s, 6s become 2s, 5s become 3s, and 4s remain the same.  After reversing the even-numbered items, sum the scores for all 16 items to get your total score.  High Scores indicate a greater intolerance for ambiguity.  Use the comparison scores provided below to benchmark your own score, and read the following paragraphs to interpret such results.










Total Score

Sub-scores (follow same even/odd reverse scoring)

(N) Novelty score (sum 2, 9, 11, 13)




________

(C) Complexity score (sum 4, 5, 6, 7, 8, 10, 14, 15, 16)

________

(I)  Insolubility score (sum 1, 3, 12)




________

Comparison total scores:  Senior executives 44-48




     MBAs 55-60

Interpreting Your Score


In order to capitalize fully on your own personal strengths, you should be aware of your attitude toward change -- tolerance of ambiguity is a critical indicator of your attitude toward change and a good predictor of your behaviors in the face of ambiguity.  This is important because the environment in which managers operate continues to become more chaotic, more temporary, more complex, and more overloaded with information, your ability to process information is at least partly constrained by your fundamental attitude about change.


Ambiguity, the information state that clouds cause-effect relationships, is considered a critical dimension and consequence of change.  Your tolerance of ambiguity refers to the extent to which you are threatened by or have difficulty coping with situations that are ambiguous, where change occurs rapidly or unpredictably, where information is inadequate, or where complexity exists.  Stimulus-rich and information-overloaded environments (for example, air traffic control towers) are examples.  

People differ in the extent to which they can cope with ambiguous, incomplete, unstructured, dynamic situations.  Individuals who have a high tolerance for ambiguity also tend to be more cognitively complex (as noted below, cognitive complexity is not an evaluation of how smart you are).  They tend to pay attention to more information, interpret more cues, and possess more sense-making categories than less complex individuals do.  Research has found that cognitively complex and tolerant individuals are better transmitters of information, more sensitive to internal (non-superficial) characteristics of others when evaluating their performance at work, and more behaviorally adaptive and flexible under ambiguous and overloaded conditions than less tolerant and less cognitively complex individuals.  

Managers with higher tolerance-of-ambiguity scores are more likely to be entrepreneurial in their actions, to screen out less information in a complex environment, and to choose specialties in their occupations that possess less-structured tasks.  It also should be pointed out, however, that individuals who are more tolerant of ambiguity have more difficulty focusing on a single important element of information -- they are inclined to pay attention to a variety of items -- and they may have somewhat less ability to concentrate without being distracted by interruptions.  However, for the most part, in an information-rich environment, tolerance of ambiguity and cognitive complexity are more adaptive than the opposite characteristics.


In scoring your tolerance for ambiguity, three different sub-scores are assessed.  One is the Novelty score, which indicates the extent to which you are tolerant of new, unfamiliar information or situations.  The second sub-scale is the Complexity score, which indicates the extent to which you are tolerant of multiple, distinctive, or unrelated information.  The third sub-scale is the Insolubility score, which indicates the extent to which you are tolerant of problems that are very difficult to solve because, for example, alternative solutions are not evident, information is unavailable, or the problem's components seem unrelated to each other.  In general, the more tolerant people are of novelty, complexity, and insolubility, the more likely they are to succeed as managers in information-rich, ambiguous environments.  They are less overwhelmed by ambiguous circumstances.


As noted above, it is important to recognize that cognitive complexity and tolerance for ambiguity are not related to intelligence, and your score on the Tolerance of Ambiguity Scale is not an evaluation of how smart you are.  Most important, individuals can learn to tolerate more complexity and more flexibility in their information-processing abilities.  The first step toward increasing tolerance is becoming aware of where you are now by completing and scoring the scale.  Then, exercises in problem-solving and creativity can be drawn upon to improve your cognitive complexity and tolerance for ambiguity.

References for problem-solving and creativity development:

Adams, James. Conceptual Blockbusting: A Guide to Better Ideas. NY: Perseus Press, 1990.

DeBono, Edward. Serious Creativity.  NY: Harper-Collins, 1994.

DeBono, Edward.  Teach Yourself to Think. NY: Penguin Books, 1996

Gryskiewicz, Stanley. Positive Turbulence : Developing Climates for Creativity, Innovation, and Renewal. NY: Jossey-Bass, 1999. 
Jones, Gareth.  Imaginization: New mindsets for seeing, organizing, and managing. NY, Sage Publications, 1997.

