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Economic Theories
for Strategy

Industry Organization Theory
4
▪

Industrial organization is a field of economics that studies the strategic behavior of firms, the structure of
market and their interactions (Economics of Imperfect Competition). It builds on the theory of the firm by
examining the structure of (and, therefore, the boundaries between) firms and markets. The structure of a market
is the concept behind Industrial Organization theory, rather than the firm itself. The theory indicates the influence
of competitive forces on the industry, as well as, how the profitability is determined by them

▪

Industrial organization adds real-world complications to the perfectly competitive model, complications such as
transaction costs, limited information, and barriers to entry of new firms that may be associated with imperfect
competition. It analyzes determinants of firm and market organization and behavior as between competition and
monopoly, including from government actions

▪

A firm’s performance in the marketplace depends critically on the characteristics of the industry environment (e.g.,
entry barriers, monopoly) in which it competes

▪

Industry structure determines the behavior or conduct of firms, whose joint conduct then determines the
collective performance of the firms in the marketplace

▪

An important branch of IO research is Oligopoly Theory seeking to specify the link between industry structure
and firm-to-firm rivalry

Industry Organization Theory
5
▪

One stream of IO research is descriptive, providing an overview of industrial organization, such as measures of
competition and the size-concentration of firms in an industry

▪

A second stream or approach uses microeconomic models to explain internal firm organization and market
strategy, which includes internal R&D along with issues of internal reorganization and renewal

▪

A third stream is oriented to public policy as to economic regulation, antitrust law, and, more generally, the
economic governance of law in defining property rights, enforcing contracts, and providing organizational
infrastructure

▪

Industrial organization investigates the outcomes of these market structures in environments with Price
discrimination, Product differentiation, Secondary markets, Collusion, Signaling, Mergers and acquisitions, Entry
and Exit

▪

J.S. Bain argued that structure, conduct and performance have a causal and linear “one-way relationship”

Industrial Organization (IO) Theory
6
IO has several limitations
IO maintains a static perspective
IO views the firm as a passive entity
Structure-conduct-performance is not one way but two ways

Transaction Cost Economics (TCE)
7
▪

Ronald Coase set out his TCE theory of the firm in 1937, making it one of the first (neo-classical) attempts to
define the firm theoretically in relation to the market; but Oliver Williamson’s work is much more distinctive

▪

TCE is understood as alternative modes of organizing transactions (governance structures – such as markets,
hybrids, firms, and bureaus) that minimize transaction costs. It posits that the optimum organizational
structure is one that achieves economic efficiency by minimizing the costs of exchange

▪

The theory suggests that each type of transaction produces coordination costs of monitoring, controlling, and
managing transactions. Williamson has defined transaction costs broadly as the costs of running the economic
system of firms

▪

A transaction cost is a cost incurred in making an economic exchange. It includes (a) search and information
costs (b) bargaining and decision costs and (c) policing and enforcement costs. It was later extended to
coordination cost, governance cost, and opportunism between exchange members (intra and interorganizational)

▪

TCE’s two assumptions: Bounded rationality and opportunism which can be curbed by reputation (rather than
the law, because of the difficulty of negotiating, writing and enforcement of contracts)

Transaction Cost Economics (TCE)
8


Three dimensions to characterize any transactions: Frequency,
uncertainty, and asset specificity, which jointly determine the
structure or choice of efficient governance



TCE suggests that the costs and difficulties associated with market transactions
sometimes favor hierarchies (or in-house production) and sometimes markets as
an economic governance structure. An intermediate mechanism is called hybrid
or relational

Transaction Cost Economics (TCE):
Governance Choice
9
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Agency Theory
10
▪

Agency theory were advanced with the publication of “Theory of the Firm: Managerial Behavior, Agency
Costs, and Ownership Structure” (1976), published in JFE by financial economist Michael C. Jensen and
William H. Meckling, designed to capture the essence of the principal-agent relationship

▪

A theory concerns the relationship between a principal (e.g., shareholder) and an agent of the principal
(e.g., managers). It involves the costs of resolving conflicts between the principals and agents and
aligning interests of the two groups

▪

The principal-agent problem arises when a principal compensates an agent for performing certain acts
that are useful to the principal and costly to the agent, and where there are elements of the performance
that are costly to observe

▪

Principals do not know enough about whether (or to what extent) a contract has been satisfied. The
solution to this information problem — closely related to the moral hazard problem — is to ensure the
provision of appropriate incentives so agents act in the way principals wish

▪

Levinthal (1988) maintains that the risk imposed on an agent can be reduced by basing individual
performance relative to that of other agents, who face similar states of nature.

Agency Theory
11
➢ Agency theory tries to resolve two problems that can occur in agency
relationships. The first is the agency problem that arises when (a) the desires or
goals of the principal and agent conflict and (b) it is difficult or expensive for the
principle to verify what the agent is actually doing. The principal cannot verify
that the agent has behaved appropriately
➢ The second is the problem of risk sharing that arises when the principal and

agent have different attitudes towards risk. The problem here is that the principle
and the agent may prefer different actions because of the different risk
preferences
➢ Principals can do two things: compensation mechanisms (‘the carrot’) and

supervisory schemes (‘the stick’)
➢ Agency theory today is used in broader contexts (e.g., parent-subsidiary relations;

headquarters-offshore units; franchising; outsourcing; client-professional service
provider, etc)

Agency Theory
12


In economic language, since the first-best outcome could only be achieved in the
unrealistic world of costless information flow, our goal must be to do the best we
can, to achieve what is sometimes called the second-best solution



The building blocks of agency theory are information and economic incentives



Agency loss is more severe when the economic interests or economic values of the
principal and agent diverge substantially, and information monitoring is costly;



The economic benefits of any reduction in agency loss will be shared by principal
and agent in most market situations.



It is useful to distinguish two types of agency problems: (1) Hidden action model
(moral hazard) and (2) Hidden information model (adverse selection)



Moral hazard: a party insulated from risk may behave differently from the way it would behave
if it were fully exposed to the risk. Adverse selection: "bad" results occur when buyers and
sellers have asymmetric information

Game Theory
13



Game theory attempts to mathematically capture behavior in strategic situations, in
which an individual's success in making choices depends on the choices of others



Traditional applications of game theory attempt to find equilibria in these games. In
an equilibrium, each player of the game has adopted a strategy that they are unlikely
to change



A set of strategies is a Nash equilibrium if each represents a best response to the other
strategies. So, if all the players are playing the strategies in a Nash equilibrium, they
have no unilateral incentive to deviate, since their strategy is the best they can do
given what others are doing

Game Theory
14


Prisoner's dilemma forms a non-zero-sum game in which two players may each
cooperate with or defect from (betray) the other player. Under a Pareto-suboptimal
solution, rational choice leads the two players to both play defect, even though each
player's individual reward would be greater if they both played cooperatively



Deriving the optimal strategy is generally done in two ways: (1) Bayesian Nash
equilibrium and (2) Monte Carlo simulations (individuals with low scores die off, and
those with high scores reproduce)



A game is cooperative (vs. non-cooperative) if the players are able to form binding
commitments



A symmetric (vs. asymmetric) game is a game where the payoffs for playing a particular
strategy depend only on the other strategies employed, not on who is playing them (e.g.,
prisoner's dilemma)

Game Theory
15


Zero-sum games (vs. non-zero-sum game) are a special case of constant-sum
games, in which choices by players can neither increase nor decrease the
available resources



Sequential (vs. simultaneous) games (or dynamic games) are games where later
players have some knowledge about earlier actions



A game is one of perfect information (vs. imperfect information game) if all
players know the moves previously made by all other players



Continuous games (vs. discrete games) allow players to choose a strategy from a
continuous strategy set



Eight game theorists have won Nobel prizes in economics!

Contract Theory
16
✓ In economics, contract theory (Oliver Hart, Bengt Holmstrom, etc.) studies how

economic actors can and do construct contractual arrangements, generally in the
presence of asymmetric information
✓ Contract theory also utilizes the notion of a complete contract, which is thought of as a

contract that specifies the legal consequences of every possible state of the world
✓ More recent developments known as the theory of incomplete contracts, pioneered by

Oliver Hart, study the incentive effects of parties' inability to write complete contingent
contracts, e.g. concerning relationship-specific investments
✓ Because it would be impossibly complex and costly for the parties to an agreement to

make their contract complete, the law provides default rules which fill in the gaps in the
actual agreement of the parties

Contract Theory
17
✓ Social contract theory is quite different from economics/law based contract theory
✓ Social contract describes a broad class of theories that try to explain the ways in which

people form states and/or maintain social order
✓ The notion of the social contract implies that the people give up some rights to a government

or other authority in order to receive or maintain social order
✓ Social contract theory formed a central pillar in the historically important notion that

legitimate state authority must be derived from the consent of the governed
✓ Various proponents of social contract theory attempt to explain, in different ways, why it is in

an individual’s rational self-interest to voluntarily give up the freedom one has in the state of
nature in order to obtain the benefits of political order

Information Economics Theory
18
❖ Information economics is a branch of microeconomic theory that studies how information and information

systems affect an economy and economic decisions. Information has special characteristics: It is easy to create but
hard to trust. It is easy to spread but hard to control. It influences many decisions including strategic decisions of
the firm. These special characteristics, such as information asymmetry and signaling, complicate decisions
❖ Information as signal has been described as a kind of negative measure of uncertainty. A growing attention has

been paid to the study of information asymmetries and their implications for contract theory, policy failure,
market failure, inter-party conflicts, and even mergers and acquisitions failure
❖ Information has economic value because it allows individuals to make choices that yield higher expected payoffs

or expected utility than they would obtain from choices made in the absence of information. But this value is very
fragile due to information asymmetry, distortion, arbitrary, and manipulative
❖ Information asymmetry means that the parties in the interaction have different information, e.g. one party has

more or better information than the other. Expecting the other side to have better information can lead to a
change in behavior. The less informed party may try to prevent the other from taking advantage of him. This
change in behavior may cause inefficiency
❖ Michael Spence originally proposed the idea of signaling. He proposed that in a situation with information

asymmetry, it is possible for people to signal their type, thus credibly transferring information to the other party
and resolving the asymmetry

Information Economics Theory
19
❖ Joseph E. Stiglitz pioneered the theory of screening. In this way the underinformed party can induce the other

party to reveal their information. They can provide a menu of choices or incentives in such a way that the optimal
choice of the other party depends on their private information
❖ Per IE, the information market does not exhibit high degrees of transparency. That is, you have to invest in

learning it to evaluate information
❖ IE theory has been keenly applied to strategic management research, particularly in areas of governance, mergers

and acquisitions, alliances and networks, factor market, competitive advantage, co-development and cospecialization, real option decisions, among others
❖ For example, IE can explain why one party sometimes gains more than the other party within a particular M&A

deal, and which factors determine how much of the total amount of value created in the deal each party obtains

