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KKNOWLEDGENOWLEDGE OOBJECTIVESBJECTIVES

1.1. Define organizational structure and controls and discussDefine organizational structure and controls and discuss
the difference between strategic and financial controls.the difference between strategic and financial controls.

2.2. Describe the relationship between strategy andDescribe the relationship between strategy and
structure.structure.

3.3. Discuss the functional structures used to implementDiscuss the functional structures used to implement
businessbusiness--level strategies.level strategies.

4.4. Explain the use of three versions of the multidivisionalExplain the use of three versions of the multidivisional
(M(M--form) structure to implement different diversificationform) structure to implement different diversification
strategies.strategies.

Studying this chapter should provide you with the strategic
management knowledge needed to:
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KKNOWLEDGENOWLEDGE OOBJECTIVESBJECTIVES (cont(cont’’d)d)

5.5. Discuss the organizational structures used to implementDiscuss the organizational structures used to implement
three international strategies.three international strategies.

6.6. Define strategic networks and discuss how strategicDefine strategic networks and discuss how strategic
center firms implement such networks at the business,center firms implement such networks at the business,
corporate and international levels.corporate and international levels.

Studying this chapter should provide you with the strategic
management knowledge needed to:
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Organizational Structure and ControlsOrganizational Structure and Controls

••Organizational structure specifies:Organizational structure specifies:

The firmThe firm’’s formal reporting relationships, procedures,s formal reporting relationships, procedures,
controls, and authority and decisioncontrols, and authority and decision--makingmaking
processesprocesses

The work to be done and how to do it, given the firmThe work to be done and how to do it, given the firm’’ss
strategy or strategiesstrategy or strategies

••It is critical to match organizational structure toIt is critical to match organizational structure to
the firmthe firm’’s strategy.s strategy.
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Organizational StructureOrganizational Structure

••Effective structures provide:Effective structures provide:
StabilityStability

FlexibilityFlexibility

••Structural stability provides:Structural stability provides:
The capacity required to consistently and predictablyThe capacity required to consistently and predictably

manage daily work routinesmanage daily work routines

••Structural flexibility provides for:Structural flexibility provides for:
The opportunity to explore competitive possibilitiesThe opportunity to explore competitive possibilities

The allocation of resources to activities that shapeThe allocation of resources to activities that shape
needed competitive advantagesneeded competitive advantages
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Organizational ControlsOrganizational Controls

••Purposes of Organizational Controls:Purposes of Organizational Controls:
Guide the use of strategy.Guide the use of strategy.

Indicate how to compare actual results with expectedIndicate how to compare actual results with expected
results.results.

Suggest corrective actions to take when theSuggest corrective actions to take when the
difference between actual and expected results isdifference between actual and expected results is
unacceptable.unacceptable.

••Two Types of Organizational ControlsTwo Types of Organizational Controls
Strategic controlsStrategic controls

Financial controlsFinancial controls
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Organizational ControlsOrganizational Controls

••Strategic Controls: Subjective criteriaStrategic Controls: Subjective criteria
Are concerned with examining the fit between:Are concerned with examining the fit between:

••What the firmWhat the firm might domight do (opportunities in its external(opportunities in its external
environment).environment).

••What the firmWhat the firm can docan do (competitive advantages).(competitive advantages).

Evaluate the degree to which the firm focuses on theEvaluate the degree to which the firm focuses on the
requirements to implement its strategy.requirements to implement its strategy.

OrganizationalOrganizational
ControlsControls

StrategicStrategic
ControlsControls

FinancialFinancial
ControlsControls
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Organizational ControlsOrganizational Controls

••Financial Controls: Objective criteriaFinancial Controls: Objective criteria
AccountingAccounting--based measures include:based measures include:

••Return on investmentReturn on investment

••Return on assetsReturn on assets

MarketMarket--based measures include:based measures include:

••Economic Value Added (EVA)Economic Value Added (EVA)

OrganizationalOrganizational
ControlsControls

StrategicStrategic
ControlsControls

FinancialFinancial
ControlsControls
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Matching Control to StrategyMatching Control to Strategy

••Relative use of controls varies by type ofRelative use of controls varies by type of
strategy:strategy:

Large diversified firms using a cost leadershipLarge diversified firms using a cost leadership
strategy emphasize financial controls.strategy emphasize financial controls.

