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Fundamental Issues in Strategy

‘Richard P. Rumelt, Dan E. Schendel and David J. Teece

s

History of Strategic Management

mnagement often called “policy” or nowadays sim-
y,” is about the direction of organizations, and most
ess firms. It includes those subjects of primary con-
magement or to anyone seeking reasons for
e among organizations. Firms, if not all orga-
' mmpetltwn—competltlon for factor inputs,
stomers, and ultimately, competition for reve-
e costs of their chosen manner of surviving.
ition, firms have choices to make if they are
ire strategic include: the selection of
icts and services to offer; the design
ermining how the firm positions
irkets (e.g., competitive strategy);
3 pe and diversity; and the
istrative systems, and
It is a basic proposi-
s have critical influ-
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10 FUNDAMENTAL ISSUES IN STRATEGY

codify, teach, and expand what is known about the skilled pe,.
formance of roles and tasks that are a necessary part of oy,
civilization. While its origins lie in practice and codification
its advancement as a field increasingly depends upon bUIldlng
theory that helps explain and predict organizational success an
failure.

Strategic management as an academic field is much younger
than its actual practice. While its date of conception (not t,
mention parentage) is somewhat uncertain, the academic fie|d
of strategic management is certainly a child of the 1960s. As
such, it is now entering upon its “thirty-something” decade, 2
time of self-examination and of coming into its own. The premise
of this book, and of the conference which preceded it, is that
academic strategic management is indeed ready to come into its
m through the identification and clarification of the funda-
- tal issues of scientific interest that distinguish it as a field

arly inquiry.
roduction to those fundamental issues, we briefly
ry of the academic field. If the child is indeed
“a look back will help put the fundamental
into per,spectlve, prov1de context, and clarify

’r,.. lr« £
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FUNDAMENTAL ISSUES IN STRATEGY 11

nior executives that naturally required a multifunctional per-
spective.

Harvard served as an important model for other business and
management schools, leading many to imitate its design. Busi-
ness policy as a capstone course became a standard part of the
curriculum across the United States. Indeed, today, the Associa-
tion of American Collegiate Schools of Business (AACSB) in-
cludes instruction in business policy among its guideline re-
quirements for accreditation. Tellingly, though, the AACSB has
left “business policy” open to very broad interpretation.

As an integrative capstone course, business policy may have
had some measure of prestige, but it had no prescribed content.
No received theory grounded in the professional norms of a busi-
ness function, or in the basic disciplines of the social sciences,
needed to be taught. Historically, the course was often staffed
by full professors, experienced teachers thought to have devel-
oped a broad view of business, or by adjunct professors, often
former general managers with the wisdom of experience to
transmit. With no theory to teach, any discipline or experience
base seemed satisfactory, and indeed, eclecticism and a holistic
A were valued.
gation of strategic management to a capstone course in
policy had serious structural consequences for the de-
of strategic management as a scholarly field of in-
er, and probably stifled its emergence for many
mpstone course permitted no development of
‘and in turn limited the scope for expanding
ubject. Since the teachers used to staff
‘already full professors or were adjunct
mure or interest in full rank, there
path from assistant to full professor.
ced rank remained in func-
, finance) or in the tradi-
onomics, organization

J mtellectual
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concepts. PEI later was to combine with a practitioner
, the North American Society of Corporate Planners, to
n The Planning Forum, which continues to operate through-
o * orth America. Planning societies devoted to improving the
' ﬂ'hractice for professional planners formed in various
5 in Eumpe and elsewhere. Some, such as the Strategic
pciety of the United Kingdom, are quite large.
1 :hkeLongRange Planning and The Planning Re-
among the early outlets for work in strategy. Early
¢ also found its way into general management
e Harvard Business Review, Sloan Manage-
al of Business, Business Horizons, and
Review. Academic journals devoted to
as Admzmstratwe Science Quarterly,
yrnal, and Management Science,
rtunities to publish scholarly re-

nagement elected to form pro-

,@eclahzed interests of
m in 1971, was

-y A
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ntries, it sponsors meetings around the world and a public,.
W J) devoted to advancing scholarship in the field,