Prospect Theory
20
❖ The prospect theory (first published by Daniel Kahneman and Amos Tversky in 1979) is the founding theory of

behavioral economics and of behavioral finance, and constitutes one of the first economic theories built using
experimental methods

❖ It describes how individuals or parties assess in an asymmetric manner their loss and gain perspectives. For

example, for some individuals, the pain from losing $1,000 could only be compensated by the pleasure of earning
$2,000. Thus, contrary to the expected utility theory, which models the decision that perfectly rational agents
would make, the prospect theory aims to describe the actual behavior of players

❖ The prospect theory starts with the concept of loss aversion, an asymmetric form of risk aversion, from the

observation that people react differently between potential losses and potential gains. Thus, people make decisions
based on the potential gain or losses relative to their specific situation (the reference point) rather than in absolute
terms; this is referred to as reference dependence

❖ Faced with a risky choice leading to gains, individuals are risk-averse, preferring solutions that lead to a lower

expected utility but with a higher certainty (concave value function). But faced with a risky choice leading to losses,
individuals are risk-seeking, preferring solutions that lead to a lower expected utility as long as it has the potential
to avoid losses (convex value function)

❖ Per this theory, people attribute excessive weight to events with low probabilities and insufficient weight to events

with high probability. For example, individuals may unconsciously treat an outcome with a probability of 99% as
if its probability was 95%, and an outcome with probability of 1% as if it had a probability of 5%

Prospect Theory
21
❖ Prospect theory's predictions differ from what strategy scholars have inferred. PT's value function predicts

negative risk‐return associations for high performers and positive for low performers, contrary to the strategy
literature. PT does not make the general predictions most strategy researchers have assumed, but rather PT's
predictions depend on a full range of parametric and choice characteristics that strategy scholars have ignored (see
Philip Bromiley’s SMJ in 2010)
❖ An early-on article using PT in strategy is one titled “Strategic Reference Point Theory” (Fiegenbaum, Hart and

Schendel, 1996). They used PT to answer how can executives achieve a match between expected external
environmental conditions and internal organizational capabilities that facilitates improved performance? They
argue that a firm's choice of ‘reference points’ can help achieve strategic alignment capable of yielding improved
performance and potentially even a sustainable competitive advantage. They further developed the strategic
reference point (SRP) matrix, consisting of three dimensions: internal capability, external conditions, and time
❖ Thus far, PT has been used in strategic management as a guiding theory in studying heuristics and biases in

strategic decisions, risk-return tradeoffs, effect of CEOs and TMTs on firm performance, capacity rationalization
and exit strategies, organizational recovery, and diversification strategies, among others

22

Sociology Theories
for Strategy

Social Exchange Theory
23
➢

George Homans’s article entitled “Social Behavior as Exchange” is viewed as the seminal work on
this theory. Works by Richard Emerson, Peter Blau, Peter Ekeh, and Karen Cook are also
breakthrough and foundational

➢

Social behavior is an exchange of goods, material goods but also non-material ones, such as the
symbols of approval or prestige. Persons that give much to others try to get much from them
(reciprocity), and persons that get much from others are under pressure to give much to them. This
process of influence tends to work out at equilibrium to a balance in the exchanges

➢

In deciding what is fair, we develop a comparison level against which we compare the give/take
ratio. This level will vary between relationships, with some being more giving and others where we
get more from the relationship

➢

Today, social exchange theory exists in many forms, but all of them are driven by the same central
concept of actors exchanging resources via a social exchange relationship featured by voluntary
transfer of resources between multiple actors

Social Exchange Theory
24
➢

Social exchange interaction between two actors (people, firms etc.) results in various contingencies,
where the actors modify their resources to each others expectations

➢

Power is the mechanics that can explain the relation of the actors. Power results from resource
dependency in a dyadic relation but in a network exchange model, it is also derived from the structure structural power

➢

Staying in or leaving a relationship is not merely a matter of how rewarding that relationship is.
Unsatisfactory relationships may remain stable for the lack of a better alternative. These relationships
have been conceived of as nonvoluntary relationships



Exchange relationships are governed by both normative and cognitive exchange orientations that
delineate acceptable and appropriate behavior



Normative orientations refer to the societal views on acceptable and appropriate behavior in
relationships. These norms refer to the broader consensus that exists within a culture about how
exchange relationships should be structured. Cognitive orientations represent the beliefs, values, and
relationship orientations that an individual associates with various types of exchange relationships

Social Capital Theory


25
Social capital (Pierre Bourdieu and James Coleman) is a sociological concept, referring
to connections within and between social networks. This capital possessed by
individuals can be transformed to an attribute of collectives. Norms, trust and
consensus building (shared interest) help produce social capital.



Social capital is not equally available to all



Instrumental view: Social capital is the aggregate of the actual or potential resources
which are linked to possession of a durable network of more or less institutionalized
relationships of mutual acquaintance and recognition



Neutral resource view: Social capital is functionally a variety of entities with two
elements in common: they all consist of some aspect of social structure, and they
facilitate individual or collective action, generated by networks of relationships,
reciprocity, trust, and social norms

Social Capital Theory
26


Social capital requires investment in social relations with expected returns in the
marketplace.



Social capital encompasses three clusters/dimensions: Structural, Relational, and
Cognitive.






Structural dimension relates to an individual’s ability to make weak and strong ties to others
within a system
Relational dimension focuses on the character of the connection between individuals (trust,
cooperation, communication are key elements)
Cognitive dimension focuses on the shared meaning and understanding that individuals or groups
have with one another

Sociologists view social capital as neither an individual-level nor a group-level
phenomenon in separation, but one that emerges across levels of analysis as individuals
participate in groups

Social Capital Theory
27


This theory shares the core idea that social networks have value. But most view social
capital as a neutral resource, implying it entails positive and negative side effects.




Four negative consequences:
 Exclusion of outsiders
 Excess claims on group members
 Restrictions on individual freedom
 Downward leveling norms

Contingent value of social capital:



Social capital brings about information benefits and control benefits
These benefits are more valuable to managers with fewer peers

Economic Sociology Theory
➢

Classical and neoclassical economics assumes rational, self-interested behavior affected minimally by social
relations

➢

Social exchange theorists argue instead the role of concrete personal relations and structures of such relations in
generating trust and discouraging malfeasance

➢

Falling between the above two ends, economic sociologists hold that most economic behaviors and economic
exchanges are embedded in social relations. Such relations can mediate complex transactions and generate
standards of behavior. A sophisticated account of economic action must consider its embeddedness in social
structure

➢

Long-term relationships between organizations can allow them to benefit from idiosyncratic investment of
learning to work together, mutual familiarity, and knowledge sharing. This social or relational investment will lose
its value when the interfirm relationship discontinues

➢

Research on opportunism, trust, and cooperation is underpinned by economic sociology theory

➢

In social network theory, social relationships are viewed in terms of nodes and ties. Nodes are individual actors
within the network, and ties are the connections linking these actors

28

Economic Sociology Theory
29
▪

Ron Burt’s Structural Hole (1992): Social networks that bridges “holes” in social structure accrue
information advantages by generating fresh perspectives and information

▪

Brokers who bridge holes will have vision advantages and will consequently be more creative and
effective

▪

To maximize the flow of information, Burt advised managers to minimize the redundancy of their
information networks by increasing the number of structural holes they bridged

▪

Later Burt (2005) advocates the combination of two opposing network mechanisms: Brokerage
and Closure – arguing the two being complementary for producing social capital: Brokerage is
about coordinating people but risky to trust; Closure is about making it safe to trust. Or, bridging
a structural hole can create value, but delivering value requires the closed network of a cohesive
team around the bridge – a process labeled structural autonomy

▪

Burt: Social capital generates advantage for specific individuals within a social network
▪ Putnam: Communities, not individuals, are advantaged by social capital

Economic Sociology Theory
30


Structural holes capture, like other related concepts such as weak ties (Granovetter,
1973), range (Reagans and McEvily, 2003), and brokerage (Xian and Tsui, 2007, Fleming
and Waguespack, 2007), a key network structural property, the efficient and nonredundant access to resources and information



Zaheer and Soda (2009) recently examined the network evolution or the origin of
structural holes, arguing that network structures emerge from the interplay of two
complementary forces: structural constraints imposed by, and network opportunities
provided by, past network structures and positions



Interpersonal ties come in three varieties: strong, weak or absent. Weak social ties are
responsible for the majority of the embeddedness, structural holes, as well as the
transmission of information through these networks.



Granovetter’s article in 1973, The Strength of Weak Ties, has been recognized as one of
the most influential sociology papers ever written. In his view, a combination of strong
and weak ties holds the members of society together.

Economic Sociology Theory
31


The weak ties hypothesis argues that if A is linked to both B and C, then there is a good
probability that B and C are linked to each other (in this case A - B and A - C have strong
ties while B – C maintain weak ties). Weak ties will function as the crucial bridge
between any two densely knit clumps of close friends.



Granovetter’s argument (1973) asserts that weak ties (acquaintances) are less likely to be
involved within the social network than strong ties (close friends and family), and that
the only thing that can connect two social networks with strong ties is a weak tie.



It follows that individuals are disadvantageous with a few weak ties compared to those
with many weak ties, as the former are disconnected with other parts of the network.



The weak/strong ties paradox is elaborated by myriad authors. Centrality is well studies
to address this issue. Power is introduced as well.

Institutional Theory
32
➢

Institutional theorists (e.g., Paul DiMaggio and Walter Powell) assert that the institutional environment can
strongly influence the development of formal structures in an organization, often more profoundly than
market pressures.