Companies and business units using a differentiationCompanies and business units using a differentiation
strategy emphasize strategic controls.strategy emphasize strategic controls.
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Relationships between Strategy and StructureRelationships between Strategy and Structure

••Strategy and structure have a reciprocalStrategy and structure have a reciprocal
relationship:relationship:

Structure flows from or follows the selection of theStructure flows from or follows the selection of the
firmfirm’’s strategy buts strategy but ……

Once in place, structure can influence currentOnce in place, structure can influence current
strategic actions as well as choices about futurestrategic actions as well as choices about future
strategies.strategies.
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Evolutionary Patterns of Structure andEvolutionary Patterns of Structure and
Organizational StructureOrganizational Structure
••Firms grow in predictable patterns:Firms grow in predictable patterns:

First by volumeFirst by volume

Then by geographyThen by geography

Then integration (vertical, horizontal)Then integration (vertical, horizontal)

And finally through product/business diversificationAnd finally through product/business diversification

••A firmA firm’’s growth patterns determine its structurals growth patterns determine its structural
form.form.
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Evolutionary Patterns of Structure andEvolutionary Patterns of Structure and
Organizational Structure (contOrganizational Structure (cont’’d)d)
••All organizations require some form ofAll organizations require some form of

organizational structure to implement andorganizational structure to implement and
manage their strategiesmanage their strategies

••Firms frequently alter their structure as they growFirms frequently alter their structure as they grow
in size and complexityin size and complexity

••Three basic structure types:Three basic structure types:
Simple structureSimple structure
Functional structureFunctional structure
Multidivisional structure (MMultidivisional structure (M--form)form)
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StrategyStrategy
andand
StructureStructure
GrowthGrowth
PatternPattern

Sales GrowthSales Growth
Coordination and Control ProblemsCoordination and Control Problems

Efficient implementationEfficient implementation
of formulated strategyof formulated strategy

Simple StructureSimple Structure

Functional StructureFunctional Structure

Sales GrowthSales Growth
Coordination and Control ProblemsCoordination and Control Problems

Multidivisional StructureMultidivisional Structure

Efficient implementationEfficient implementation
of formulated strategyof formulated strategy
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FIGUREFIGURE 11.111.1

Strategy andStrategy and
Structure GrowthStructure Growth
PatternPattern
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Strategy and Structure: Simple StructureStrategy and Structure: Simple Structure

••OwnerOwner--managermanager
Makes all major decisions directly.Makes all major decisions directly.
Monitors all activities.Monitors all activities.

••StaffStaff
Serves as an extension of the managerServes as an extension of the manager’’s supervisors supervisor

authority.authority.

••Matched with focus strategies and businessMatched with focus strategies and business--levellevel
strategiesstrategies
Commonly complete by offering a single product lineCommonly complete by offering a single product line

in a single geographic market.in a single geographic market.
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Simple Structure (contSimple Structure (cont’’d)d)

••Growth creates:Growth creates:
ComplexityComplexity
Managerial and structural challengesManagerial and structural challenges

••OwnerOwner--managersmanagers
Commonly lack organizational skills and experience.Commonly lack organizational skills and experience.
Become ineffective in managing the specialized andBecome ineffective in managing the specialized and

complex tasks involved with multiple organizationalcomplex tasks involved with multiple organizational
functions.functions.
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Strategy and Structure: Functional StructureStrategy and Structure: Functional Structure

••Chief Executive Officer (CEO)Chief Executive Officer (CEO)
Limited corporate staffLimited corporate staff

••Functional line managers in dominantFunctional line managers in dominant
organizational areas of:organizational areas of:
ProductionProduction MMarketingarketing EngineeringEngineering

AAccountingccounting R&DR&DHHuman resourcesuman resources

••Supports use of businessSupports use of business--level strategies andlevel strategies and
some corporatesome corporate--level strategieslevel strategies
Single or dominant business with low levels ofSingle or dominant business with low levels of

diversificationdiversification
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Functional Structure (contFunctional Structure (cont’’d)d)

••Differences in orientation among organizationalDifferences in orientation among organizational
functions can:functions can:
Impede communication and coordination.Impede communication and coordination.