,tqdies of economic organization and
0us tm:actlon with economics and the
acterizes the field today
Work in a wide variety

v 3 the
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d (1938) elevated the analysis of organizational work
aylor’s shop floor to the executive ranks in his classic
“unctions of the Executive. He stressed the difference be-
anagerial work directed at making the organization
“and work that made the organization effective, a dis-
1 to the concept of strategy. Simon (1947) ex-
s ideas in his attempt to build a framework for
nistration. Selznick (1957) explored the roles of
itment and introduced the idea of an organi-
*'mmpetence

mic conditions of the 1930s raised many
“and the real efficiency of business.
s of imperfect competition were devel-
959) and Chamberlin (1933). Schum-
preneur and agent of creative de-

stai ned debate about
. ry'v'of‘ firms. The
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16 FUNDAMENTAL ISSUES IN STRATEGY

structure. Thompson (1967), in a bold, propositional inventor,
md Lawrence and Lorsch (1967), in a more empirical work
DI od that managerial organization was contingent on “eny;.
T Ol . | uncertainty. " The 19608 were a propitious time

; > concepts of strategic adaptation by organizations,
of the field of strategic management can be traced
e 1960s: Alfred Chandler’s Strategy and
soff’s Corporate Strategy (1965); and
ess Policy: Text and Cases (Learned
text of which is attributed to Ken-
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The concept of strategy used by Chandler was a handy way
of characterizing the relationship among a set of managerial
purposes and choices, and was explicitly distinct from a struc-
ture.
Andrews, in his text for Business Policy, accepted the strategy
idea from Chandler, but added Selznick’s “distinctive compe-
tence” and the notion of an uncertain environment to which
nt and the firm had to adapt. In Andrews’s view, the
nt, through constant change, gave rise to opportuni-
ts, and the organization’s strengths and weak-
pted to avoid the threats and take advantage of

vironmental threats and opportunities led to
tial success factors. These twin appraisals
ategy formulation, a process analyti-
stinct from strategy implementation.
akin to identity, defining it as
S, Or goals and major policies
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18 FUNDAMENTAL ISSUES IN STRATEGY

by a combination of capabilities or competencies; and (5) tp,
make or buy decision. In tracing this common thread of strategy
through its components, Ansoff emphasized the potential fo,
success arising from mutual reinforcement among the compy.
nents.
In retrospect, it seems that Ansoff was more interested jj
shat we would today call corporate strategy, while Andrews
; more focused on business strategy. Ansoff’s more elaborate
of the concept of strategy was also reflected in a more
ate view of the process of creating strategy, a difference
sis that promoted the cause of strategic planning. Both
rews, however, had gone beyond the traditiona|
rse metaphor of functional integration.
Chandler, Andrews, and Ansoff—gave
pts of strategic management. Nearly
at concern us today can be found

(% CamScanner
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and imitation by old-line rivals like McKinsey, attests to the
influence that BCG had on practice. In contrast to many other
consultants to top management, who emphasized long-term
planning without much attention to strategy, BCG made strate-
gic conception central. The experience curve and growth-share
matrix drew a sharp, clear line between operational decision
making and corporate strategy, highlighting the latter. The cor-
porate strategist was encouraged to assume that efficient opera-
tlons management would achieve the cost reductions projected
ng the experience curve and to make corporate investment
sions and plans accordingly. Moreover, the dynamic aspect
tition implied by the experience curve clearly called for
¢ behavior: preemption of rivals with commitment today
'y for success tomorrow.
ith the work of Chandler, Andrews, and Ansoff,
ts at The Boston Consulting Group gave a pow-
bo managerial work and responsibility during
eneurial responsibility of management
b an act performed at birth—but as a

rch orientation. While the
of others who aimed to provide
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formance (content). It is not clear that the work of Chandle,
Andrews, or Ansoff fits easily into either category. The work
all three appears to have implications for both content and pr,
cess. The seeds of division between process and content ma,
have been sown by distinctions made for rhetorical or expositor,
reasons. Andrews, for example, wrote: “Corporate strategy ha,
two equally important aspects, interrelated in life but separateq
g emsant practlcable in our study of the concept. The ﬁm

promises new gains. The developments
arch eﬁorts suggest that processes to for-
v ' nerating capabmty
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not influential enough to make a substantial difference in imple-
mentation.