➢

Institutional theory is a widely accepted theoretical posture that emphasizes rational myths, isomorphism,
and legitimacy. Institutional theory is a theory on the deeper and more resilient aspects of social structure. It
considers the processes by which structures, including schemes, rules, norms, and routines, become
established as authoritative guidelines for social behavior

➢

It seeks to explain homogeneity not variation – in early stage of life cycle, org. fields display diversity in form
and approach, but a push toward homogenization once a field is well established

➢

An org. field refers to the totality of relevant factors, not simply competing firms

➢

Institutional theory focuses on the deeper and more resilient aspects of social structure. It considers the
processes by which structures, including schemas, rules, norms, and routines, become established as
authoritative guidelines for social behavior

➢

DiMaggio and Powell conclude that the net effect of institutional pressures is to increase the homogeneity of
organizational structures in an institutional environment. Firms will adopt similar structures as a result of
three types of pressures:
➢
➢
➢

Coercive pressures come from legal mandates or influence from organizations they are dependent upon
Mimetic pressures to copy successful forms arise during high uncertainty
Normative pressures to homogeneity come from the similar attitudes and approaches of professional groups and
associations brought into the firm through hiring practices

Institutional Theory
33
➢

Institutions are governance structures based on rules, norms, values, and systems of
cultural meaning

➢

Behavior is deeply rooted in and reflective of multiple contexts (culture, legal system,
agency interest, etc). Behavior must be explained on a situational basis, with each
context different

➢

Different components of institutional theory explain how these elements are created,
diffused, adopted, and adapted over space and time; and how they fall into decline and
disuse

➢

Meyer and Rowen (1977) was path-breaking (neo-institutional theory), suggesting that
diffusion and institutionalization were theorized to be reinforcing: as more
organizations adopted a particular structural element, it gained greater social
acceptance (became progressively institutionalized). This, in turn, led to increasing
conformity pressures on organizations that had not yet adopted it to do so, accelerating
its diffusion

Institutional Theory
34

➢

Powell and DiMaggio (1991) further defined the 'new institutionalism', as rejecting the
rational-actor models of classical economics. Instead, it seeks cognitive and cultural
explanations of social and organizational phenomena by considering the properties of
supra-individual units of analysis that cannot be reduced to aggregations or direct
consequences of individuals’ attributes or motives

➢

Scott (1995) indicates that, in order to survive, organizations must conform to the rules
and belief systems prevailing in the environment, because institutional isomorphism,
both structural and procedural, will earn the organization legitimacy

➢

The drive for resource stability leads organizations to seek legitimation. When forced to
choose, organizations will select options which preserve and enhance organizational
legitimation over organizational efficiency. This way organizations reduce turbulence
and maintain stability

Institutional Theory
35
✓

✓

DiMaggio and Powell focused on institutional isomorphism, identifying its three major
mechanisms:



Coercive: Political influence - Pressures to make organizational procedures and/or structure
conform to best practices, arising from the demands of actors on whom the organization is
dependent for resources



Mimetic: Standard responses to uncertainty - Pressures arising from the drive to reduce
uncertainty. Under uncertainty, imitating successful peers is seen as a safe strategy



Normative – Professionalization - Pressures arising from professionalization, which socializes
personnel within the organization to view certain types of structure and process as legitimate.
Socialization occurs not only through formal education but also through professional
associations, trade associations, and professional media.

Two types of isomorphism – Competitive and institutional

Institutional Theory
36
✓

Predictors of Isomorphic change:
✓

Field-Level Predictors of Isomorphism



A field’s dependence on a single source of support for vital resources (+)
A field’s transactions with political agencies (+)
Number of visible alternative organizational models (-)
A field’s technological uncertainty or goal ambiguity (+)
A field’s professionalism (+)






✓

Organizational-Level Predictors of Isomorphism (follow those perceived to be
successful)



An organization’s dependence on other organizations in a field (+)
Means-ends uncertainty (+)
An organization’s goal ambiguity (+)
Reliance on academic credentials in choosing professional personnel (+)
Participation of professional personnel in trade and professional associations (+)






New Institutional Economics (NIE)
37
➢

Institutions are the rules of the game in a society or, more formally, are the humanly devised constraints that
shape human interaction. Institutions provide the structure for exchange that determines the cost of transacting
and the cost of transformation. North distinguishes between institutions (rules of the game) and organizations
(players in that game). Institutional change is path dependent.

➢

The major role of institutions in a society is to reduce uncertainty by establishing a stable structure to human
interaction. When the evolution of institutions creates a hospitable environment for cooperative solutions to
complex exchange, it spurs economic growth

➢

How well institutions solve the problem of coordination and production is determined by the motivation of the
players, complexity of environment, and the ability of the players to decipher and order the environment.

➢

Informal and formal institutions: Informal institutions, which are often culturally derived, will not change
immediately in reaction to changes in the formal rules. Informal institutional changes are incremental

➢

Formal institutions (political rules, economic rules and contact law) can complement, revise or supersede
informal constraints

➢

Organizations and entrepreneurs are the agents of, and shape the direction of, institutional change. The
interaction of purposive organizations and institutions leads to a dynamic evolution of the economy. Thus,
adaptive efficiency, along with allocative efficiency, is required to facilitate the way an economy evolve through
time

Institution-based view of strategy
38
➢

Treating institutions as independent variables, the institution-based view of strategy focuses on the
dynamic interaction between institutions and organizations and considers strategic choices as the
outcome of such an interaction. Strategic choices are not only driven by industry conditions and firm
capabilities, but are also a reflection of the formal and informal constraints of a particular institutional
framework that managers confront

➢

Institutions are much more than background conditions. Instead, “institutions directly determine what
arrows a firm has in its quiver as it struggles to formulate and implement strategy and to create
competitive advantage

➢

Institutions reduce uncertainty for different actors by conditioning the ruling norms of behaviors and
defining the boundaries of what is legitimate. Actors, in turn, rationally pursue their interests and make
choices within a given institutional framework

➢

It is research on emerging economies that has pushed the institution-based view to the cutting edge of
strategy research, which is becoming the third leg in the strategy “tripod” (see Peng, 2003), the other two
legs being industry- and resource-based views)

➢

This is because the profound differences in institutional frameworks between emerging economies and
developed economies force scholars to pay more attention to these differences in addition to considering
industry- and resource-based factors

➢

While formal and informal institutions combine to govern firm behavior, in situations where formal
constraints are unclear or fail, informal constraints will play a larger role in reducing uncertainty, providing
guidance, and conferring legitimacy and rewards to managers and firms

Institution-based view of strategy
39
➢

A hallmark of emerging economies is that they tend to have more “fundamental and comprehensive
changes introduced to the formal and informal rules of the game that affect firms as players”,
which are labeled “institutional transitions”

➢

While formal and informal institutions combine to govern firm behavior, in situations where formal
constraints are unclear or fail, informal constraints will play a larger role in reducing uncertainty,
providing guidance, and conferring legitimacy and rewards to managers and firms

➢

A growing attention has been devoted to institutional complexity and its strategic management
implications. Institutional Complexity depicts the extent to which an organization encounters not
only multiplicity and incompatibility but also heterogeneity, instability and ambiguity of different
requirements from a plurality of institutional forces in an institutionally diversified economy

Leading articles:
North, D. C. 1990. Institutions, institutional change, and economic performance. Cambridge, MA: Harvard University Press.
Scott, W. R. 1995. Institutions and organizations. Thousand Oaks, CA: Sage.
Oliver, C. 1997. Sustainable competitive advantage: Combining institutional and resource-based views. Strategic Management Journal, 18 (9): 679–713.
Peng, M. W. 2003. Institutional transitions and strategic choices. Academy of Management Review, 28 (2): 275–296.
Peng, M. W., & Luo, Y. 2000. Managerial ties and firm performance in a transition economy: The nature of a micro-macro link. Academy of
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Organizational Learning Theory
41
➢

One can also distinguish between (1) adaptive learning (changes are made in reaction to changed environmental
conditions and (2) proactive learning (changes are made on a more willful basis - goes beyond the simple
reacting to environmental changes)

➢

In his seminal article, March (1991) argues that firms need to balance between activities that contribute to
exploration of new knowledge, technology, and capabilities and activities that contribute to exploitation of the
existing knowledge or capability base of the firm

➢

Exploitation deals with a process of routinization, which adds to the existing knowledge base and competence set
of firms without changing the nature of activities. Exploration is characterized by breaking with an existing
dominant design and a shift away from existing rules, norms, routines, activities, etc. in view of novel
combinations

➢

Since individuals form the bulk of the organization, they must establish the necessary forms and processes to
enable organizational learning in order to facilitate change. Organizational learning is more than the sum of the
parts of individual learning. An organization does not lose out on its learning abilities when members leave the
organization

➢

Organizational learning contributes to organizational memory. Thus, learning systems not only influence
immediate members but also future members due to the accumulation of histories, experiences, norms, and
stories

Organizational Learning Theory
42
➢ Processes of organizational learning
➢
➢

➢
➢

Learning by doing
Learning from past and experience (by encoding inferences from history and experience
into routines that guide behavior). Lessons of experience are maintained with routines
despite employee turnover
Learning from experience of others (coercive, normative, and mimetic)
Learning to learn

➢ Organizational memory/experience and learning
➢

➢
➢

Step 1: Recording experience (in documents, accounts, files) – experiential knowledge is recorded in
an organizational memory, and that memory is orderly yet often ambiguously
Step 2: Conservation of experience – routinization instructs new employees
Step 3: Retrieval and utilization of experience

Organizational Learning Theory
43

➢ Absorptive Capacity – The ability to recognize the value of new, external

information, assimilate it and apply it to commercial ends which is critical to its
innovative capabilities
➢ Several ways to generate absorptive capacity
➢
➢
➢
➢

➢
➢
➢
➢

Byproduct of a firm’s R&D investment
Byproduct of a firm’s manufacturing operations
Invest in absorptive capacity directly
A diverse background provides a more robust basis for learning

A firm’s absorptive capacity is not simply the sum of the absorptive capabilities of its employees
Absorptive capacity depends on transfer of knowledge across internal and external boundaries
Cross functional job rotation helps absorptive capacity
Prior knowledge permits the assimilation and exploitation of new knowledge (path dependence)

Organizational Learning Theory
44

➢ Superstitious learning – it occurs when the subjective experience of learning is

compelling, but the connections between actions and outcomes are mis-specified
➢ Competence traps – it occurs when favorable performance with an inferior

procedure leads an organization to accumulate more experience with it, thus
keeping experience with a superior procedure inadequate to make it rewarding to
use

Contingency Theory
45
➢

Contingency theory is a class of behavioral theory that claims that there is no best way to organize a
corporation, to lead a company, or to make decisions. The optimal organization/
leadership/decision-making depends upon various internal and external constraints or factors

➢

Richard Scott describes contingency theory in the following manner: "The best way to organize
depends on the nature of the environment to which the organization must relate”

➢

Other researchers including Paul Lawrence, Jay Lorsch and James Thompson were complementing
to this statement and were more interested in the impact of contingency factors on organizational
structure. Their structural contingency theory was the dominant paradigm of organizational
structural theories for most of the 1970s

➢

Effective organizations not only have a proper “fit” with the environment but also between its subsystems (e.g., subunits)

➢

The needs of an organization are better satisfied when it is properly designed and the management
style is appropriate both to the tasks undertaken and the nature of the work group

Contingency Theory
46
➢ Burns and Stalker identified two organization types: mechanistic, for a task that

is routine and unchanging, and organic, for a task that is nonroutine and
changing. They discovered that the most successful firms were those that used
whichever type was appropriate for a given task (routine task focuses on
efficiency; non-routine task emphasizes creativity)
➢ While the contingency approach is useful in recognizing that the complexity

involved in understanding human and organizational systems makes it difficult
to develop universal principles of management, there have been several
criticisms of the approach
➢ For one, it has been pointed out that the logical extension of the contingency

approach is that all situations are unique. If this is true, then management can
be practiced only by intuition and judgment, thereby negating the value of prior
knowledge and wisdom

Resource Dependence Theory
47
❖

RDT is the study of how external resources of organization affect its behavior. It
assumes that organizations are always constrained by a network of interdependencies
with other organizations

❖

RDT proposes that actors lacking in essential resources will seek to establish
relationships with (i.e., be dependent upon) others in order to obtain needed resources

❖

Also, organizations attempt to alter their dependence relationships by minimizing their
own dependence or by increasing the dependence of other organizations on them