Increase the need for CEO to integrate decisions andIncrease the need for CEO to integrate decisions and
actions of business functions.actions of business functions.

Facilitate career paths and professional developmentFacilitate career paths and professional development
in specialized functional areas.in specialized functional areas.

Cause functionalCause functional--area managers to focus on localarea managers to focus on local
versus overall company strategic issues.versus overall company strategic issues.
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Strategy and Structure: MultidivisionalStrategy and Structure: Multidivisional
StructureStructure
••Strategic ControlStrategic Control
Operating divisions function as separate businessesOperating divisions function as separate businesses

or profit centersor profit centers

••Top corporate officer delegates responsibilitiesTop corporate officer delegates responsibilities
to division managersto division managers
For dayFor day--toto--day operationsday operations
For businessFor business--unit strategyunit strategy

••Appropriate as firm grows through diversificationAppropriate as firm grows through diversification
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Multidivisional Structure (contMultidivisional Structure (cont’’d)d)

••Three Major BenefitsThree Major Benefits
Corporate officers are able to more accuratelyCorporate officers are able to more accurately

monitor the performance of each business, whichmonitor the performance of each business, which
simplifies the problem of control.simplifies the problem of control.

Facilitates comparisons between divisions, whichFacilitates comparisons between divisions, which
improves the resource allocation process.improves the resource allocation process.

Stimulates managers of poorly performing divisions toStimulates managers of poorly performing divisions to
look for ways of improving performance.look for ways of improving performance.
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Matching Strategy and Functional StructureMatching Strategy and Functional Structure

••Different forms of the functional organizationalDifferent forms of the functional organizational
structure are matched to:structure are matched to:
Cost leadership strategyCost leadership strategy
Differentiation strategyDifferentiation strategy
Integrated cost leadership/differentiation strategyIntegrated cost leadership/differentiation strategy

••Differences in these forms are seen in threeDifferences in these forms are seen in three
important structural characteristics:important structural characteristics:
Specialization (number and types of jobs)Specialization (number and types of jobs)
Centralization (decisionCentralization (decision--making authority)making authority)
Formalization (formal rules and work procedures)Formalization (formal rules and work procedures)
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FIGUREFIGURE 11.211.2 Functional Structure for ImplementationFunctional Structure for Implementation
of a Cost Leadership Strategyof a Cost Leadership Strategy

Notes:
•Operations is the main function
•Process engineering is emphasized

rather than new product R&D
•Relatively large centralized staff

coordinates functions
•Formalized procedures allow for

emergence of a low-cost culture
•Overall structure is mechanical; job

roles are highly structured
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Using the Functional Structure to ImplementUsing the Functional Structure to Implement
a Cost Leadership Strategya Cost Leadership Strategy
••Operations is the main function.Operations is the main function.
Process engineering is emphasized over researchProcess engineering is emphasized over research

and development.and development.
Large centralized staff oversees activities.Large centralized staff oversees activities.
Formalized procedures guide actions.Formalized procedures guide actions.
Structure is mechanical.Structure is mechanical.
Job roles are highly structured.Job roles are highly structured.
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FIGUREFIGURE 11.311.3 Functional Structure for ImplementationFunctional Structure for Implementation
of a Differentiation Strategyof a Differentiation Strategy

Notes:•Marketing is the main function for keeping track of new product ideas
•New product R&D is emphasized
•Most functions are decentralized, but R&D and marketing may have centralized staffs that work closely with each other
•Formalization is limited so that new product ideas can emerge easily and change is more readily accomplished
•Overall structure is organic; job roles are less structured
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Using the Functional Structure to ImplementUsing the Functional Structure to Implement
a Differentiation Strategya Differentiation Strategy
••Marketing is the main function for tracking newMarketing is the main function for tracking new

product ideas.product ideas.
New product R&D is emphasized.New product R&D is emphasized.
Most functions are decentralized.Most functions are decentralized.
Formalization is limited to foster change and promoteFormalization is limited to foster change and promote

new ideas.new ideas.
Overall structure is organic.Overall structure is organic.
Job roles are less structured.Job roles are less structured.
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Using the Functional Structure to ImplementUsing the Functional Structure to Implement
the Integrated Cost Leadership/the Integrated Cost Leadership/
Differentiation StrategyDifferentiation Strategy
••Selling products that create customer value dueSelling products that create customer value due

to:to:
Their relatively low product cost through an emphasisTheir relatively low product cost through an emphasis

on production and process engineering, withon production and process engineering, with
infrequent product changes.infrequent product changes.

