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“RESOURCES” IN THEIR TERRITORY

“INSIDE-OUT” MEETING “OUTSIDE-IN"

“THE big integrated USsteel companiesnd their unionswere accused
yesterday of being resistant to changmedtold that protectionism was not a
solution to their problems. Mr Brian Moffathairmanand chief executive of
British Steel, speaking at a stesbnference inNew York, said the US
integrated steel industry ‘puts me in mind not of diosaur, to which it is
often compared, but rather the ostrich’.” Financial Times 23 June 1993

1. INTRODUCTION

Traditionally, the strategic management field of study - batwused to
be called“business policy” -has focused on theompany as the bearer of
performance (Andrews, 1971; Ansoff, 1965; Chandler, 1962). During the
1970s and early 1980s strategic managenasd investigated the industry for
explanations of performance (Porter, 198Hpwever, since the 1990smost
have returned to their original focus. Consequently, concepts of strategic
management can be divided iniwo general categories: those focused on the
firm and those focused on industry. The question that arises is why do we have
this syntheticseparation?

Explaining businessperformance has been central to the field of
economics. Performance has been connected to certain characteristics of an
industry, such as market conduct and market structure. Industgahnisation
economists (e.gBain, 1959), for example, have been emphasisingstinecture
and consequent conduct of an industry as the prime explanationfioh’a
performance operatingvithin that industry. Firms are assumed to be alike
except for their size and, as such, the source or the logic ofpadormance is
located outside thBrm.

There is also an inside logic of fam’s performance asas been
emphasised by thé&resource-basedview” of the firm. Especially in the late
eighties and early nineties this has beeneapanding body oimanagement
research.However, asPenrose (1959) and LearnedhrStensen, Andrews &
Guth (1965) make clear, the resource-based view fitglgoots in earlier times.

One can go back in history as far as the 1920s when the economist Knight
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(1921) already emphasised the inside explanation opémrmance of dirm
(Hodgson, 1994).

Economists have been challenged as to why firms differ (Nels@®]).

The external explanation points to the structure of the industry andixie
choice sets of management (firms differ because theyfareed” to) and the
internal explanation points to the difference in resoumitsin the firm based

on choices in history (firms differ because th&ghoose” to). These two
approaches - outside-in and inside-out - have been applied by both practitioners
and researchers of management in the quest to explain the lagica#ss.

Typically, success - or failure - of a firm is presented bykb#om-line
result, the outcome, of a cgany, such as net profit or return @ayuity.
Although there is nothing wrong with measuring bottom-line results of a firm -
quite to the contrary - it does focus on the here and now situation of the firm at
the expense of qualifying the future means $oiccess of a copany. The
resources of a firm ints sector aréboth medium and outcome of &rm’s
activities. As such, resources of a firm form a more subtle definition of
performance since it highlights the process of performancgelisasthe means
of continuing this process. A clear disadvantage of resources as anpanfoe
indicator, however, is that it isnore difficult to measure and to compare with
other firms. In this light the distinction between the ledsenger and the
greater hunger, asandy (1997) referred to, is fitting. BWhough the lesser
hunger - in thecase ofperformance of &irm, the bottom-line - does not
include the medium of success, a sole focus on resources - the ¢neager -
alone is not adequate either. This dissertatidlh focus on resources as the
medium and outcome of a firm’s performance autcess tohighlight the
“greater hunger” ofthe firm. The question that comes forward'tow does
management go about creating, developing and defemdswurcesin order to
outperform other firms in theindustry?” The answers to this line of
guestioning have been basedtaro more orless distinctprocessesnfluencing
the firm: the inside-out process tfesources” and the outside-in process of
“environmental influences’(Baden-Fuller,1995). However, it isposited here
that better answers to thtgestion can be provided by addressing a single
interactingprocess of the coming into being of a firm’'s resouns@hin their
territory, instead of two more or less distipcbcesses.

To this endtwo promising streams of publicationsill be discussed in
this chapter and reconstructed in order to provide concepts capabtalifg
with both time (process) aridteraction.

The first stream of literature to be discussed and reconstructed is the
resource-based view. Its contribution, however, seems to be both threatening and
promising. It is threatening fotwo reasons.First, the concepts havéeen

" Working with business managers the most familiar reaction to the question: Why do firms differ? has been:
“We know firms differ; what we need to know is: What initiates these differences and how do we go about
influencing these differences in order to outwit competition in future.”
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exposed to popular hype resulting in rhetorical language. Secondly, the
resource-basediew is sometimes overly rational in terms of management as
“choice” and subsequeritdesign” of resources. This is especially the case
within the “structural school” of the resource-basedview emphasising
equilibrium and sustainability. However, the resource-basded’s contribution

is also promising because the basic concepts have a dyriamddutionary”

and “institutionalising” character suitable for process concepts, whiclumm

will be needed to describe the development of resources. Based dgnimic
school within the resource-based view the concept of time wilhtbeduced.