Careful observation of actual organizational decision making
gave rise to more subtle conceptions of process, in which strate-
s were arrived at indirectly and, to some degree, unintention-
' _. Uncertainty ex ante led to tentativeness, search and serial
tr md some learning—a somewhat chaotic process—which,
wmn amount of luck, might accumulate to a strategy,
uld be named and described as coherent only ex post.
blo ;'W'f (1959) “muddling through,” Quinn’s (1980) “logical

' sm,” and Mintzberg and Waters’s (1978) “emergent
empted to gain insight into organizational pro-
produced strategy as a somewhat unintended

land and test the connection between
e also began in the 1970s. In this work,
ighlighted. One, centered at Harvard
nerated and tested propositions
versification strategies. A second,

). brewers over
] performance
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greater than was generally presumed in industrial organizat,
economics and, indeed, in most management and strategy thiy v
ing. These differences led to very interesting research on strat,
gic groups and to further explanations of performance diffe,
ences based on concepts of competitive advantage.

The brewing studies demonstrated that the strategy constrie,
could be represented by measurable variables, and that empir.
cal evidence supported the usefulness of the strategy constrye
What had been derived on the basis of experiential, indu.

othods had been supported by more objective, deductive
of research. This represented a new departure in re.
sophy for the field, and changed the direction of
ield in ways that were more significant than

(%81 CamScanner
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Porter's “Five Forces” framework substituted a structured, com
itive economic environment, in which the ability to bargain
effectively in the face of an “extended rivalry” of competing
firms, customers, and suppliers determined profit performance
By making managerial choice in an explicitly economic environ-
ment the focal point of analysis, Porter succeeded in turning 10
economics on its head. Its traditional role was to identify socially
asteful sources of “monopoly” profits, but Porter instead used
ramey to define and explain the strategies available
' in I:helr quest for survival and profit. Drawing on his
ive case study research, he catalogued, described, and dis-

| a wide range of phenomena that interfered with free
d thus allowed abnormal returns, and he sug-
ir interaction and relative importance varied

ened an important bridge to 10 economics
d more than the Structure-Conduct-
e employed himself. The “Chicago” cri-
arrier theory, which supported the
rofits were returns to specialized,
ilities, became an important in-
eory of the firm. Game theory
found applications in strate-
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industrial organization has informed studies of producer reput,
tions, entry and exit, technological change, and the adoption
standards.

At the same time, research on the strategy process continyeg
apace. Interestingly, the most vital new ideas were generate
by those studying global firms. In the 1980s, the increasing glo,
alization of the world’s economy was leading students of genery)
management to look ever more carefully at how large mult;.
‘national corporations directed and coordinated their myriad re.
ources and activities. An important early work was Stopford
11s (1972). The new framework is first seen in the disser.
e key authors: Prahalad (1975), Doz (1976), Bartlett
oshal (1986). Their insights began to challenge

om about structure and process. In particular,
ctaonal product, and geographical baseg

 thinking -_beyond the increasingly stale
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and organizational sociology, as well as (but to a lesser extent)
on political science and psychology. As a consequence, the
boundaries that mark the strategy field have been blurred. Not
so long ago there was no doubt about what “policy” or “strategy”
research was, and certainly there was no difficulty in separating
it from work in economics or other disciplines. Now those dis-
tinctions are less clear.

Given these trends, it is important to understand the funda-
mental questions being asked in the allied disciplines and to be
f the changes sweeping these fields. This understanding
two purposes. First, it will help us to place strategic
's fundamental questions in context, and to see how
gement is related to, yet differentiated from, its
nes. Second, the blurring of boundaries makes it

mine the interrelationships between strategy

of agency theory, population ecology,
y, political science, and so on, and as

nt questions and issues, how
en strategy and 1ts allied disci-

, does strategy have an in-

erely wait for research

matter be taught
tical scientists,
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assuming they were designed and stuctured by a rational act,
This program of research, begun by the Enlightenment thinke,,
of the eighteenth century, has reached its full flower in the e,
nomics departments of U.S. universities during the last 3,
years. Indeed, Gary Becker’s recent Nobel Prize was awarde
for his work on extending economic reasoning to the family apq
beyond—his boldest work asserts that drug addiction can b