THE ALASKAN GOLD MINE

PART I

You have taken a three-month option on a possible gold mine in Alaska. It took you two months of dangerous journey to get there. In two weeks of exploration (and recuperation) you have regained your health, except for your injured left hand, which sometimes can become suddenly quite weak. In the last 24 hours, you have finally discovered gold in what appears to be good quantity. You have exactly two weeks to get to the claims office. If you arrive late, and attempt to secure the property (with the owners knowing you have visited it), there will probably be an auction at which you could be easily out-bid, given your limited resources. Here are your alternatives:

1. Wait 3‑4 weeks until the weather warms up and enjoy a safe trip home.

2. Go over the mountains. This is dangerous. It is sometimes impassable. It is quick, if you can make it without harm: 7‑10 days. If you encounter storms or injury, you will probably have to turn back or perish, as the longest part of the journey is on the way over the top.

3. Go through the valley passes. This is less dangerous and is usually passable. It is slow and tiring. You can probably make it in 2 to 3 weeks.

The weather is only moderately favorable, with what may be a mountain storm brewing. You will know if it is a storm within 48 hours, and whether the mountain is passable (if the storm comes) about one day later.

4. Wait 2-3 days, take #2 weather permitting; if not, take #3. (There is no advantage to waiting if you prefer #3 anyway, and waiting to take #1 = #1.)

What do you do? (Circle your answer)
#1
#2
#3
#4

THE ALASKAN GOLD MINE

PART II

Assume you chose the valley passes (#3). Five days later you are halfway there. You have pushed too hard and sprained your ankle. Pat, an old friend on a trapping expedition comes along and takes you to a cabin. Pat could get to the claims office town, and offers to take you. Traveling together, it might take 10 to 14 more days to get there.

If you tell Pat and make a deal, Pat alone could get there in about 8 to 9 days. If you were well, you could do it easily in 7 days, but you presently cannot make it without a few days rest and then 10 days to 2 weeks of travel.

You are not sure whether Pat can exercise the option and file the claim correctly, because Pat is not too bright, tends to drink to excess, and is not the single-minded hustler that you are. Pat is a simple, decent old friend who likes trapping, but would, you suspect, both need and desire financial independence. You think you can trust Pat if you offer to split 50:50, since your expertise and help would be needed to capitalize on the discovery.

                      What is your decision? 

Go with Pat  _______




Go it alone    _______









Send Pat       _______

Explain and detail your best strategy for success and how you plan to do it?

__________________________________________________________________

__________________________________________________________________

__________________________________________________________________

__________________________________________________________________

Alaska Gold Mine –Teaching Note

This case is great to kick of a course or particular session about strategy.  The part A case showcases issues of strategy formulation, with the part B case shows how formulation and implementation are linked.

Part A:

Hand out the A case and give students 5 to 7 minutes to make a choice about options 1 through 4.  Write the four alternatives on the board.  After the students have had time to read the case, analyze the situation, and commit to a course of action (have them write it down on the case), take a poll of what the students chose.  A little humor at sprinkled in as you count their votes seems to keep them engaged.  After counting those that chose alternative 2 (going over the mountain) noting that we apparently have X number of entrepreneurs in the class.  Or, after counting those who vote for alternative 4 (waiting to see what happens to the weather), commenting that X people already qualify for an honorary MBA and quipping that many MBAs constantly comment that there isn’t enough data yet to make a choice.  Talk through each option, asking students to voice their opinions on why or why not they chose a particular option.  You want to be playful here so try to get students to disagree, and state the basis for their disagreement.

The common elements for the decision maker are that (1) they must recognize a goal ($, life, other), but that their goal may have been implicit; (2) they must understand the environment and all of them assessed it differently though given identical information; (3) same with the internal situation; (4) they acted as filters in interpreting the external environment and the internal environment; (5) based on this they needed to assess strategic alternatives and choose a course of action; (6) each choice is a strategic choice, and it mimics the types of strategic choices firms make with respect to resource allocation choices; (7) there was tremendous uncertainty, as in all strategy situations, and how they treated the “facts” varied according to how liberally or strictly they held themselves to the constraints presented in the case.

This is where you use the Strategy Formulation PP slide to walk through what they chose. 