The second stream of literature to be assessedemuthstructed in this
text is the so-called firm-in-sector literature with main proponents Sith,
Child & Rowlinson(1990). Here, thebroader concept ofsector” is wsed in
favour of “industry” because it highlights a complex result of the past. As
Rasanerand Whipp (1992: 47) have described it:

. an historical formation of complementary, interlinkehd co-
evolving business activities. It is often, though not unifornilgked to
certain geographitocationsand it appears in a certain period tifne. A
sector contains organisations whighovide similar goods or services,
together with those who regularly transact with them in supplying, servicing,
regulatory or customer roles.”

Applying the firm-in-sector perspective, the concept of'path
dependence” othe resource-basedew will be joined upwith the concept of
“sector survival path” for reasons of interaction. Both these condegldight
the difficulty of changing commitments made in tpast in terms of, for
example, economics (sunk cost) @sychology (cognitive blinders). The
implications of focusing ultimately on the process of the coming into being of a
firm’s resourceswithin a sector as the unit of analysis are not cleecause
interaction between a firm’s resources and the sector needs ttrdtuiced.

Consequently, a view on interaction that draws ato®pka’s theory of
social becoming will be introduced. The sociologist Piotro8gika (1991) has
constructed, in a superb and systematiy, a heory of social becoming The
quintessence of social becoming is fhsion of structurgcf. sector) andagents
(cf. firms) to produce a joint effect througime.

However,before dealing wth interaction thefirst step in answering the
guestion of the coming into being of a firms’ resources in their terriiesyin
understanding the make-up tiese resources of a firm. Inhat way do a
firm’s resources - as both the medium and outcomenanate fronthe firm’s
actions and activities? (see §2)

A secondstep in answering this question lies inderstanding the
make-up of a firm’s territoryjts sector: In what way are fam’s resources
enforced byactions and activities in the sector? (see 83)
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And athird step in answering this question lies understanding the
interaction between a firm ands sector: In what wagre afirm and a sector
interacting through time? (s&#).

The title of this chapter “resources” intheir territory - represents the
overriding concern ith “contextualist” analysis. Starting from the field of
economics (explanation of performance), theiébe a move towards other -
behavioural - disciplines. The quest for explaining the procesiialopment
of firm resources within their contextill need contributions ranging from
sociology and cognitive psychology through organisational behaviour and
anthropology and even to linguistics. Asvinthal (1995: 22)notes:

“.... traditional economic tools, which form the basis of maohtent
research, daot readily lendthemselves to amnderstanding ohow these
distinct positions emerge. [....] Thus, the emergence of diversity and, to some
extent, the sustainability of diversity ovieme arenot adequately handled by
traditional ‘content’ variabled....] In order to understanthe emergence of
diversity and, ovetong periods,its sustainability, one is virtuallforced to
consider more process-like variables.”

Especially for many of the so-called content camp of economics, these
process-like variables are “murky wate(&evinthal, 1995).“Murky” or not,
several papers within theesource-basedview and the “firm-in-sector
perspective” (Sith, Child & Rowlinson,1990) have started to dealitlv these
process-like variables. The interactidrgwever, between firm and the sector
remain obscure: this will be the focus of tdissertation.

Many of the concepts such assetsand capabilities - together called
“resources” - have yet to be defined in suctvay thatthey can be'seen” in
the activities of a company. However, a prerequisitedigiining theseconcepts
would appear the ability to make sense of #Hutivities of a corpany. This
chapter has resulted from an interactioithvbusiness managers trying to use
concepts in their quest of creating, enhancing and defending firm resources in
relation to competition. To gain more insights into the princigalivities of a
company for the purposes tiis research project, 20 months pérticipatory
observation have been spent in a Dutch steel ahdninium company
(Koninklijke Hoogovens plc). As an academic relatively inexperienced in
business life, | had first to discover theyg of business. Consequently, most of
this time was used to draw on - and learn fromanagers’ understanding of
the steel andaluminium sector and to explore the developmental trajectory of
the companywithin its sectors though time and to translate and analyse this
experience in terms of theoreticancepts.

This chapter willintroduce the resource-basegw of the firm and the
firm-in-sector perspective togetheritivderived concepts. Consequently, these
two levels of analysiswill be linked together in order to provideonceptual
language for the analysis of the so-caltetial becomingof a firm’s resources
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in their territory. Theinteraction between a firm ands sectorwill prove to be
key in thisprocess.