- explained as a rational choice.
~ Although the central quest of economics, the explication of
~ phenomena as the products of rational action, is unchanged

re economics was the mathematization of Mar.
roduce the “neoclassical” theory of the firm,
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Transaction cost economics. Of all the new subfields of eco-
nomics, the transaction cost branch of organizational economics
has the greatest affinity with strategic management. The links
derive, in part, from common interests in organizational form,
including a shared concern with the Chandler-Williamson M-
form hypothesis. They also derive from a common intellectual
style, which legitimizes inquiry into the reasons for specific in-
stitutional details. The clinical studies conducted by strategy
ors and business historians are grist for the transaction
A theory that seeks to explain why one particular
pears in a contract is clearly of great interest to strate-
ent scholars, who have a definite taste for disaggre-
an example of such detail, see Joskow’s (1988) study
istment clauses in long-term coal contracts.
nomists, the assumption of unlimitedly rational
ning characteristic of their field. Consequently,
conomics, which follows Simon in positing
s had an uphill struggle for recognition

onomizes on the costs
rtunism. This frame-
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the ground where economic thinking, strategy, and orgar;,
tional theory meet. Because of its focus on institutional der,
rather than mathematical display, it has a broader audmnu

T m\ong noneconomlsts than other branches of oTganization,,

s, During the 1980s, a considerable amount of wey,

: '; applying the transaction cost framework to issue,
tional structure. In particular, research has been ca,
‘supply arrangements in a number of indus,
wultinational firms (Buckley and Cassoy

7\'1988), sa]es force orgamzatlon (An_
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claims and overall governance structure of the firm. It is this
-anch which is most significant to strategic management. The
sorporate control hypothesis most familiar to strategic manage-
ment is Jensen’s (1986) “free cash flow” theory of leverage and
5. According to Jensen, in many firms, managers have
ely directed free cash flow toward wasteful invest-
Two cures for this problem have been proposed:

keovers, which put new management teams in
d strike strategic management scholars is that
cisely this diagnosis for many diversified firms

According to BCG, most firms mismanaged

es had evaporated.
0l perspective provides a valuable frame-
sment research. By recognizing the
ement, identifying remedial instru-

np nce of proper incentive ar-
i;lve stand than most other
- sch lars working in this area

‘‘‘‘‘‘
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Modern game theory raises deep questions about the natyp,
of rational behavior. The idea that a rational individual is o
who maximizes utility in the face of available information i

- ~ simply not sufficient to generate “sensible” equilibria in many

rative games with asymmetric information. To obtaiy
» aquilibria, actors must be assigned beliefs about what
e in the event of irrational acts. Research

al and philosophical foundations of game theory

ittle to do directly with strategic management,

ture of economics as the science of

) industrial organization has two
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toward better methods with only a partial understanding of the
causal structure of their own capabilities and of the technologi-
cal opportunity set. Key to their view is the idea that organiza-
tional capacities are based on routines which are not explicitly
comprehended, but which are developed and bettered with repe-
 tition and practice. This micro-link to learning-by-doing means
- he current capability of the firm is a function of history,
plies that it is impossible to simply copy best practice
n it is observed.
volutlonary economics posuts a ﬁrm that cannot

affinity to population ecology views in organiza-
archers interested in the evolution of popula-
) the sociology tradmon wh11e those more

qy exert on their
0 mterested in
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om the work of Durkheim (1893 195
Parsons (1937), Merton (1940), ang
1949, 1957) and Blau and S,

188 been concerned with th,
ma

d with the lim.
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cost economics by Oliver Williamson (1975), Markets and Hierarchies;
(2) the article on the population ecology of organizations by Michael T.
Hannan and John Freeman (1977); (3) the article on institutionalized
organizations by John Meyer and Brian Rowen (1977); and (4) the book
on resource dependence theory by Jeffrey Pfeffer and Gerald Salancik
(1978), The External Control of Organizations.

Each of these subfields of organizational sociology is relevant
to strategic management (we have already viewed transaction
cost economics in the previous section).

Resource dependence. Who or what determines what organi-
ns do? The resource dependence model argues that much

at organizations do is determined by outsiders—by those

0 control the flow of critical resources upon which the
ion depends. The strategic activities of management,
his perspective, are those of accommodating or
nsulate the organization from the demands of
critical resources. Resource dependence ex-
ventures, diversification, and board mem-
d scholars working in this tradition have
, for these claims. Note that there is

Wlth the governance of critical
ed w1th the power of one party

aks to the distribution of
s argued, is possessed by
resources from exter-
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genetic endowments and advocating the study of a populati,,
of firms (i.e., a species) over time, rather than the idiosyners
features of individuals.