To conclude this part you can link the exercise to strategy, where you must recognize a goal, resources, and life issues.   You must determine what constitutes external threats and opportunities, and internal strengths and weaknesses.  Your own values and attitudes toward risk flavor your interpretation of the issues – there is not much data and this uncertainty and ambiguity characterize strategic choices.  You also had to assess strategic alternatives and the fact that there were clusters of choices (usually more than one vote for each alternative), suggests that you interpreted and responded to the data in patterned ways…somewhat characteristic of strategic groups.  Finally, even if you don’t think you had a strategy you actually did…I usually contrast intended versus emergent strategies here.  Its also fun to point out how some groups explicitly target the gold as their goal, while others have longer term interests like the preservation of their lives…like firms, some are betting the company where others are taking a more patient, incremental approach.

Again, have the students read Part B and instruct them to mark down a decision.  

Part B:

At this point, you need to introduce Part B, which requires that you assume that alternative 2 was chosen.  You can either simply say “let’s assume that you chose alternative 2, let’s see what happened.”  Alternatively, you can foreshadow a linkage to corporate life and take the approach that the board of directors told you to choose alternative 2.  

Again, hand out the case and allow about 7 minutes to make a choice and think about the agreement they would come to with Pat.  About 5 minutes into this I interrupt and ask them to also think of how much and what kind of information and communication they would provide Pat.  After they have silently committed to their choice, have the students team up with 2 to 4 other students and compare their choices.  If they differ, tell them that they much come to a consensus before moving on to plotting their implementation strategy.  If their responses are the same, have them immediately begin plotting their implementation strategy.  Take a poll and again post the numbers – stress that the second part of the case demonstrates how the eventual strategy problem is getting something done through people.  It may be useful to also spend some time on asking groups that started with a disagreement on how to proceed to disclose what their initial votes were, who changed their mind, and why.  In your debrief this allows you to discuss the issue of group-level strategic decision making.  The situation is now complicated by the need to work through people, and focus your debrief of the alternatives on many of the people issues.  While the A case is pretty open-ended in terms of preferable strategies (though most people don’t choose 1 and instead chose one of the remaining three strategies, usually the fourth because it has embedded options), the B case sets them up with the reality that implementing strategy usually requires that you get things done through others, and often those others are out of your direct control.

Do you trust Pat?  Competence?  Honesty?

What kind of deal do you strike?  Case of booze, a new gun, and a truck or 50:50 split?

This is where you put up the Strategy Formulation/Implementation slide to walk through the implementation model they chose, as well as the interdependence of formulation and implementation.  You can point out that your prior relationship with Pat is what allowed you to consider this revised strategy in the first place!

The point of the second part of the case is that the goal is lost unless you can work with and depend on Pat.  This means there must be some level of trust, you must make a fair deal that incentivizes him but also allows some form of control, and give him a pep talk to avoid the personal problems.  Specifically, you need Pat to try harder, extend him or herself, and believe in the partnership with you.  

NB:  The options are all risky no matter what you do.

Tying in the strategy diamond, implementation framework, and differentiators:

The Power Points present you an opportunity to foreshadow the strategy diamond and implementation frameworks that are used in the text.  You may want to talk about the three differentiators up front, and say that this case also We typically talk through the diamond after having debriefed the A case, then walk through the implementation framework after having debriefed the B case.  If you will use another implementation framework then you can apply it here instead, as our model integrates well with others.  
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 Discussion Point


The video segment on Swiss Army Knife provides an appropriate tool for discussing many of the key concepts of this chapter.  (Note: It also plays well with Chapter 4 in addressing the challenges presented in the external environment.)








 Discussion Point


Apple Computer might be discussed at this point in addressing dynamic industries.  Students tend to be familiar with their products (and the short product life) and technological breakthroughs








 Discussion Point


It might be noted that chapter 2 will address this topic of strategic leadership.








 Discussion Point


The strategy diamond is an absolutely critical concept to this text.  Sufficient time and emphasis should be placed on this discussion to ensure that students understand the significance of this concept.








 Discussion Point


The window of opportunity can often be very short in today’s fast-paced business environment.  Students might discuss the pace of change today and how some industries appear to respond better to this pace than others.








 Discussion Point


Students might be asked if they can think of some companies with realized strategies that evolved – perhaps from a mistake or even luck.  History provides a number of examples of companies that have turned mistakes into new markets – such as 3M’s Post-It note.  








 Discussion Point


Wal-Mart focuses on the retailing industry. Sears, another retail organization, did not always focus on only the retailing business.  Students might be asked to provide examples of companies that operate in only one industry.  Then they can be asked to provide examples of companies that operate in multiple industries.  Rolls Royce is an example of a company operating in one industry while GE provides an example of a firm operating in multiple industries.
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