FIGURE 2-1 “RESOURCES” IN THEIR TERRITORY

SECTOR
- THE FIRM-IN-SECTOR PERSPECTIVE (OUTSIDE-IN)

l

INTERACTION  “SOCIAL BECOMNG”: “RESOURCES” N THER TERRITORY

ll THE RESOURCE-BASED VIEW (NSIDE-0UT)

2. THE RESOURCE-BASED VIEW

The resource-basediew represats the banner under whicimuch
research has recently been conducted. The basic thinking oésbarce-based
view is that firms tend to be distinct because of unique resource accumulation in
the past. Typically, management research findings suggest that ginmslid
focus on their‘core competencies’(the ability to develop firm-specifici.e.
unique, resources) which consequentljyl provide the firm with adng-lasting
competitive advantage and above-normal returns. Sony and NovoteSégal-
Horn & McGee, 1996) are examples of firmsuccess in thisompetence race.
But what about other firms which are not particularly unique in termerog-
lasting competitive advantage? hé&t about firms in the“pack”? Or, as a
manager of Hoogovens said: “I am sorry, we don’'t seeraiee totallyunique
resources, but at is wrong \th just being excellent in our range of work as
much as some other firms in our sector are? This is a very transgespftog
business!™

How do you manage your resourcedien you are in the pack of
integrated steel firms all struggling to achieve capacity utilisation? Are there any
other insights to be gained from the resource-based besides the possession
of unique resources, leading to compe#i advantage? Is there somaddle
ground betveen total uniqueness and dull mediocrity? Indeed, thgearch
seeks to reveal those insights lexploring the developmental trajectory of
Hoogovensnteractingwithin its sectors through time.

As mentionedbefore, a first step in answering the question of the
coming into being of resourcdges in understanding the make-up dliose
resources and in what way thesmanate fronthe firm’s actions andctivities.

i Mr. Bim Bensdorp, Senior Director of Koninklijke Hoogovens plc.
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This section will outline elements of the origins and further developments of the
resource-basediew in order to gain insights into - and supply language for -
these resources. In this respect iajgropriatethat, according to theesource-
based view, firms are idiosyncratic (i.e. differ) because thagcumulate
different resources throughotibeir entire history (@llis, 1991). This has led

the resource-based view - in some of its branches - to focus on the trajectory or
path of a firm’s resourcdevelopment.

After having discussed the origins of the resource-baged, two
“management application schools” of the resource-basediiew will be
presented: the'structural school” and the “dynamic school”. Thefirst
remains heavily conservative in respect to economic mainst@ssumptions
while the latter idess orhodox, more theoretically plural and therefareore
applicable to strategic management theory. Thereafter, the arguevemts to
satisfying the previously mentioned research need for insight and language for
a company’s resource make-up. A resource-based vocabwilabye presented
in order to be able to describe a firm’'s trajecttryoughtime.

2.1 ORIGINS OF THE RESOURCE-BASED VIEW

The resource-basedew of the firm draws most ofts rich intellectual
heritage from the field of economics.ofner (1991) rakes this quite clear in
her excellent paper: “A historical comparison of resource-based theory and
five schools of thoughtwithin industrial organization economics: do wave a
new heory of thefirm?” The resource-basegliew has a broad palette of
different assumptions normally associated with economic theories sunhoas
classical economics and transaction-cost economi&®hile having close
connections Wwh these economic theories, the resource-based view
simultaneously remains highly distinctivalthough it is a neo-classicahput-
combiner, it does not follow the neo-classical assumptions peffect
information and resource mobility. The firm as an input-combiner highlights
the firm's characteristictask of dealing vth limited resources, a specific
combination of which can make a difference. However, perfect information - all
firms have or have access to identigaflormation - and resource mobility -
resources move “freely” across the marke¢presents the opposite of what the
resource-basediew stands for. From the perspective that sustainaieve-
normal profits are possible, and following Bain-type industoaganisation
theorists, theresource-basediew does not,however,relate this to mnopoly
output constraints but to costly-to-copy attributes of the firm. Consequently,
performance is not related to market factors butthle fact that thefirm
possesses special features which other firms do not have. Finalkesiwarce-
based view does not relate performance to opportunism control in the same way
as transaction-cost theory. dbes, howeveracknowledge the transaction-cost
assumptions ofasset specificityand smallnumbers. Or, in other words, the
resource-based view does not relate performance to the control of people, but to
the special characteristics and limited availability of assets (Coh8@td,).
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There are two fundamental assumptions of the resource-himedhat
provide a basic picture offam:
1. Interfirm Heterogeneity; and
2. Imperfectly MobileResources.

The first assumption of the resource-basddw is called interfirm
heterogeneityLippman & Rumelt,1982). Firms within the sameéndustry will
differ because they are apt to have different strategic resources due to initial
superior resources, luck or better insights into the future (Barh8$6a).
Identification of these resources by competitors has been probleniagicalise
the resources lack a givgmodudion algorithm(Conner,1991). In othemwords,
the “recipe” of these resources is not clear or there are non-imitéble-
ingredients.”