❖

Within this perspective, organizations are viewed as coalitions alerting their structure
and patterns of behavior to acquire and maintain needed external resources - modifying
an organization’s power with other organizations

❖

Although RDT was originally formulated to discuss relationships between organizations,
the theory is applicable to relationships among units within organizations

Resource Dependence Theory
48

❖

Organizations take actions to manage external interdependencies. These patterns of
dependence produce interorganizational and intraorganizational power, where such
power has some effect on organizational behavior

❖

This dependence leads to power imbalance and control attempts

❖

Five options to minimize environmental dependences:
❖
❖
❖
❖
❖

Mergers/vertical integration
Joint ventures or other interorganizational partnerships
Boards of directors
Political action
Executive succession

Resource Dependence Theory
49
❖

RDT also holds:
❖

Organizations are assumed to be comprised of internal and external coalitions which emerge
from social exchanges that are formed to influence and control behavior

❖

The environment is assumed to contain scarce and valued resources essential to organizational
survival. As such, the environment poses the problem of organizations facing uncertainty in
resource acquisition

❖

Organizations are assumed to work toward two related objectives: acquiring control over
resources that minimize their dependence on other organizations and control over resources
that maximize the dependence of other organizations on themselves. Attaining either objective
is thought to affect the exchange between organizations, thereby affecting an organization’s
power

Boundary-Spanning Theory
50


Organizations are open systems that have a transference across their boundaries and
this process is facilitated by the boundary spanner (e.g., Michael Tushman, James
Thompson)



Internal boundary spanners - Boundary spanners are needed to move tacit knowledge
around and within the organization



External boundary spanners – Brokers and bridges linking the focal organization with
external organizations



Two boundary-spanning roles: Information processing and external representation


Information processing – An organization’s ability to adapt to environmental contingencies
depends in part on the expertise of boundary role incumbents in selecting, transmitting and
interpreting information originating in the environment



External representation – (a) enhancing the legitimacy (b) maintaining organizational image and
(c) making the organization visible



The theory views boundary spanning roles as the critical link between environmental
characteristics and organizational structure, arguing that organizations face multiple
environments and thus can have a variety of boundary roles of units with different structural
characteristics

Boundary-Spanning Theory
51


Creation of boundary-spanning roles


Technology: Organizations using long-linked and intensive technologies will have a
smaller proportion of boundary roles



Environment: (a) Organizations in rapidly changing environments will have a
higher proportion of boundary roles than organizations in stable environments and
(b) Boundary roles are most likely to be formalized when crucial environmental
contingencies have been explicitly recognized by decision makers, or when the
organization is structured in a way that facilitates the adoption of innovation
through imitation and learning from other organizations



Boundary role routinization varies directly with the volume of repetitive work,
outcome predictability, and the need to control the behavior of members

LOOSE COUPLING THEORY
▪

Loose coupling is present when systems have either few variables in common or the variables they have in common
are weak, thus refraining harmful contagion within the organization system

▪

Karl Weick (1976): Loose coupling as a situation in which elements are linked and interdependent (determinacy), but
retain evidence of separateness, identity and distinctiveness (indeterminacy) – actors are inter-attached but not
interlocked, thus stimulating flexibility, adaptability and resilience

▪

The resulting image is a system that is simultaneously open and closed, linked and autonomous, spontaneous and
deliberate (Orton & Weick, 1990)

▪

Loose coupling occurs at levels of: individuals, subunits, hierarchical levels, between organizations, and between
organization and environment

▪

The theory combines the contradictory concepts of connection and autonomy, viewing an organization as a complex
system composing interlinked yet autonomous subsystems
▪
▪

▪

Coupled: elements are linked and preserve some degree of determinacy
Loosely: elements are subject to spontaneous changes and preserve some degree of independence and indeterminacy

Loose coupling logic varies across organizational type, industry type, and also changes over time

4

LOOSE COUPLING THEORY
Tightly coupled: Having interconnected components that do not act independently
Loosely coupled: Having interconnected components that act autonomously
Decoupled: Ending interdependence
Noncoupled: No interconnectivity

Loose coupling exists because of causal indeterminacy caused by unclear means-ends connections, bounded
rationality, selective perception, uncertainty and ambiguity, as well as fragmented external and internal
environments
▪ Modularity, discretion, shared values, focused strategies are important to design loose coupling as a management strategy
▪ Loose coupling could have outcome repercussions concerning persistence, buffering, adaptability, satisfaction, and
effectiveness
▪ Digital connectivity, including technology, plays an important role in information processing, boundary spanning, and
managing loose coupling
▪ The nature and adversity of environmental conditions determine the design of loose coupling – Tightly coupling hampers
business continuity with a greater contagious effect if these conditions are highly unpredictable, uncontrollable, and
unmanageable. But decoupling or no-coupling alienates the firm from external resources

5

LOOSE COUPLING THEORY

54

▪ Understanding an organization as a loose coupling of actors or elements helps better explain how organizations adapt to
their environments and survive amidst uncertainties. Within the organization, you can build autonomous subsystems, and
loose coupling is really the "glue" that holds them together. Between organizations (or interacting with the environment),
one can consider loosely constructed, multi-tier and diversified partnerships that vary in flexibility and control
▪ Loose coupling:
▪
▪
▪
▪
▪

Allows the organization to persist through rapid environmental fluctuations (e.g., Zoom)
Improves the organization's sensitivity to the environment (e.g., 3M)
Enables local adaptations and creative solutions to develop (e.g., Costco)
Allow sub-system breakdown without damaging the entire organization (e.g., J&J’s opioids lawsuits)
Permits more self-determination by actors (e.g., Haier)

▪ Two coupling elements:
▪ Technical (or task) couplings (between technology, task, supply chain) that are task-induced
▪ Managerial (or authority) couplings (positions, departments, rewards, sanctions) that somehow hold the organization
together. Relationships, similar behaviors, value sharedness, and trust are important

▪ More loosely coupled organizations offer advantages when (1) external environments become complex and (2)
organization itself becomes more complex. LCT focuses on creating or fostering new behaviors rather than controlling task
activities

A Framework of Loose Coupling Theory
More external
& internal
environmental
complexity

Key MacroInterconnections

Moderating
conditions
Add: economic
attachment

Strategic Resilience

▪ Global supply
chain diversity
▪ Power in global
eco-systems
▪ Controlling
critical resources
▪ Prioritizing
digital channels

More:
▪ Corporate culture

▪ Trust
▪ Experience
▪ Boundaryspanning ability
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LOOSE COUPLING THEORY
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Subsequent developments of LCT
▪ Pfeffer and Salancik (1978)’s resource dependence argument (including economic attachment)
▪ Birnbaum (1988)’s points addressing the importance of consensus building and rationality augmentation through:
▪
▪
▪
▪

Leadership
Communication
Interaction and sharing
Data and information sharing

▪

▪ LCT has also been used in studying business-government ties, headquarters-subsidiary relationships, buyer-supplier links,
co-opetition, etc.

▪ Challenges/limitations of LCT:
▪
▪
▪
▪

Slow diffusion of central initiatives
Difficulty in systematic change for the whole organization
Not clear for real business community when/where requiring more looseness vs. coupling
Short in explaining mechanisms and solutions

LOOSE COUPLING THEORY

7

▪ Loose coupling aims to achieve persistence, buffering, and adaptability – all essential to strategic resilience
▪ The notion of discretion (latitude of individual choice or decision) from the loose coupling theory underlies flexibility needed
for strategic resilience
▪ The notion of complementarity of internal and external resources and activities is central to a firm’s ability (resource slack) in
responding to hardships and adversity
▪ The recognition of information technologies and modularity in information processing and boundary spanning activities
within an organization, between organizations, and between the organization and environments helps business intelligence
and decision-making in building and executing strategic resilience
▪ Loose coupling theory’s chief premise lies in paradox embracement, maintaining interdependent relationships flexibly both as
open and closed system. Embracing paradox is essential to resilience
▪ Loose coupling theory underscores the importance of focused strategy in organizing interdependence and building a loosely
coupled network. Focused attention and focused strategy is pivotal to improving responding and resilient capabilities

Information Processing Theory
58

Three assumptions
 (1) organizations are open social systems which must deal

with work-related uncertainty.
 (2) organizations can fruitfully be seen as information

processing systems.
 (3) organizations can be viewed as composed of sets of

groups or departments (subunits).

An Information Processing Model
Subunit Task
Characteristics
—— Task
complexity
—— Task
interdependence

Subunit Task
Environment
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The difference between information
possessed and information required to
complete a task

Uncertainty
facing the
set of
subunits

Information
Processing
requirements
facing
organizations

“Fit”

Inter-Unit Task
Interdependence
Effectiveness

Information
Processing
Capacities
of structure

Organismic or
Mechanistic
Design of
subunits

Feasible set of
Coordination
And control
mechanisms
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Theories from
Strategic Management

Resource-Based View (RBV)
61
▪

Two key assumptions differing from IO:
▪

▪

Firms within an industry may be heterogeneous with respect to strategic resources they
control
Resources may not be perfectly mobile across firms, and thus heterogeneity can be
long-lasting

➢

The fundamental principle of the RBV is that the basis for a competitive advantage of a
firm lies primarily in the application of the bundle of valuable resources at the firm’s
disposal. RBVis a managerial framework used to determine the strategic resources a firm
can exploit to achieve sustainable competitive advantage

➢

RBV conceptualizes the firm as a unique bundle of idiosyncratic resources and capabilities

➢

To transform a short-run competitive advantage into a sustained competitive advantage
requires that these resources are heterogeneous in nature and not perfectly mobile

➢

Barney's 1991 article is widely cited as a pivotal work in the emergence of RBV, though
other scholars (e.g., Birger Wernerfelt) had explained (less systematically) this before then

Resource-Based Strategy
62
➢

Effectively, this translates into valuable resources that are neither perfectly imitable nor
substitutable without great effort. If these conditions hold, the firm’s bundle of resources can
assist the firm sustaining above average returns

➢

Resources are: all assets, capabilities, organizational processes, firm attributes,
information, knowledge, etc; controlled by a firm that enable the firm to conceive of and
implement strategies that improve its efficiency and effectiveness

➢

Three categories of resources: Physical capital resources; Human capital resources; and
Organizational capital resources

➢

VRIN criteria: Valuable, Rare, Inimitable, and Non-substitutable

➢

Strategic resources that meet the four criteria determine a firm’s sustained competitive
advantage

➢

In RBV, strategists select the strategy or competitive position that best exploits the internal
resources and capabilities relative to external opportunities. Given that strategic resources
represent a complex network of inter-related assets and capabilities, organizations can adopt
many possible competitive positions