Although it assumes that firms do not adapt, organizatis,
ecology is much more receptive to the concept that firms hav.
strategies than traditional organization theory. The critical dis
ference is that organization ecology sees the strategy of a fir,
as fixed at its inception and as unchanging over time." Ones
is fixed, of course no further room is left for the strategic man.
ager. This view is obviously at odds with much of the literaturs
in strategic management, especially that which emphasize
strategic change, organization renewal and transformation, and
flexibility. Nevertheless, it may be that strategic manage
ment scholars need to reexamine their assumptions—strategic
change may well be the exception rather than the rule. Given
Hle large number of case studies that feature companies unable
or cope with a changing environment, it may be that
:mmptmn of strategic inertia is more reahh
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to some part of the firm, say its policies or its organizational
subunits, and to see these subunits as unchanging but also sub-
ject to birth, proliferation, and extinction (Burgelman, 1990). It
remains to be seen whether an empirical demography of policies
or subunit forms can be created.

New institutionalism. The basic tenet of economics, much of
strategic management, and a great deal of sociology and organi-
zation theory is rationality or functionalism—that the struc-
tures, concepts, and social arrangements which evolve are the
“rational” or “efficient” solutions to the problems of production,
coordination, and change. These functional structures are either
ed, selected, or otherwise evolve. It is this view that moti-
case studies of successful firms and that lies behind the

stitutionalism® provides a contrary view. It claims

 some organizations survive through technical ef-
others that survive through legitimacy—by

ﬁ expected ways. Put differently, whereas an
by .

 forms of co-specialized assets in a
 (new) institutionalist would see it

argued, because other firms have
demics have rationalized them.
From this point of view,
ke a virus, multiplying in
nodern corporate
ent, but because
not obviously dys-

put it, “The dis-
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society at large is the source of concepts, professional roleg
rules, standards, expectations, policies, strategies, and standar(
organizational arrangements. Organizations institutionalize
(adopt) these things and thereby gain legitimacy. Thus, business
schools teach business policy because it is “the thing to do”
rather than because it is technically necessary. This form of
nonrational behavior draws on new work in cognitive psychol.
ogy that identifies behavior derived from unconscious scripts,
Jles, and routines. It is also akin to that studied by Elster
istinguishes between consequentialist and noncon-

r: the first is action impelled by a consider-
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Political Science

The systematic investigation of political structures and pro-
cesses has a tradition extending back to the Greek philosophers.
And most political science has been within the classical form:
the discussion of ideal states, the histories of particular political
conflicts or events, descriptions of political structures and the
rules governing their operation, and framers’ expectations as to
the value and functioning of various political structures. Like
mtaglc management, political science lacks a central, gener-
ally aeoepted paradigm, and its many streams are not tied to-
in any coherent way.

r, two dramatic shifts in paradigm have occurred in
1 political science in the last 50 years. The first was
ior¢ .revolution” that commenced in the 1950s. Just

an behavior influenced research and think-
ch ools they also had an impact on pohtlcal

5. For example, see Kaufman
[ the Forest Service.

ts were the many empir-
out over the years.
 splinter groups,
es. New insti-
-act and rig_or-

through vot-
study had its
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One might expect an economic metaphor applied to politics t,
produce the same conclusion—that competitive markets max.
imize welfare—but political scientists discovered substantia
difficulties. When preferences were modeled as differing in only
one dimension, everything worked well, with the policy outcome
being the preferences of the median voter. But with two or
more dimensions to preferences, outcomes were indeterminate,
McKelvey (1976) is credited with the first “chaos theorem,”

that if there is no clearly dominating policy, any pohcy
the outcome through some adjustment of the
o ven‘maaonty-rule voting, a sufficiently clever

) sult he or she desn'es
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agement? What is its metaphor, and what is its domain? And
how does it relate to these basic disciplines?

Strategic management has to do with groups, their birth and
their continuing success. It does not assume that the group’s
purpose is beneficial, but simply that the group forms and tries
to exist because it has purpose. Moreover, the group exists
within a context, and the context governs conditions of success.
It is management’s responsibility to see that the group adapts
to its context, and survival in the end is an objective definition
of success. So the perspective is that of the management team
assigned the responsibility of ensuring success, with success de-
fined as either the entrepreneurial act of starting an organiza-
tion, or those acts that condition survival.