Reasonable sources of differentiation based on newReasonable sources of differentiation based on new--
product R&D are emphasized while production andproduct R&D are emphasized while production and
process engineering are not.process engineering are not.

••Used frequently in global economyUsed frequently in global economy
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Implementing an Integrated CostImplementing an Integrated Cost
Leadership/Differentiation Strategy (contLeadership/Differentiation Strategy (cont’’d)d)
••The integrated form of the functional structureThe integrated form of the functional structure

must have:must have:
DecisionDecision--making patterns that are partially centralizedmaking patterns that are partially centralized

and partially decentralized.and partially decentralized.
SemiSemi--specialized jobs.specialized jobs.
Rules and procedures that allow both formal andRules and procedures that allow both formal and

informal job behaviors.informal job behaviors.
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CorporateCorporate--Level Strategies and theLevel Strategies and the
Multidivisional StructureMultidivisional Structure
••A firmA firm’’s continuing success that leads to:s continuing success that leads to:
Product diversification, orProduct diversification, or
Market diversification, orMarket diversification, or
Both product and market diversification.Both product and market diversification.

••Increasing diversification creates controlIncreasing diversification creates control
problems that the functional structure canproblems that the functional structure can’’tt
handle.handle.
Information processing, coordinationInformation processing, coordination
ControlControl
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CorporateCorporate--Level Strategies and theLevel Strategies and the
Multidivisional Structure (contMultidivisional Structure (cont’’d)d)
••Diversification strategy requires firm to changeDiversification strategy requires firm to change

from functional structure to a multidivisionalfrom functional structure to a multidivisional
structure.structure.

••Different levels of diversification create the needDifferent levels of diversification create the need
for implementation of a unique form of thefor implementation of a unique form of the
multidivisional structure.multidivisional structure.
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FIGUREFIGURE 11.411.4 Three Variations of the Multidivisional StructureThree Variations of the Multidivisional Structure
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FIGUREFIGURE 11.511.5 Cooperative Form of the Multidivisional Structure forCooperative Form of the Multidivisional Structure for
Implementation of a Related Constrained StrategyImplementation of a Related Constrained Strategy

Notes •Structural integration devices create tight links among all divisions
•Corporate office emphasizes centralized strategic planning, human

resources, and marketing to foster cooperation between divisions
•R&D is likely to be centralized•

•Rewards are subjective and tend to emphasize overall corporate
performance in addition to divisional performance

•Culture emphasizes cooperative sharing
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Multidivisional Structure: Cooperative FormMultidivisional Structure: Cooperative Form

••Horizontal integration is used to bring aboutHorizontal integration is used to bring about
interdivisional cooperation.interdivisional cooperation.

••Sharing divisional competencies facilitatesSharing divisional competencies facilitates
development of economies of scope.development of economies of scope.

••To foster divisional cooperation, the corporateTo foster divisional cooperation, the corporate
office emphasizes centralization:office emphasizes centralization:
Strategic planningStrategic planning
Human resourcesHuman resources
MarketingMarketing

Related Constrained StrategyRelated Constrained Strategy
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Cooperative Form (contCooperative Form (cont’’d)d)

••R&D is likely to be centralizedR&D is likely to be centralized
••Frequent, direct contact between divisionFrequent, direct contact between division

managers encourages and supports cooperationmanagers encourages and supports cooperation
and sharing of competencies and resources.and sharing of competencies and resources.

••Use of liaison rolesUse of liaison roles
••Rewards are subjective, emphasizing overallRewards are subjective, emphasizing overall

corporate performance in addition to divisionalcorporate performance in addition to divisional
performance.performance.

