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

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

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

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

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

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

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

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

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

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

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

“VALUE. RARITY. IMITABILITY. ORGANIZATION.”
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    xiii

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

We have taken a very different approach:

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

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

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

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

What Have We Dropped
Two elements have most obviously been dropped from this 
edition. In both cases, this decision was made, not because 
these are unimportant topics, but rather, because they are so 
important that non-strategic management text books have 
been written to address them.

•	 The “Strategy in the Emerging Enterprise” feature in each 
chapter has been dropped. As entrepreneurship teaching 
has become more important, these topics have been re-
ceiving enhanced coverage in entrepreneurship texts.

•	 The “International Strategies” chapter has been dropped. 
Again, this is not because international strategy is un-
important. Rather, it is so important that entire texts are 
dedicated to this topic.

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

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

Preface

      C H A P T E R 

 6  Flexibility and Real 
Options   

   Why Is Netflix called Netflix?   

 For the first ten years of its existence, everyone had one question about Netflix: Why 

was Netflix called Netflix? Everyone got the “flix” part of the name—“flix” was slang 

for movies, and from its founding in 1997, Netflix was in the movie distribution busi-

ness. Its business model was to take orders for DVD rentals online and then fulfill those 

orders by delivering DVDs to consumers through the mail. But the “net” had nothing 

to do with how Netflix distributed its DVDs. A better name for Netflix might have been 

“Mailflix” or “Letterflix.” 

 In fact, Netflix was very successful at this DVD by mail distribution model. By 2000, 

it was challenging the leader in the DVD rental business—Blockbuster. Blockbuster had 

retail stores that consumers would visit to rent DVDs. They would also have to return 

these DVDs to the same store. Having DVDs delivered through the mail eliminated these 

two trips and, except for delays while rented DVDs were sent through the mail, was 

infinitely more convenient than renting DVDs at retail stores. 

 In the late 1990s, Blockbuster had tried to duplicate Netflix’s DVD distribution 

model. It failed. Apparently, the fulfillment logistics in the DVDs by mail business—

though perfected by Netflix—were very difficult for Blockbuster to imitate. Rather than 

trying to duplicate Netflix, in 2000 Blockbuster tried to buy Netflix for $50 million. The 

founders of Netflix—Reed Hastings and Marc Randolph—declined the offer. Instead, 

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

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

   After reading this chapter, you should be able to:   

     6. 1    Define strategic flexibility and real options.  

    6. 2    Specify the conditions under which strategic flexibility and real options will be valu-
able for firms.  

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

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

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

154
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xiv        Preface

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

These two chapters have all the teaching elements 
(Learning Objectives, Opening case, Research made Relevant 
feature, Strategy in Depth feature, Ethics and Strategy feature, 
Challenge Questions, and a Problem Set) and are supported by 
cases, just like the other chapters in the book. However, they ex-
plore important strategic options that receive less attention in 
other texts.

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

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

•	 “How Attractive is the Music Streaming Industry?” in Chapter Two: Music 
streaming services are very popular, but very few make money. Why is this 
the case, and what im-
pact will this have on the 
strategies of these firms?

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

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

New supporting cases include: McDonald’s, Collusion in Major League 
Baseball, Torrey Nano (a fictional case), and Activision’s Crush on Mobile 
Gaming.

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

      C H A P T E R  

 7   Collusion   

   A Gas Station Conundrum  

 Consider the following scenario.  Think of it as a chance to apply all the theories and 

frameworks discussed in this text so far.   

 You own and operate a gas station on a busy street corner in your town. There 

are other gas stations in your city, but they are located over ten miles away. You sell 

a well-respected brand of gasoline, one that is supported by a national advertising 

campaign. While you charge a premium for your gas (compared to the other stations 

in town), your property is clean and well maintained, your self-serve pumps are state 

of the art, and you run a clean and well-stocked convenience store at your station. The 

store sells drinks, snack foods, and a few auto supply items, and does so very profitably. 

According to a recent national survey, your store sells 95% of the top 100 selling items 

in gas station convenience stores. Even more important, some people say you sell the 

best hot coffee in town. Two years ago, you added a car washing station behind the 

store. It too has done well. And you’ve been the only gas station on this busy corner 

since you built it five years ago. 

 Until now. 

 It began with a rumor that another gas station was going to be built kitty- 

corner from yours. When the construction began, it was obvious that this rumor was 

true. About the same size as your station, it was going to sell a different brand of 

nationally advertised gasoline. The convenience store that was being built was slightly 

smaller than yours, but as it was stocked, it became clear that it would sell about the 

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

   After reading this chapter, you should be able to:   

7.1    Define explicit and tacit collusion and explain why collusion is typically inconsistent 
with social welfare in an economy.  

7.2   Describe how collusion can create economic profits.  

7.3   Describe different ways that collusive agreements can fall apart, and how it is possi-
ble to use the attributes of an industry to anticipate how sustainable these agreements 
are likely to be.  