Knowledge-Based View
63
❖ KBV (e.g., Robert Grant) considers knowledge as the most strategically significant resource of a firm. Its

proponents argue that because knowledge-based resources are usually difficult to imitate and socially
complex, heterogeneous knowledge bases and capabilities among firms are the major determinants of
sustained competitive advantages and superior corporate performance
❖ Organizations exist to create, transfer, and transform knowledge into competitive advantage
❖ This knowledge is embedded and carried through multiple entities including organizational culture and

identity, policies, routines, documents, systems, and employees
❖ Although RBV recognizes the important role of knowledge, but it doesn’t go far enough. Specifically, RBV

treats knowledge as a generic resource, rather than having special characteristics. It therefore does not
distinguish between different types of knowledge-based capabilities

Knowledge-Based View
64
▪

KBV is an important approach towards organizational learning that forms the basis for establishing human capital
involvement in the structural and routine activities of the firm

▪

KBV proposes the establishment of heterogeneous knowledge structures across the management hierarchies of a firm
as a prerequisite condition for achieving sustainable knowledge-based competitive advantage. This is because
knowledge-based resources are always characterized by difficulties of transmission, imitation, and social complexities

▪

Information technologies can play an important role in the knowledge-based view of the firm in that information
systems can be used to synthesize, enhance, and expedite large-scale intra- and inter-firm knowledge management

▪

Knowledge is a fundamentally human issue: it is a product and vehicle of human activity, bounded by the limitations of
human cognitive and other psychological capacities, and by the social and cultural environment of activity

▪

Knowledge-based competence can stay with the firm, and accordingly, a firm can create a competitive advantage by
coordinating, aggregating, and integrating the specialized knowledge that its individual employees develop. This
coordination of specialized knowledge can take place via routines, directives, group problem solving and decision
making

▪

Information technology systems and other related mediating tools can act as vehicles for transferring knowledge, or as
repositories for storing knowledge, but in knowledge management the role of these is secondary compared with
knowledgeable human actors

Knowledge-Based View
65
▪ A firm should be understood as a social community specializing in speed and efficiency in
the creation and transfer of knowledge
▪

Explicit knowledge can be expressed and codified relatively unproblematically, but tacit
knowledge is personal, context-dependent and based on practice and experience. This
knowledge is very hard to formalize and communicate

▪

Explicit and tacit knowledge differ in terms of their transferability, appropriability, and
potential for aggregation and storage. Tacit knowledge is “sticky,” i.e., hard to share and
transfer. It is embedded in particular practices and experiences. Explicit knowledge, in
contrast, is leaky

▪

Tacit knowledge encompasses two facets: cognitive and technical (Nonaka & Takeuchi,
1995). The cognitive facet of tacit knowledge consists of mental models, schemas,
perspectives, and conceptions that underlie and define an individual’s understanding and
perception of the world. The technical facet includes all the concrete operational
propensities and skills

Dynamic Capability Theory
DCT extends RBV and KBV by incorporating the process, deployment, and upgrading
a firm’s distinctive capabilities and competitive advantages in a constantly changing
marketplace. It is often referred to the “capability” of capabilities
Teece, Pisano and Shuen (1997): Dynamic capabilities refer to:
Ability to achieve new forms of competitive advantage
Ability to integrate, build, and reconfigure internal and external competences to address
rapidly changing environments
Ability to renew competences so as to achieve congruence with the changing business
environments

Processes refer to the unique ways in which things are done in the firm, or what
might be referred to as its routines or patters of current practices and learning
Organizational processes have three roles: (1) coordination and integration (a static
concept); (2) learning (a dynamic concept); and (3) reconfiguration (a
transformational concept)
Learning involves organizational and individual skills. Organizational knowledge
resides in new patters of activity or in routines
66

Dynamic Capability Theory
Sequentially, dynamic capability involves capability possession, capability deployment
and capability upgrading
Combinative capability is key to dynamic capability. It is a firm’s ability to integrate
and synthesize internal resources and external learning and apply both to the
competitive environment
Dynamic capability requires a strong base of established capabilities as well as the
ability to efficiently deploy these resources and to continuously create bundles of new
resources and knowledge
Leaning ability centers at the core of dynamic capability. It is the capacity to generate
and generalize (often through routines) ideas and to acquire new knowledge
Explorative learning seeks out variation, taking risks, experimentation, flexibility,
discovery, and innovation; Exploitative learning focuses more on making and refining
choices, increasing production efficiency, and execution of strategies
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An Integrated Model of Dynamic Capabilities
Upgrading

Deployment

Possession

Distinctive
Resources

Comparison of RBV, KBV and DCT
Resource-Based View

Knowledge-Based View

Seminal
Pieces/
Contributo
rs

Penrose, 1959 – resources are a source
of success
Wenerfelt, 1984 – tools for analyzing a
firm’s resource position and strategic
options.
Rumelt, 1984 and 1991 – internal
business characteristics determine
performance.
Barney, 1986 (2) and 1991

Demsetz, 1991 – knowledge specialists
Brown and Duguid, 1991
Kogut and Zander, 1992 and 2000 – social identity as
the basis for knowledge coordination in the firm.
Nonanka, 1994 – knowledge creation
Foss, 1996, Conner/Prahalad 1996 – TCE more merit.
Grant, 1996 and 2000 – knowledge deployment and
integration (rules, sequencing, routines, decisions)

All that came before.
Prahalad and Hamel, 1990 – firm’s core
competencies
Peteraf, 1993 – RB competitive advantage
from 4 conditions.
Teece, Pisano, Shuen, 1997
Eisenhardt and Martin, 2000 –
identification of dynamic capabilities
Luo, 2000 – IB application

Main
Points

The firm is a bundle of resources and
capabilities. Resources are
heterogeneous and not mobile. If they
are valuable, rare, inimitable and nonsubstitutable, they provide a source of
SCA.

The firm is a bundle of knowledge.
Different types of knowledge vary in transferability.
Knowledge is subject to economies of scale and scope.
Knowledge is created by individual specialists.
Production requires the application of many types of
knowledge.

Sustainable competitive advantage comes
from the firm’s competencies and its
dynamic ability to integrate, build, and
reconfigure them to address rapidly
changing environments.
Requires timely responsiveness and
managerial capability.

Theoretical
Contributio
n

Sustainable competitive advantage lies
not in a firm’s generic assets, but in
those assets that are VRIN, because they
permit the firm to provide value.

Extends RBV
Knowledge is the most strategically significant
resource a firm can have.
TCE about market transactions, KBV tells us how
administrative processes are organized within a firm.

“Provides a bridge between the
economics-based strategy literature and
evolutionary approaches to
organizations.”
= need resources + market strategy

Similarities

Focus on internal characteristics. Firm is the level of analysis, not the industry or market.
Strategic success is tied to the possession of rent-generating intangible assets.
Not clear that any of them are really a theory of the firm, so much as they are ideas about how the firm is organized to create value.

Differences

Focuses on SCA
Focuses on efficiency-based differences
(TCE)
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Knowledge is not a generic resource (RBV). It is a
special capability.
Different types of knowledge-based capabilities.
Information technology is key.
Influences thinking about organizational structure and
design (hierarchy and decision-making), even within
alliances.

Dynamic Capabilities

Focuses on capabilities and their
evolution in response to demand and
variation in internal processes = focus on
competitive survival.
“Core competencies should be used to
modify short-term competitive positions
that can be used to build longer-term
competitive advantage.”

Alliance and Network Theory
❖ Alliance (joint ventures and contractual arrangements) becomes a key approach to build a firm’s competitive

advantages – that is, collaborative competitive advantages

❖ There are a growing number of new forms of forging alliances, such as co-production, co-marketing, R&D

cooperation, cross-licensing, co-branding, due to new competitive landscapes and information technology

❖ There are horizontal cooperation/alliances (between competitors), vertical cooperation/alliances (between

upstream or downstream players), diagonal cooperation/alliances (with banks, consulting, professional service
providers, etc.)

❖ The opportunity to generate positive-sum and synergistic gains drives up alliance
❖ Compatibility and complementarity are key to alliance success. Both control and cooperation are necessary in

managing alliances

❖ Alliances are transitionary in nature, propelling organizations to prepare alliance evolutions and think ahead of

exit

❖ Race for learning and knowledge acquisition from alliance partners becomes increasingly important for most

firms. Mechanisms, practices and processes that stimulate knowledge acquisition determine who benefit more
from alliances
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Alliance and Network Theory
❖ Alliance research has been strongly underpinned by TCE and social exchange theories;

Granovetter’s economic sociology fits well in predicting motives, processes and outcomes
of alliances

❖ Alliance is also studied in conjunction with organizational learning, knowledge transfer,

knowledge building, resources composition, knowledge internalization, trust building,
bargaining power, and co-evolution with business eco-systems

❖ Alliance research has tackled both inter-organizational and inter-personal level issues.

This is because inter-firm partnership is made through exchanges between key boundary
spanners who represent each party

❖ Fit is pivotal to alliance performance. Hence, goal compatibility, capability

complementary, cultural fitness, and organizational congruence have been viewed as key
forces that affect fitness, and eventually the performance and evolution of alliance

❖ Cross-cultural management theory such as adaptation, acculturation, communication and

socialization have been linked with alliance research as well

71

Alliance and Network Theory
❖ Most companies operate in a network environment, both externally and internally
❖ Externally, networks allow their member organizations to benefit from information sharing, resource sharing,

operation rationalization, and collective power enhancement

❖ Internally, subunits within an organization, such as MNC, are coordinated, structured, and organized in a network

fashion. Intraorganizational networking is a source of competitive advantage

❖ The fundamental logic of network theory is to allow members to achieve cooperative advantages under

uncertainty. Network redresses the deficiency of both economic structure and social exchange

❖ Embeddedness shifts actor’s motivations away from narrow pursuit of immediate economic gains toward

enrichment of relationships through trust and reciprocity

❖ Embedded ties perform three functions: Trust, fine-grained information transfer, and joint problem solving

arrangements

❖ Embeddedness only yields positive returns up to a threshold point. Once this point is crossed, returns from

embeddedness become negative

72

Alliance and Network Theory
❖ Network governance involves a select, persistent, and structured set of autonomous

firms engaged in creating products or services based on implicit and open-ended
contracts to adapt to environmental contingencies and to coordinate and safeguard
exchanges
❖

Social network view: Network is governed by informal social systems – Contract is socially – not legally –
binding.