Related Constrained StrategyRelated Constrained Strategy
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FIGUREFIGURE 11.611.6 SBU Form of the Multidivisional Structure forSBU Form of the Multidivisional Structure for
Implementation of a Related Linked StrategyImplementation of a Related Linked Strategy

Notes:
•Structural integration among divisions within SBUs, but independence

across SBUs
•Strategic planning may be the most prominent function in headquarters for

managing the strategic planning approval process of SBUs for the president

•Each SBU may have its own budget for staff to foster integration
•Corporate headquarters staff serve as consultants to SBUs and

divisions, rather than having direct input to product strategy, as in
the cooperative form
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Multidivisional Structure: SBU FormMultidivisional Structure: SBU Form

••Strategic business unit (SBU) form is a structureStrategic business unit (SBU) form is a structure
consisting of three levels:consisting of three levels:
Corporate headquartersCorporate headquarters
Strategic business units (SBUs)Strategic business units (SBUs)
SBU divisionsSBU divisions

••Divisions within SBUs shareDivisions within SBUs share
Products, or markets, or bothProducts, or markets, or both

Related Linked StrategyRelated Linked Strategy
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Multidivisional Structure: SBU FormMultidivisional Structure: SBU Form

••Divisions withinDivisions within SBUsSBUs develop economies ofdevelop economies of
scope and/or scale by sharing product or marketscope and/or scale by sharing product or market
competencies.competencies.
Each SBU is a profit center controlled and evaluatedEach SBU is a profit center controlled and evaluated

by the headquarters office.by the headquarters office.

••Used by large firmsUsed by large firms
Can be complex due to an organizationCan be complex due to an organization’’s size ands size and

diversity in products and markets.diversity in products and markets.

Related Linked StrategyRelated Linked Strategy
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FIGUREFIGURE 11.711.7 Competitive Form of the Multidivisional StructureCompetitive Form of the Multidivisional Structure
for Implementation of an Unrelated Strategyfor Implementation of an Unrelated Strategy

Notes:
•Corporate headquarters has a small staff
•Finance and auditing are the most prominent functions in the

headquarters office to manage cash flow and assure the
accuracy of performance data coming from divisions

•The legal affairs function becomes important when the firm acquires or
divests assets

•Divisions are independent and separate for financial evaluation purposes
•Divisions retain strategic control, but cash is managed by the corporate office
•Divisions compete for corporate resources
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Multidivisional Structure: Competitive FormMultidivisional Structure: Competitive Form

••A structure in which there is completeA structure in which there is complete
independence among the firmindependence among the firm’’s divisionss divisions

Divisions do not share common corporate strengths.Divisions do not share common corporate strengths.

Because strengths arenBecause strengths aren’’t shared, integrating devicest shared, integrating devices
arenaren’’t developed.t developed.

Organizational arrangements emphasize divisionalOrganizational arrangements emphasize divisional
competition rather than cooperation.competition rather than cooperation.

Unrelated StrategyUnrelated Strategy
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Competitive Form (contCompetitive Form (cont’’d)d)

••Three benefits from the internal competitionThree benefits from the internal competition
FlexibilityFlexibility——corporate headquarters can havecorporate headquarters can have

divisions working on different technologies to identifydivisions working on different technologies to identify
those with greatest future potential.those with greatest future potential.

Challenges the status quo and inertia.Challenges the status quo and inertia.
Motivates effort.Motivates effort.

••Creates specific profit performance expectationsCreates specific profit performance expectations
for each division to promote internal competitionfor each division to promote internal competition
for resources.for resources.

Unrelated StrategyUnrelated Strategy
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TABLETABLE 11.111.1 Characteristics of the Structures Necessary to Implement the RelCharacteristics of the Structures Necessary to Implement the Relatedated
Constrained, Related Linked, and Unrelated Diversification StratConstrained, Related Linked, and Unrelated Diversification Strategiesegies

Cooperative M-Form SBU M-Form Competitive M-Form

Structural (Related Constrained (Related Linked (Unrelated Diversification
Characteristics Strategy)a Strategy)a Strategy)a

Centralization of Centralized at Partially centralized Decentralized to
operations corporate office (in SBUs) divisions

Use of integration Extensive Moderate Nonexistent
mechanisms

Divisional Emphasize subjective Use a mixture of Emphasize objective
performance (strategic) criteria subjective (strategic) (financial) criteria
appraisals and objective