The fundamental issues addressed by strategic management
Mare different from those addressed by the allied disciplines
s. Related they are to be sure, but different perspec-
e their domains of inquiry, and one must expect
damental questions to be addressed by each disci-

an examination of what we see as fundamen-
erest to strategic management. In so doing,

we see it today, and further, we separate
dlsclplmes with which it overlaps and
rests. Perhaps most important,
, we outline what we believe
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extremely fruitful impetus to new thinking. The value of
question is undiminished by the fact that it has not yet beg,
answered entirely satisfactorily.

Fundamental questions are not necessarily the most ofte,
stated or the most fashionable; nevertheless, they serve to high.
hght the issues and presumptlons that differentiate a field of
inquiry, making its axioms, its methods, and the phenomena it
studies different from those of other related fields. Thus, one of
‘the fundamental questions for the strategy field is, Why are
firms different?—a question that echoes Coase’s but that directs

away from common properties of all firms and focuses
S ;mena Wh.lch produce and sustain continy.
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sions about context. In other words, we need to learn more about
just how organizations reach conclusions about action, and
whether they can in fact be more rational than the individuals
that comprise them. Certainly none of the basic and allied disci-
plines we have examined tells us how firms behave. All seem
either to be passively descriptive or to postulate behavior from
the outset.

We can also wonder how competition among organizations
influences their nature. Among competitive business firms, we
see a variety of successful firms with very different natures. Yet
theory would suggest this should not be true. No good explana-

ions exist for the difference.
a re are concerns about the role of senior management that
ral strategically distinctive business firms. Why are
and what do they do? All theory available suggests

¢ complex processes on an
0 httle about competitive-
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Strategy is about the choice of direction for the firm.” By
what assumptions should the strategist entertain about the
choices made by competitive firms, choices that inevitably ar.
interdependent? Is it even reasonable to think of the behavior
of a firm as reflecting “choices,” or should a much less rationa)
model be used? Thus, the question of how firms behave has twg
components: (1) the empirical issue of the actual patterns of
behavior observed among firms, and (2) the more abstract ques-
tion of what modeling assumptions are most fruitful in explain-
ing observed patterns or guiding competitive strategy.

The dominant assumption used by economists is that the firm
: rational individual. Therefore, the question, How
’ ion toward situations in which
Since there is good empiri-
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nonrational aspects of firm behavior? Can analytic models
of nonrational or extrarational behavior move beyond their
present ad hoc status?

Why Are Firms Different?

Or, what sustains the heterogeneity in resources and performance
among close competitors despite competition and imitative at-

tempts?
One of the key empirical observations made by strategy re-
ers, an observation as well as a perspective that sets the
ﬁeld apart from industrial organization economics, is

s within the same industry differ from one another,
hcally In a recent study, Rumelt (1991 179) found

1 on capital could be apportioned as follows:
porate effects, 8.3% due to stable industry effects,

within the same industry were eight
amgng industries. The source
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There are many different theories that can be used to dey
with this question. The following subsidiary questions sugges
the range of these theories and the underlying disciplines thy
may have something to offer:

+ To what extent are the differences among firms the result;
nﬁpurpo.seﬁﬂ differentiation rather than unavoidable heters.
gym resources and their combmatwns" That is, should

edimer: ts to equilibration rooteq
ver advantages), or are
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By contrast, the loss prevention school of thought sees man-
agement as reviewing the strategies of the business units (stra-
tegic management), apparently to make sure that egregious
Jogical errors are not made. Second, the headquarters unit moni-
tors the operations of the subunits, providing surer supervision
of the agents operating the businesses than would independent
boards of directors or the competitive marketplace. Finally, the
headquarters unit can extract free cash flow from a mature busi-
ness unit at much lower cost than can the unaided capital mar-
kets or the market for corporate control.

There are, of course, perspectives beyond these two. Financial
suggests gains from corporate dlvers1ﬁcatlon i bank-

ng businesses sharing co-specialized assets. Fi-
S a skeptmal perspective that sees these complex
s of agency problems—as long as managers

3%

sif ca_tlon and/or
the innova-
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cess together with systems for allocating resources amon,
businesses. Do firms that impose “strategic management”
on portfolios of businesses add value, and if 5o, what is the
mechanism?

« Are there corollaries to headquarters units in nonbusinegg
organizations and, if so, what are the comparative lessong

to be learned?

What Determines Success or Failure in
International Competition?

ns of success and what are their particular
wati mlrsettmgs orglobal competition?
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Japan’s MITI or an “industrial policy” in the United States
rests on the presumption that there are strategic industries.