❖

Inter-organizational network view: Networks are governed by both formal (including contract) and
informal (including social) systems

❖ Exchange conditions (combinatively and interactively) necessary for network

governance to emerge and thrive:
❖
❖
❖
❖

Demand uncertainty
Task complexity
Human asset specificity
Frequency
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Alliance and Network Theory
❖ Structural embeddedness as a foundation of social mechanisms
❖
❖

Structural embeddedness – The extent to which a dyad’s mutual contacts are connected to one another –
organizations not only have relationship with each other, but also with the same third parties as well
The higher structural embeddness, the more information each player knows about all other players and
more constraints there are on each player’s behavior

❖ Social mechanism as solutions to exchange problems
❖
❖

Coordination – Restricted access and macro-culture
Safeguarding – Restricted access, Collective sanctions and reputation

❖ Interaction effect of social mechanisms
❖

Multiple social mechanisms interact to decrease coordination costs and enhance safeguarding of
customized exchanges

❖

Congruency of social mechanisms reduces coordination costs and enhance safeguarding
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Strategic Choice Theory
75
❑ Strategic choice theory is a theory in which forces and variables in the external

environment are dynamic, and that business strategies are affected by the interactions
between these factors
❑ The ability of decision-makers (agents) to make a `choice’ between policies depends

ultimately upon how far they could preserve autonomy within the environment, through
achieving the levels of performance expected to them
❑ The three key issues arising from the theory concern (1) the nature of agency and choice (2)

the nature of environment and (3) the nature of the relationship between agents and the
environment and between strategy and environment
❑ Changing external environment induce decision-makers to make adjustment in their

competitive business strategies. In making these adjustments, the range of options
considered are filtered and constrained so as to be consistent with the values, beliefs, and
philosophies engrained in the mind of key decision-makers

Strategic Choice Theory
76
❑ “Strategic choice” is defined as the process whereby power-holders within organization

decide upon courses of strategic action
❑ This theory conceives of action being informed by the prior cognitive framing of actors and

of organizations in the form of embedded routines and cultures. Actor’s prior value,
experience and training will color his evaluation in some degree
❑ Per Mintzberg, strategy formation walks on two feet, one deliberate and the other is

emergent. Between these two extremes, there are different type of strategies:
❑
❑
❑
❑
❑
❑
❑
❑

Planned strategy (leader is the center of authority with clear intension and formal control)
Entrepreneurial strategy (owner tightly controls the firm, common in young firms)
Ideological strategy (collective vision sharing)
Umbrella strategy (leaders have only partial control)
Process strategy (leaders design the system from which patterns of action evolve from)
Unconnected strategy (subunits or individuals are able to realize their own stream of action)
Consensus strategy (mutual adjustment among different actors and actions)
Imposed strategy (strategy or action comes out of the firm)

Option Theory
A real option theory is the theory about exploring future opportunities. Options reasoning can be used as a
heuristic for strategy
Real options theory is a modern theory on how to make decisions regarding investments when the future is
uncertain. Real options theory draws parallels between the valuation of the financial options available and
the real economy
Firms are adaptive systems that need to balance between refinements of existing processes and
explorations of variations on new techniques and new markets. In this process, coupling of people and
technology is a source of option value
A real option is the investment in physical and human assets that provides the opportunity to respond to
future contingent events. Environment changes more rapidly than organizations, so there is value in
investing assets to respond to future opportunities
If firms and their environment are engaged in a coevolutionary dynamic, then it is useful for a firm to
match between its future capabilities and future environments. A real option heuristic is a way to discern
the value of particular paths of exploration in evolving environments
Seminal articles:
Bowman, E. H. and D. Hurry, 1993, “ Strategy through the option lens: An integrated view of resource investments and the
incremental‐choice process”. Academy of Management Review, 18: 760– 782
Kogut, B., 1991, “ Joint ventures and the option to expand and acquire”. Management Science, 37: 19– 33.
McGrath, R. G., 1997, “ A real options logic for initiating technology positioning investment”. Academy of Management
Review, 22: 974– 996.
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Option Theory
Essence of options is about investment decision (e.g., staging R&D) characterized by uncertainty and
irreversibility, providing future managerial discretion to exercise at appropriate time. An option has value
only if there is uncertainty
Irreversibility signifies the inability to costlessly revisit an investment or decision. The “stickiness” of
organizational and technological combinations requires a notion of time or irreversibility
This theory identifies the coupling of organization and technology as the leading explanation for
irreversibility of investments in capabilities
Real options heuristic provides evaluation of correspondence between exploration of new capabilities and
evolution of market environment
It strengthens an idea that a firm’s most enduring advantage lies in its human resources. A firm is a
dynamic system consisting of complex coupling of technology and people through organizational design
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Option Theory
A real option entails (1) option to defer; (2) option to change scale; (3) option to condense; (4) option to abandon;
(5) option to switch; and (6) option to growth
The theory assumes that environmental change is marked by sharp nonlinearity. The inertial quality of a firm is
central to understanding the value of its assets for future deployment given the uncertainty

Firm growth depends on its distinctive capabilities that seize and profit from future opportunities
To speed its transition to new techniques, a firm must allocate funding to exploration by experimenting with new
techniques. Mathematical description is also used to model when, where and how to adopt radical change
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Comparison of Strategic Choice, Option and Contingency Theories
A: STRATEGIC CHOICE THEORY
Seminal
works

•
•

Child, 1972;
Mintzberg & Waters, 1985

•

Describes the role that leaders or leading
groups play in influencing an organization
through making choices in a dynamic
political process.
Argues that organizational structure is a
choice designed to fit with the
environmental conditions.
Strategies can be located on a continuum
with purely deliberate (realized as
planned/intended) on one side and purely
emergent (realized in the absence of
plans/intentions) on the other.

•
Main points
•

•

Theoretical
contributions

Commonalities

Differences

Subsequent
advancement

•
•
•
•
•

B: OPTION THEORY
•
•

Kogut & Kulatilaka, 2001;
McGrath, Ferrier, & Mendelow, 2004

•

A real option is the investment in physical
and human assets, which are tangible
assets rather than financial instruments,
that provide the opportunity to respond to
future contingent events.
Real option generates value from
opportunities that arise tomorrow.
Real option theory provides a new
valuation method of potential investment
that captures both value side and risk side.

•
•

•
Previous to this theory, a common view was that
organizations were thought to be designed along
operational requirements based on the external
environment. Strategic choice theory provided
an alternative that emphasized the agency of
•
individuals and groups within organizations to
make choices, sometimes serving their own ends,
that dynamically influenced the development of
those organizations.
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Real option theory modifies the Expect Net
Present Value (NPV) theory of investment
decision. NPV theory only captures the risk side
and therefore may undervalues the benefits of
investment.
Real option theory links the theory of financial
options to foundational ideas in strategic
management. It stresses that most strategic
decisions are forward-looking meaning
managers make decision today to seek
opportunities tomorrow.

C: CONTINGENCY THEORY
•
•
•

Chandler, 1962;
Lawrence & Lorsch, 1967;
Donaldson, 1987, 2001

•

Holds that the most effective organizational
structural design is where the structure fits
the contingencies in either internal or
external contexts.
There is no one best way of organizing. The
appropriate form depends on the kind of
task or environment one is dealing with.
Management must be concerned, above all
else, with achieving alignments and good
fits, which will lead to better performance.

•

•

•
•

•

Contingency theory provides a major framework
for organizational design.
The structural adjustment to regain fit (SARFIT)
formulation of structural adaptation provides a
theory or organizational change.
The notions of “internal fit” and “external fit”
serve as new sources to explain superior firm
performance.

All center on the alignment between environment and organizational elements such as internal structure, investment, etc.
All involve a proactive approach to adapt to external environment and internal situation.
All stress the uncertainty nature of environment, for which good alignment/fit is necessary to achieve higher performance.
Originated from sociology.
•
Originated from “fit” logic in strategy.
•
Originated from finance.
•
Focused on future benefits generated by current •
Emphasize agency of individuals and groups in
Focused on organizational design to gain fit to
real option.
decision-making process.
improve performance.
Scholars utilize option theory to study how investments
Scholars developed a dynamic perspective on strategic
Recent research on strategy-environment alignment
(e.g., diversification, FDI) contribute to strategic
fit (Zajac, Kraatz, & Bresser, 2000). Fit is not static, but
theory/paradigm which broadly is part of strategic
flexibility, particularly in dynamic and uncertain
choice, eg., Luo and Park (2001) studied the antecedents
rather requires changes over time depending on
environment (e.g., Lee & Makhija, 2009; Oriani &
and outcomes of strategic choices of MNC in China.
environmental and organizational contingencies.
Sobrero, 2008).

Co-evolution Theory
In biology, coevolution occurs when two or more species reciprocally affect each other's evolution
through the process of natural selection
As refined by Lewin et al (1999), coevolution theory considers organizations, their populations
(industries), and their environments as the interdependent outcome of deliberate actions,
institutional influences, and extra-institutional changes

Coevolution is the joint and interactive outcome of managerial intentionality, organizational efforts,
and environmental change. Coevolution assumes that organizational and environmental changes
occur in a simultaneous and interactive manner
Thus, strategy is not merely a passive response to, but rather a proactive intention to change, task and
institutional environments facing the firm
Strategic and environmental changes are bi-directional, interactional, and mutually reinforcing
Organizations and their parts, both internal (subunits) and external (e.g., suppliers or competitors)
coevolve with each other and with a changing environment
Co-evolution incorporates the premise that adaptation and selection are not orthogonal forces but are
fundamentally interrelated
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Co-evolution Theory
For co-evolution to occur, the population must consist of
heterogeneous firms that have adaptive/learning capability and are
able to interact and mutually influence each other
Forms of coevolution:
Naï
ve selection – blind variation
Managed selection – deliberate variation
Hierarchical renewal - administrative
Holistic renewal – collective sense-making

Principles of coevolution:
Managing internal rates of change to match external rates of change
Nurturing self-organization
Sustaining concurrent exploration and exploitation
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Co-evolution Theory
Property 1 – Multidirectional causality: one or more populations evolve in response to several
other populations in a broader ecological system
Property 2 – Positive feedback: the recursive interactions between environment and
organization result in interdependencies and circular causality with continuous feedback

Property 3 – Path dependence: Firms vary among themselves in the coevolution process
because they differ in their history, experience, path, and capability
Property 4 – Nonlinearity: Environment uncertainty, indeterminate feedback paths, and
heterogeneity across units in population propel this nonlinearity
For leading articles, see:
Lewin, A.Y. & Volberda, H.W. (1999), "Prolegomena on Coevolution: A Framework for Research on Strategy and
New Organizational Forms", Organization Science, vol. 10, no. 5, pp. 519-534.
Lewin, A.Y., Long, C.P. & Carroll, T.N. (1999), "The Coevolution of New Organizational Forms", Organization
Science, vol. 10, no. 5, pp. 535-550. 12
Elizabeth Pontikes, William P. Barnett. 2007. The Coevolution of Organizational Knowledge and Market Technology.
Strategy Science, 2(1): 64-82
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Stakeholder Theory
84
▪

The stakeholder theory is a theory of organizational management and business ethics that accounts for
multiple constituencies impacted by business entities like employees, suppliers, local communities,
creditors, and others. It addresses morals and values in managing an organization, such as those related to
corporate social responsibility, market economy, and social contract theory

▪

It was originally detailed by R. Edward Freeman in the book Strategic Management: A Stakeholder
Approach, underscoring the need and methods by which management gives due regard to the interests of
those groups

▪

Stakeholder theory begins with the assumption that values are necessarily and explicitly a part of doing
business. It asks managers to articulate the shared sense of the value they create, and what brings its core
stakeholders together

▪

It also pushes managers to be clear about how they want to do business, specifically what kinds of
relationships they want and need to create with their stakeholders to deliver on their purpose