(financial) criteria

Divisional incentive Linked to overall Mixed linkage to Linked to divisional
compensation corporate corporate, SBU, and performance

performance divisional performance

Overall Structural Form

a Strategy implemented with structural form.
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International Strategies and WorldwideInternational Strategies and Worldwide
StructuresStructures

••International strategies allow the firm to searchInternational strategies allow the firm to search
for new:for new:
MarketsMarkets
ResourcesResources
Core competenciesCore competencies
TechnologiesTechnologies
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FIGUREFIGURE 11.811.8 Worldwide Geographic Area Structure forWorldwide Geographic Area Structure for
Implementation of aImplementation of a MultidomesticMultidomestic StrategyStrategy

Notes:
•The perimeter circles indicate decentralization of operations
•Emphasis is on differentiation by local demand to fit an area or country culture
•Corporate headquarters coordinates financial resources among independent subsidiaries
•The organization is like a decentralized federation
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Worldwide Geographic Area Structure:Worldwide Geographic Area Structure:
Implementing aImplementing a MultidomesticMultidomestic StrategyStrategy
••MultidomesticMultidomestic strategy decentralizes strategicstrategy decentralizes strategic

and operating decisions to:and operating decisions to:
Business units in each countryBusiness units in each country

Product characteristics tailored to local preferencesProduct characteristics tailored to local preferences

••Firms counter global competitive forces by:Firms counter global competitive forces by:
Establishing protected market positions, orEstablishing protected market positions, or

Competing in industry segments most affected byCompeting in industry segments most affected by
differences among local countries.differences among local countries.
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Worldwide Geographic Area StructureWorldwide Geographic Area Structure

••Worldwide Geographic Area StructureWorldwide Geographic Area Structure
Emphasizes national interestsEmphasizes national interests

Facilitates the firmFacilitates the firm’’s efforts to satisfy local or culturals efforts to satisfy local or cultural
differencesdifferences

••MultidomesticMultidomestic StrategyStrategy
Requires little coordination between different countyRequires little coordination between different county

markets: integrating mechanisms arenmarkets: integrating mechanisms aren’’t needed.t needed.

Key disadvantage is inability to create globalKey disadvantage is inability to create global
efficiencies.efficiencies.
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FIGUREFIGURE 11.911.9 Worldwide Product Divisional Structure forWorldwide Product Divisional Structure for
Implementation of a Global StrategyImplementation of a Global Strategy

Notes:
•The headquarters’circle indicates centralization to coordinate information flow among worldwide products
•Corporate headquarters uses many intercoordination devices to facilitate global economies of scale and scope
•Corporate headquarters also allocates financial resources in a cooperative way
•The organization is like a centralized federation
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Worldwide Product Divisional Structure:Worldwide Product Divisional Structure:
Implementing a Global StrategyImplementing a Global Strategy
••Global StrategyGlobal Strategy
Allows firm to offer standardized products acrossAllows firm to offer standardized products across

country markets.country markets.

••Effects on FirmEffects on Firm
Success depends on firmSuccess depends on firm’’s ability to develop and takes ability to develop and take

advantage of economies of scope and scale on globaladvantage of economies of scope and scale on global
level.level.

Firm tends to outsource some primary or supportFirm tends to outsource some primary or support
activities to the worldactivities to the world’’s best providers.s best providers.
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Worldwide Product Divisional StructureWorldwide Product Divisional Structure

••Centralizes decisionCentralizes decision--making authority in themaking authority in the
worldwide division headquarters.worldwide division headquarters.

Headquarters coordinates and integrates decisionsHeadquarters coordinates and integrates decisions
and actions among divisional business units.and actions among divisional business units.

••Integrating mechanisms are important:Integrating mechanisms are important:

Direct contact between managersDirect contact between managers

Liaison roles between departmentsLiaison roles between departments

Temporary task forces as well as permanent teamsTemporary task forces as well as permanent teams
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Combination Structure: A TransnationalCombination Structure: A Transnational
StrategyStrategy
••Transnational StrategyTransnational Strategy
CombinesCombines multidomesticmultidomestic strategystrategy’’s locals local

responsiveness with global strategyresponsiveness with global strategy’’s efficiency.s efficiency.