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

178
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•	 The “Research Made Relevant” feature 
in Chapter Six’s discussion of flexibility 
and real options presents a simple—yet 
remarkably powerful—way of calculating 
the value of a firm’s strategic options

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

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

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

What Remains the Same
All the chapters in the book—beginning with Chapter Three—are still organized 
around the VRIO framework. Students at all levels continue to find this frame-
work helpful in thinking about and applying what can be a very complex topic—
strategic management.

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

Chapter 6: Flexibility and Real Options    169

the value of a specific option as a percentage of the underlying project’s value. That 
is, these two metrics define a particular option, and this option’s value is known to 
be equal to a percentage of an underlying project’s (or assets) value. A  Black-Scholes 
option pricing table, which is included as an appendix to this chapter, lists this 
known percentage as a function of these two parameters. 

 With   NPVq = .7 7 5    and   s sqrt 3 = .6 9 3 ,   the value of the real option in the 
investment described in a Black-Scholes option pricing table is approximately 18.7 
percent of the value of the underlying asset, S. Because   S = 3 0 5 .0 2    in this case, 
the value of this option is $60.08.  

   Step Six: Compare Full Present Value with the Benchmark Value      Recall that the 
benchmark value of this investment, using traditional present value techniques, 
was   - $ 3 0 .6 2 .   The full investment, recognizing the option value inherent in it, is 
the present value of Phase One of this investment plus the option value of Phase 
Two of this project, or 

    Present value = $ 1 4 .2 4 + $ 6 0 .0 9
 = $ 7 4 .3 3    

 Of course, this is much higher than the net present value of   -$ 3 0 .6 2    calcu-
lated using traditional techniques. Apparently, there is significant economic value 
associated with the real option that is created by investing in Phase One and then 
delaying the decision about whether to invest in Phase Two of this project for three 
years. Traditional logic suggests that a firm should not invest in this project. Real 
options logic suggests that it should. 

 Whether a firm qualitatively or quantitatively values its strategic flexibility, 
research—summarized in the Research Made Relevant feature—is beginning to 
accumulate that suggests that real options thinking can be very important for a 
firm’s success.      

 Rita McGrath and Ian MacMillan 
argue that under conditions of 

uncertainty, managers should invest 
in a diversified range of projects that 
parallel many of the real options  dis-
cussed in this chapter . These projects 
can be arrayed as in   Figure    6. 1  .  

 In this figure,  technical uncer-
tainty  refers to the extent to which 
managers understand the process 
by which a new product or service 
will be developed before that pro-
cess is undertaken. Low technical 
uncertainty exists when managers 
know what kinds of skills and other 

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

   Market uncertainty  , in    Figure    6. 1  , 
refers to the extent to which managers 
understand how a new product or ser-
vice will be received in the market. Low 
market uncertainty exists when manag-
ers know the price at which a product 
or service is likely to sell, the likely size 

   Research Made Relevant 

 The Value of Real Options 
Thinking    

 
      

h l f l i

In 1994, Lang and Stulz published 
a sensational article that suggested 

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

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

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

Research Made Relevant

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

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

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

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

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

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

Empower each learner
Each student learns at a different pace. Personalized learning pinpoints the precise areas 
where each student needs practice, giving all students the support they need—when and 
where they need it—to be successful.
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Teach your course your way
Your course is unique. So whether you’d like to build your own assignments, teach multiple 
sections, or set prerequisites, MyLab gives you the flexibility to easily create your course to 
fit your needs. 

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

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

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

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

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

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

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

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

Instructor Teaching Resources
At the Instructor Resource Center, www.pearsonhighered.com/irc, instructors can easily 
register to gain access to a variety of instructor resources available with this text in down-
loadable format. If assistance is needed, our dedicated technical support team is ready to 
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help with the media supplements that accompany this text. Visit https://support.pearson 
.com/getsupport for answers to frequently asked questions and toll-free user support phone 
numbers.

This program comes with the following teaching resources.

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

Features of the Supplement

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

•	 Case-by-case summaries

•	 Examples and activities not in the main book

•	 Study questions

•	 Teaching plans

•	 Case analysis and discussion

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

•	 Chapter-by-chapter summaries

•	 Teaching points

•	 Lecture guides for accompanying PowerPoint slides

•	 Answers to challenge questions and problem sets in 
the book

PowerPoint Presentations authored by Ram 
Subramanian from the University of Florida

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

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

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

ground colors

Test Bank authored by Ram Subramanian from  
the University of Florida

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

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

•	 Section number and name

•	 Learning objective

•	 Application type

•	 AACSB learning standard (Ethical Understanding and 
Reasoning; Analytical Thinking; Information Tech-
nology; Diverse and Multicultural Work; Reflective 
Thinking; Application of Knowledge)

TestGen® Computerized Test Bank TestGen allows instructors to:

•	 Customize, save, and generate classroom tests

•	 Edit, add, or delete questions from the Test Item Files

•	 Analyze test results

•	 Organize a database of tests and student results
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