« Are there rules for global competition that are not simply
the extension of rules for competition within a large nation-
state or continent?

Summary

four questions help define the field of strategic manage-

our view they are fundamental to understanding the
anaging groups, their formation or birth, their rela-

and ultimately their adaptation and survival.

s relate to allied disciplines, but they are not

. and their perspectives differ.

; ions of the book present the papers that

authors whose disciplines are not
gic management Collectlvely, the
ons and practice issues
ch and practice agendas
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Part 1

How Do Firms Behave?

firm behavmr is that of rational maximizing
nist’s model. Unfortunately, most students

that although organizational actions
v rationalized by various interested
not consistent, nor can they be ex-
s the consequences of maximizing

erated most of the heat and
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d to act with great rationality in complex competitive sit,.

s. Thus, economics no longer speaks with one voice on the
" how to describe the behavior of firms.

section, a group of researchers tackles the problen

firm behavior. Jny Barney (“Beyond Individual

: Anc h y How FirmsBehave A Comment
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of decisions that are made. Hammond’s model is clear and
offers testable propositions about firm behavior, propositions
that differ substantially from those produced by strictly rational
models.
The next three papers address the connections between mod-
m game theory and strategic management. Garth Saloner, in
is paper, “Game Theory and Strategic Management: Contribu-
s, Applications, and Limitations,” provides a viewpoint on
ness of game-theoretlc modeling in strategic manage-
His basically positive view is conditioned by two major
there is no evidence of any real-world use of game
pames, and game-theoretic approaches are “too
lled to anythmg but very simple “boiled-down”

7' i ﬂ?t is interesting to speculate on what conse-
| flow from the invention of a game theory “en-
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hxqu analyeia is hard. If neoclassical analysis is Jii,
fork, he analogizes, game theory is like using

y is not only hard, Camerer stresses ;,

it is too easy to generate explanation,

T -hnppensbeeausebahmornm

\;m hythepmeneeofhu.
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assumptions have on resulting choices. Clearly, there is much
yet to be understood about group behavior and how we can think
t the basis for the choices that organizations make. If there
' message at all in the recent interest in worldwide compet-
havior, and particularly the recent success of Japanese
s that (often implicit) assumptions made (or not made)
ganization behavior have a powerful impact on ultimate
his section attacks this matter at a fundamental level
lead all of us to rethink how we approach manage-
1zations.
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2
or d Individual Metaphors in
| tanding How Firms Behave:
omment on Game Theory and
pect Theory Models of
Firm Behavior
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organizations as if organizations were individual deci-
Each of these metaphors discounts differences in
ng calculus (rational or biased) used by differ-

1al decision making to study strategic

ory and prospect theory.
some justification for adopting

, there was until recently
‘to the rational decision-
specific and rigorous to
the objective of game
fer, 1988). While theo-



https://digital-camscanner.onelink.me/P3GL/g26ffx3k



https://digital-camscanner.onelink.me/P3GL/g26ffx3k

'I.Htt



https://digital-camscanner.onelink.me/P3GL/g26ffx3k



https://digital-camscanner.onelink.me/P3GL/g26ffx3k

~ BEYOND INDIVIDUAL METAPHORS 6]



https://digital-camscanner.onelink.me/P3GL/g26ffx3k



https://digital-camscanner.onelink.me/P3GL/g26ffx3k



https://digital-camscanner.onelink.me/P3GL/g26ffx3k

64 FUNDAMENTAL ISSUES IN STRATEGY

. of traditional organizational caugorm W“
 may mmbyothef
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gle mlhnt strategy over time; rather
nenting several strategies, each of
w tent but which contradict one
 trying to pursue a low-price,
rarketing managers may be try-
0C _diﬂ%rentiatmn strategy,

' ‘thén' eﬂ‘orts on reduc-



https://digital-camscanner.onelink.me/P3GL/g26ffx3k

et
ARNT,
[ENT

ity S

i ,,|’s""r/
5 0N LNe

Tes oo
I £



https://digital-camscanner.onelink.me/P3GL/g26ffx3k

~ BEYOND INDIVIDUAL METAPHORS 67
]
4

‘the importance of

e of interest in under-



https://digital-camscanner.onelink.me/P3GL/g26ffx3k



https://digital-camscanner.onelink.me/P3GL/g26ffx3k



https://digital-camscanner.onelink.me/P3GL/g26ffx3k