••Combination structure draws characteristics andCombination structure draws characteristics and
mechanisms from both:mechanisms from both:
Worldwide geographic area structureWorldwide geographic area structure
Worldwide product divisional structureWorldwide product divisional structure

••Appropriate integrating mechanisms for theAppropriate integrating mechanisms for the
combination structure are less obvious.combination structure are less obvious.
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FIGUREFIGURE 11.1011.10 Using the Hybrid Form of the Combination StructureUsing the Hybrid Form of the Combination Structure
for Implementation of a Transnational Strategyfor Implementation of a Transnational Strategy
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Matches between Cooperative Strategies andMatches between Cooperative Strategies and
Network StructuresNetwork Structures
••Network strategy exists when:Network strategy exists when:
Partners form several alliances in order to improvePartners form several alliances in order to improve

performance of the alliance network itself throughperformance of the alliance network itself through
cooperative endeavors.cooperative endeavors.

••Strategic NetworkStrategic Network
A group of firms formed to create value byA group of firms formed to create value by

participating in multiple cooperative arrangementsparticipating in multiple cooperative arrangements
such as alliances and joint ventures.such as alliances and joint ventures.
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Matches between Cooperative Strategies andMatches between Cooperative Strategies and
Network Structures (contNetwork Structures (cont’’d)d)
••Strategic networks are used to implement:Strategic networks are used to implement:
BusinessBusiness--level strategieslevel strategies
CorporateCorporate--level strategieslevel strategies
International cooperative strategiesInternational cooperative strategies

••Strategic center firmStrategic center firm
The firm around which the networkThe firm around which the network’’s cooperatives cooperative

relationships revolve.relationships revolve.
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FIGUREFIGURE 11.1111.11

A StrategicA Strategic
NetworkNetwork
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Strategic Center FirmStrategic Center Firm

••Is the foundation for the strategic networkIs the foundation for the strategic network’’ss
structure.structure.
Concerned with aspects of organizational structureConcerned with aspects of organizational structure

such as formal reporting relationships.such as formal reporting relationships.
Manages the complex, cooperative interactionsManages the complex, cooperative interactions

among network partners.among network partners.

••Engages in four primary tasks:Engages in four primary tasks:
Strategic outsourcingStrategic outsourcingCCompetenciesompetencies
TechnologyTechnology RRace to learnace to learn
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Implementing BusinessImplementing Business--Level CooperativeLevel Cooperative
StrategiesStrategies
••Vertical Complementary AlliancesVertical Complementary Alliances
Firms have complementary competencies in differentFirms have complementary competencies in different

value chain stages that let them cooperativelyvalue chain stages that let them cooperatively
integrate their different skills.integrate their different skills.

••Horizontal Complementary AlliancesHorizontal Complementary Alliances
Firms that agree to combine competencies to createFirms that agree to combine competencies to create

value in the same stage of the value chain.value in the same stage of the value chain.

••The strategic center firm is obvious in verticalThe strategic center firm is obvious in vertical
alliances, but not always in horizontal alliances.alliances, but not always in horizontal alliances.
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Implementing BusinessImplementing Business--Level CooperativeLevel Cooperative
Strategies: International FranchisingStrategies: International Franchising

••FranchisingFranchising
A common form of cooperative strategy used toA common form of cooperative strategy used to

facilitate product and market diversification.facilitate product and market diversification.
Allows the firm to use its competencies to extend orAllows the firm to use its competencies to extend or

diversify its product or market reach withoutdiversify its product or market reach without
completing a merger or acquisition.completing a merger or acquisition.
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Implementing International CooperativeImplementing International Cooperative
StrategiesStrategies
••Strategic NetworksStrategic Networks
Are used to implement international cooperativeAre used to implement international cooperative

strategies for competing in several countries.strategies for competing in several countries.
••Differences in countriesDifferences in countries’’regulatory environments increaseregulatory environments increase

the challenge of managing international networks.the challenge of managing international networks.

••Distributed Strategic NetworksDistributed Strategic Networks
Are the organizational structure used to manageAre the organizational structure used to manage

international cooperative strategies.international cooperative strategies.
••Regional strategic center firmsRegional strategic center firms
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FIGUREFIGURE 11.1211.12

A DistributedA Distributed
Strategic NetworkStrategic Network