▪

The stakeholder view of strategy integrates both a resource-based view and a market-based view, and adds
a socio-political level. One common version of stakeholder theory seeks to define the specific stakeholders
of a company (the normative theory of stakeholder identification) and then examine the conditions under
which managers treat these parties as stakeholders (the descriptive theory of stakeholder salience)

▪

Stakeholder theory suggests that the purpose of a business is to create as much value as possible for
stakeholders. In order to succeed and be sustainable over time, executives must keep the interests of
customers, suppliers, employees, communities and shareholders aligned and going in the same direction

Stakeholder Theory
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▪

Innovation to keep these interests aligned is more important than the easy strategy of trading off the
interests of stakeholders against each other. Hence, by managing for stakeholders, executives will also
create as much value as possible for shareholders and other financiers

▪

The theory holds that normatively legitimate stakeholders (those stakeholders to whom the
organization has an obligation) take moral precedence over derivatively legitimate stakeholders

Classification Of Stakeholders
THE THREE STAKEHOLDER GROUPS
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Upper Echelons Theory
87
❖ The upper echelons theory (first published by Donald C. Hambrick and P. Mason in 1984, followed by

his AMR update article in 2007) states that organizational outcomes are partially predicted by
managerial background characteristics of the top level management team. TMT members'
characteristics, including past experiences, values, and personalities, affect how they make strategic and
organizational decisions

❖ Executives act on the basis of their personalized interpretations of the strategic situations they face,

and these personalized constructs are a function of the executives' experiences, values, and
personalities. As such, the theory is built on the premise of bounded rationality (Cyert & March, 1963;
March & Simon, 1958), the idea that informationally complex, uncertain situations are not objectively
"knowable" but, rather, are merely interpretable. If we want to understand why organizations do the
things they do, or why they perform the way they do, we must consider the biases and dispositions of
their most powerful actors - their top executives

❖ This theory focuses on TMT groups instead of individual CEO alone. The characteristics of TMT

can yield stronger explanations of organizational outcomes than will the customary focus on the
individual top executive (e.g., CEO) alone. Leadership of a complex organization is a shared activity,
and the collective cognitions, capabilities, and interactions of the entire TMT enter into strategic
behavior

Upper Echelons Theory
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❖ Per this theory, the demographic characteristics of executives can be used as valid, albeit incomplete

and imprecise, proxies of executives' cognitive frames. Given the great difficulty obtaining
conventional psychometric data on top executives, researchers can reliably use information on
executives' functional backgrounds, industry and firm tenures, educational credentials, and affiliations
to develop predictions of strategic actions

❖ Managerial discretion and executive job demands are two important moderators that affect the

theory's predictive strength. If a great deal of discretion is present, then managerial characteristics will
become reflected in strategy and performance. If, however, discretion is lacking, executive
characteristics do not much matter

❖ Executive job demands stem from three sets of factors: task challenges (e.g., difficult strategic

conditions), performance challenges (e.g., demanding owners or board), and executive aspirations (e.g.,
strong personal de sire to deliver maximum performance)

❖ Executives who are under heavy job demands will be forced to take mental shortcuts and fall back on

what they have tried or seen work in the past. Conversely, executives who face minimal job demands
can afford to be more comprehensive in their analyses and decision making; thus, their choices will
more greatly match the objective conditions they confront

Upper Echelons Theory
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❖ Intra-TMT power distributions and TMT behavioral integration also stand out. TMT characteristics

may yield stronger predictions of strategic behavior when the differing amounts of power of TMT
members are accounted for. Some executives have much more say than others, and their biases should
accordingly be given more weight when trying to predict TMT actions
❖ It is often that TMT members each engage in bilateral relations with the CEO but having little to do

with each other and hardly constituting a team. Behavioral integration, then, is the degree to which a
TMT engages in mutual and collective interaction. A behaviorally integrated TMT shares information,
resources, and decisions not just with CEO but with one another
❖ It would be equally important to identify the subgroups who are primarily responsible for certain types

of decisions (or specific domains of action) and then to use just their characteristics to predict actions
❖ Attention to the varying involvement of different executives in different decision domains could be one

of the next research frontiers for upper echelons scholars. Not only might the focus on "subteams” but
how a subteam is composed and works
❖ Don Hambrick himself has long thought that there needs to be much more attention paid to the

"structure" and processes of TMTs

Managerial Cognition Theory
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❖

This theory suggest that managerial cognition drives strategic action. In a general sense, managers think, and firms make
decisions and take actions through managers. The rationality of managers, however, is often limited, their knowledge often
incomplete, and their attention often overloaded

❖

This theory suggests that bounded rationality prevents top managers from developing a complete understanding of their
environments (Bogner and Barr, 2000; Daft and Weick, 1984; Fiol and O’Connor, 2003). Instead, top managers develop
subjective representations of the environment that, in turn, drive their strategic decisions and subsequent ﬁrm action.

❖

Cognitive scientists subscribe to three central axioms about minds, viewing cognition as intentional, representational, and
computational:
❖

❖

❖

Intentions. Cognitive science holds strongly to doctrines that purposeful minds guide higher-level human activities such as
interpreting events, contemplating goals, and making plans. Managers take strategic actions mainly for reasons, neither as a habit
nor as a mindless repertoire, but as a programmed response to environmental fiat. One of the essential foundations of strategic
management is the idea that managers can (or should) act intentionally to reach planned goals
Representations. Mental representation or imprint is central to cognitive science. As representations, minds are symbol-processing
systems. The idea behind studying cognitive maps is that managers’ mental representations guide cognition and actions relative to
strategic choices
Computation. This is against ‘gut feeling’ or ‘intuition’ (which causes debate) and predisposed to rational, calculative, programminglike mindset

For leading articles, see:
1.
Daft RL, Weick KE. 1984. Toward a model of organizations as interpretive systems. Academy of Management Review 9(2): 284–295.
2.
Stubbart, C. 1989. Managerial cognition: A missing link in strategic management research. Journal of Management Studies, 26(4): 325-347.
3.
Bogner W, Barr P. 2000. Making sense in hypercompetitive environments: a cognitive explanation for the persistence of high velocity
competition. Organization Science 11(2): 212–226.
4.
Fiol CM, O’Connor EJ. 2003. Waking up! Mindfulness in the face of bandwagons. Academy of Management Review 28(1): 54–70.

Managerial Cognition Theory
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❖

These are two salient forms of subjective representations that top managers develop about environments —attention focus
(the aspects of the environment that are central to top managers’ subjective representations of their environments) and
environment-strategy causal logics (the order of the perceived causal relationship between the external environment and
ﬁrm strategy)

❖

Attention focus is important because it inﬂuences the degree of mindful attention that will be directed to a given
environmental event. One way to deal with this cognitive overload is through the process of selective attention. Top
managers focus their attention on those domains that they deem to be most relevant while selectively ignoring others.
Attention focus thus provides a ﬁlter through which top managers identify issues.

❖

Causal logics are the primary basis for decision making. Causal reasoning is the primary basis for decision making in
general and can inﬂuence the way in which strategic decisions are made, understood, and communicated. Top managers
generate beliefs that relate various environmental and strategy concepts together in a causal manner. These cause-effect
beliefs about the environment-strategy relationship frame speciﬁc strategic issues and affect how they are interpreted and
what strategic actions are initiated

❖

Cognitive complexity and the cognitive capabilities associated with it serve as an underlying theme of the strategic
perspective. For managers to be effective, they need to develop the capability to see events from multiple perspectives and
to generate several competing interpretations of events and their interactive effects

❖

Cognitive complexity represents the degree of differentiation, articulation, and integration within a cognitive structure.
Cognitive complexity encompasses both the structural and knowledge dimensions necessary to form complex representation
and understanding

❖

Global mindset is an example of managerial cognition. It is a highly complex cognitive structure characterized by an
openness to and articulation of multiple cultural and strategic realities on both global and local levels, and the cognitive
ability to mediate and integrate across this multiplicity

Co-opetition Theory
➢ Coopetition is the simultaneous competition and cooperation between two or more rivals

competing in global markets. It captures the duality of cooperation and competition between a
given pair or among a group of rivals

➢ Competition may occur at multi-points and via multi-units, while cooperation represents a joint

effort for mutual gains

➢ Under coopetition, the relationship between rivals is a simultaneous, inclusive interdependence
➢ The interdependence entails competitive and collaborative activities undertaken in the pursuit of

global reach, expansion, and profit

➢ Three properties of coopetition include:
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➢

Cooperation and competition coexist between the same global rivals

➢

Cooperation and competition exist during one period

➢

Coopetition may occur at corporate-, division-, or subsidiary-levels, depending on a firm’s strategic
intent and organizational needs

Co-opetition Theory
▪

Growing interdependence between multinationals has triggered coopetition. Competitive pressure and
collaborative desires are simultaneously in play, provoking a situation in which two global rivals
exhibit syncretic rent-seeking behavior

▪

Collaboration between rivals is an important means by which to better compete globally. Cooperative
arrangements with competitors enable participating firms to share knowledge. It also reduces the costs,
risks, and uncertainties associated with innovation and new product development

▪

Coopetition arises to meet the need to solidify global players’ collective power in dealing with outside
stakeholders and in strengthening market position for members within a coopetition group

▪

Competition is bolstered by the need for strategic flexibility, which is made possible due to the wider
variety of strategic options than those available through pure competition or cooperation in isolation

▪

Coopetition is the nature result of battles over technical standards. Coopetition also results from the
battles for constellations between groups

▪

Within each group, the leading company designed the technology, licensed the semiconductor
companies to produce chips, and supplied systems on an OEM basis o the resellers. Members within
the group complete along downstream activities
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Co-opetition Theory
▪

The cooperative and competitive mix does not necessarily remain constant over time

▪

Whenever market conditions and internal needs change, the desired level of cooperation or competition
will change

▪

Coopetition is a loosely coupled relationship in which players maintain certain interdependence without
losing organizational separateness

▪

Coopetition is affected by dynamic conditions happening outside of the relationship: there are many other
competitors in the global market

▪

When does cooperation increase?
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▪

When coopetiting players face increasingly competitive threats from other players who challenge their joint positions

▪

When global consumers become increasingly sophisticated by demanding new technology, better functionality, and
additional services

▪

When coopetiting players encounter increasing pressure for global value chain integration. This pressure may stem
from the increasing importance of economies of scale, cost-cutting pressure, and new capability development

Co-opetition Theory
Coopetition goes beyond the old rules of competition and cooperation to combine the advantages
Its rise is attributable to increasing interdependence between global players and the heightened need for collective action,
risk sharing, and strategic flexibility
Each player has a unique position in the game of coopetition, requiring peculiar tactics to respond to forces of
cooperation and competition
Not every player should establish and maintain coopetition at the same level or in the same way
To play the coopetition game effectively, a firm’s experience, culture, strategic orientation, and network position matters
In order to practice coopetition effectively, firms must enhance organizational learning and global experience associated
with coopetition
Reaping benefits from coopetition necessitates the important savvy that supports a viable, profitable and healthy
relationship with coopetiting parties
Global coopetition is complex, requiring careful designs and regular inputs from functional directors, subunit executives
and country managers
For leading articles, see:
Brandenburger, Adam; Nalebuff, Barry (1996). Co-Opetition: A Revolution Mindset That Combines Competition and Cooperation. HBR Press
Luo, Yadong (2004). Co-opetition in international business. Copenhagen Business School Press
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Organizational Ambidexterity Theory
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➢ Successful organizations in a dynamic environment are increasingly

ambidextrous in multiple fashions
➢ Given the complexity of global business environments, it becomes more

important to simultaneously balancing seemingly contradictory forces and
needs - shifting from trade-off (either/or) to paradoxical (both/and) thinking
➢ Ambidexterity refers broadly to an organization’s ability to pursue two

disparate things at the same time, such as
➢
➢
➢
➢
➢
➢

Efficiency vs. flexibility
Low cost vs. customer responsiveness
Global integration vs. local responsiveness
Exploitation vs. exploration
Stability vs. adaptability
Short-term profit vs. long-term growth

ORGANIATIONAL AMBIDEXTERITY THEORY

Organizational ambidexterity
1.

Growth ambidexterity
1.
2.
3.
4.

2.

Capability ambidexterity
1.
2.
3.
4.

3.

Exploration and exploitation
In-house resources and open resources
Development and outsourcing
Transactional and relational competence **

Contextual ambidexterity
1.
2.
3.
4.
5.

4.

Short-tem and long-term **
Stability and adaptability
Organic growth and acquisitions
Low cost & customer satisfaction

Domestic market and foreign market
Compliance and influence (co-evolution) **
Contracting and trust building **
Localization and globalization
Competition & collaboration with business stakeholders **

Structural ambidexterity
1.
2.
3.
4.
5.

Structuration and flexibility
Authorization and authoritarianism
Secrecy and transparency
Family governance and corporate governance
Liability of newness and advantage of newness
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Organizational Ambidexterity Theory
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➢ Organizations face both trade-off (either/or) and ambidextrous (both/and)

decisions. Ambidexterity differs from trade-off; it emphasizes the simultaneous
fulfillment of two disparate (and sometimes competing) ends at the same time
➢ Superior performance today is achieved not only through charismatic

leadership, strong culture, or innovative products but also by building a
carefully designed set of systems and processes that collectively define a
context that fosters ambidextrous evolution and growth
➢ Organizational ambidexterity requires an effective reconciliation to

simultaneously benefit and gain from distinctive forces or strategies

Organizational Ambidexterity Theory
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➢ Ambidexterity is a new theoretical perspective exploring a new way of looking

at firm growth. It leverages and combines the advantages of two desperate
forces or strategies. If managing properly, there are synergistic or
complementary gains from the simultaneous pursuit
➢ Ambidexterity creates following gains and benefits for the firm
➢

It offers more growth-opportunities while allowing the firm to maintain stability

➢

It provides more strategic options while allowing the firm to gain from experience

➢

It improves the task and institutional environments where business stakeholders are more
cooperative

➢

It enhances the sustainability and durability of firm growth and evolution

Organizational Ambidexterity Theory

Ambidexterity is about combinative capability as well. This capability is a firm’s ability to integrate and synthesize
internal resources and external learning and apply both to the competitive environment
Ambidexterity is not easy to build and achieve. It necessitates sharpened learning ability. Leaning ability centers at
the core of dynamic capability. It is the capacity to generate and generalize (often through routines) ideas and to
acquire new knowledge
Explorative learning seeks out variation, taking risks, experimentation, flexibility, discovery, and innovation;
Exploitative learning focuses more on making and refining choices, increasing production efficiency, and
execution of strategies
Ambidextrous organizations are superior in leadership visions, industrial experience, corporate culture, and
strategic flexibility that accommodate the fulfillment of ambidextrous ends
For leading articles, see:
Tushman, M. L., & O’Reilly, C. A. (1996). Ambidextrous organizations: Managing evolutionary and revolutionary change. California
Management Review, 38, 8-30.
Brown, S. L., & Eisenhardt, K. (1998). Competing on the edge: Strategy as structured chaos. Cambridge, Massachusetts: Harvard Business
School Press.
Nadler, D., & Tushman, M. L. (1997). Competing by design: The power of organizational architecture. New York:
Gibson, C. B., & Birkinshaw, J. (2004). The antecedents, consequences and mediating role of organizational ambidexterity. Academy of
Management Journal, 47, 209-226.
Lewis, M. W. (2000). Exploring paradox: Toward a more comprehensive guide. Academy of Management Review, 25, 760-776.
Luo, Y. & Rui, H. 2009. An ambidexterity perspective toward multinational enterprises from emerging economies. Academy of Management
Perspective, 23(4): 49-70.
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Composition–based view (CBV)
❑

The composition-based view (CBV) was recently developed by Luo and Child (2015). It is a new theory that
explicates the growth of firms without the benefit of resource advantages, proprietary technology, or market
power. The CBV complements some existing theories such as resource-based view (RBV), resource management
view, and dynamic capability – to create novel insights into the survival of firms that do not possess such
strategic assets as original technologies and brands

❑

It emphasizes how ordinary firms with ordinary resources may generate extraordinary results through their
creative use of open resources and unique integrating capabilities, resulting in an enhanced speed and a high
price-value ratio that are well suited to large numbers of low- to mid-end mass market consumers

❑

The CBV has been commented as “a new view with significant application” for emerging market firms and for
small and medium sized enterprises in many countries. The view cautions though that composition-generated
advantages are temporary in nature and that composition itself mandates special skills in distinctively
identifying, leveraging, and combining open or existing resources inside and outside the firm

❑

Considered individually, technology, brand, products, capital, services, channel, and brainpower are not
advantageous to resource-handicaped firms. The firms achieve a compositional advantage, however, by
creatively combining these elements to generate impressive speed and superior price-value ratios that suit
markets extremely well

❑

CBV moves the independence of numerous sources of a competitive edge to a state of interdependence and
wholeness of resources that are combined and integrated. AEEEs are particularly proficient in composing lowcost designs, extended product features, scale manufacturing, prompt market responses that tailor to mass
consumers

❑

Underlying this are the market intelligence, organizational resilience, creative use of imitation, and
entrepreneurial ability of these firms, which enable them to effectively exploit open resources. Meanwhile,
improved factor markets, availability of intermediary technologies, key components and services, along with ITenabled communications technology, industrialized specialization, and improved outsourcing conditions also
foster CBV
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Comparing CBV with other views

Differences

CBV
▪ CBV delineates the
importance and process
of creatively composing
and integrating numerous
capabilities or resources
that have been perceived
as ordinary, open, or
generic
▪ These firms are astute in
distinctively identifying,
leveraging, and combining
ordinary resources,
external and internal, to
create a unique path for
growth
▪ Often characterized by
higher price-value ratio &
stronger responsiveness
to mass markets

RBV
▪

▪

CBV contrasts with RBV
in that it does not
emphasize possession
of core competencies or
superior resources as
the prerequisite for
building a competitive
advantage
“Ordinary” resources
stated in CBV are
neither idiosyncratic nor
costly to copy, and can
instead be purchased in
an open market

KBV
▪

▪

▪

KBV introduces as a
potential competitive
advantage a firm’s
‘combinative’ capability to
synthesize and apply
current and acquired
knowledge
KBV is focused on the
synthesis of knowledge so
as to create new
possibilities to take
advantage of market
opportunities
By contrast, CBV is more
comprehensive by
addressing the ways in
which a wide range of
ordinary resources can be
integrated into providing a
superior competitive
offering

LLL
▪

▪

CVB does not
emphasize much on
newly internationalized
large Asian firms as LLL
did
Also for CBV, the
channel of acquiring
and using external
resources is often not
through formal joint
ventures or alliance
partnerships but largely
through simply
purchasing such as
through vendor,
outsourcing, and
licensing agreements

The market landscape for acquiring resources is now quite different from before in that there is the presence and availability
of various intermediary resources or inputs (professional industrial design, standardized technologies, assembled key
components, distribution specialists, total logistics solution providers, advertising and promotion specialists, etc.). Under
such new conditions, what high-performing AEEEs need has changed. Vision, intelligence, speed, networking, and most
importantly 3 compositions become extremely critical. CBV is better adjusted to the contemporary situation in which many
resources are now available on the market
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Composition-based view (CBV)
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Composition-Based View (CBV)
▪

Compositional offering occurs when the firm amalgamates an extended array of its products’ performance
features and functions, as well as services for existing customers whose satisfaction increases as a result of
this extension and amalgamation (e.g., one-stop-shop or total business solution model)

▪

Compositional offering differs from normal product or service extension in that it provides a unique
consolidation and integration of the product’s functions or services within one product or for a one-stop-service,
creating better responsiveness to customers and greater customer satisfaction

▪

Compositional offering adds greater value for customers in a more cost-efficient way. Availability of open technical
platform has spurred compositional offering

China’s IGOO

Samsung’s LED touch display
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Composition-Based View (CBV)
▪

Pure differentiation strategy often wouldn’t work for resource-limited firms. Compositional competition exists
when a firm uses a set of combined and consolidated measures to compete. It combines and integrates low
cost with quality, speed, services, design, convenience, and solutions, providing customers with higher pricevalue ratio

▪

Compositional competition seeks to exploit opportunities associated with mass markets based on a composition
of combined price, design, functionality, quality, features, volume, and services

Mindray
迈瑞
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Composition-Based View (CBV)
▪

Compositional capability concerns the extent to which a firm is able to synthesize and integrate available
resources to create compositional advantage. Imitation may be used in the beginning to pursuit optimal
adaptation as input rather than as solution

▪

A composition of imitation, creation, and innovation is used to develop a composition-based competitive edge or
to support future innovations as the firms evolve. Samsung’s technological capability building (e.g., DRAM)
often began with reverse engineering of imported or licensed foreign technology, together with adaptive
technological innovation, and later progressed toward building its own design centers

▪

Another form of compositional capability is the mixture of product innovation, process innovation, and
managerial innovation (especially business model innovation).

Taiwan’s Argox

Taiwan’s Polytron

Singapore’s Clean Tech Park
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CBV explains success of emerging market firms
Ambidexterity-Bricolage-Connectivity
Combinative

Absorptive

Capability

Capability

Composition-based
Advantages

Hastening

▪
▪
▪

Cost Advantage
Catchup Advantage
Speed Advantage

Capability

Networking
Capability

Intelligence
Capability
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Why CBV suits emerging market firms
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Composition as a distinctive process

Composition depicts a different growth path,
changing the view from developing distinctive
resources to distinctively using generic resources,
internal and external, available to the firm

Composition is distinctive knowledge and process
capability, often involving business model innovation

It is related but goes beyond “combinative capability”
and “resource bundling” or resource management
views
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