The assumption of interfirm heterogeneity implies anothapre
obscure assumption, namely that themagement of a firm can act with
discretion within the context it operates in (Nels®@91). So, firmsdiffer not
only because of the commonly held belief in market forces (emphasised in the
outside-in approach), but also because of the distinctive strategies of these
individual firms. The resource-basetfkw seeks to provide some insighitsto
the latter, i.e. differences due to the distinctive strategies of a particular firm. If
firms have possibilities for discretionarylistinctiveness, this meanshat
management theory has to break away from “dree bestway” it has been
trying to prescribe for quite some tinfjRumelt, Schendel & Teece, 1994:3).

Closely related to interfirm heterogeneity tise second assumption of
the resource-basediew, called imperfectly mobile resource@Barney, 1991).
Resources are not perfectly mobile in the sense that they move freely across
firms and, as such, are possible sources for longer lgstofgs. After all, when
a company is able to keep important resourcetssédf, it can make profits out
of them. The so-called mobility barriers of resources are often regarded as
synonymous \Wth entry barriers in the industrial organisatiompproach.
However, mobility barriers exist between competitors that are already in the
market place (McGee @l. 1995) andresult from managemerdctivities. How
long these mobility barrierwill last is difficult to say and is a point afebate
within the resource-based vig@chulze, 1994).

Imperfectly mobile resources or sustainable resources haveoéten
forgotten - darkside verywell articulated by Leoard-Barton(1992, 1995).
Sustainable resources are known to“btcky”. This “stickiness” hasbeen
identified as something to be welcomed by the majority ofrésource-based
view proponents.However, eventually these sticky resources can become a
burden because of a so-called institutionalisation prodsessnard-Barton has
identified these resources as a ‘“rigidity.” Wheocused purely on
sustainability, as the structurally-oriented theorists do, there is the danger that a
firm “will have on blinkers,” ultimately forgetting the changing outsiderld.
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To summarise, the basic picture of context within tesource-based
view is that of interfirm heterogeneity and imperfectly mobile resources. In
other wordsfirms tend to be different because of market forces but particularly
because of discretionary anagenent decisions in the past and tend sthqt
way, because the past lives on in the present analefut

TABLE 2-1 OVERVIEW OF RESOURCE-BASED VIEW

General Why do firms differ?
problem domain

Answer Because of idiosyncratic resources
accumulated since the firm’s foundation

Key idea Performance differences between firms are
better explained by their long-lived
resources and the mechanisms by which
firms accumulate these resources than by
differences in industry conditions

Core Resources are heterogeneously distributed
assumptions across firms

Differences in resource endowments are
causally related to differences in product
attributes (Conner, 1991)

Firms are profit-seekers (Rumelt, 1987)

Assumptions The firm is a combiner of inputs

about the firm The firm is an output-restrainer
The firm is a seeker of new ways of
competing

The firm is a seeker of production and
distribution efficiencies

The firm is an avoider of cost of market
exchange (Conner, 1991)

Human Rational choice or bounded rationality

assumption depending on scholar’s “scientific
heritage”

Information Some information is purchasable at factor

assumption markets. This information cannot be a

basis for competitive advantage. Other
information will not be accessible because
of complexity or imitability (Lippman &
Rumelt, 1982)
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Typically, the basic context picture of the resource-based explores
multiple levels of analysis. In over 60 analysed publications on itbgource-
basedview | found six different levels of context, namely: industry, strategic
group, firm, department, routines (group-level) asidll (individual). Usually,
but not always, these publicationensideronly one level of analysis at the time.
Exceptions include Amit &choemaker]993, 1994 (Assets, Firm &dustry);
Teece, Rumelt, Dosi & Winter, 1994 (Assets, Firmir&ustry); and Von Krogh
& R00s,1995 (Individual, Group &irm).

Following Pettigrew’s process research (e.gttifrew, 1985b; 1990,
1992, 1997), | argue fofan approach that offers both Hilevel, or vertical,
analysis and processual, or horizontalnalysis” (1985b:238)within the
resource-based view. What remains unclear idriteraction between thdevels
of context. The explanation of thgerformance othe firm is mostlyfound at
the firm-level. However, severatievelopments within theesource-based view
(e.g. the increasing influence of the evolutionapproach)also promise a
move towards a multi-levedpproach. As soon as waart thinking about
horizontal processual angertical analysishtrough timethe focuswill turn to
interaction between the differemévels of context because the firm may be
changing more quickly or morslowly than,for example, the sector or the
strategic group it is irffPettigrew,1990) (see section 4 for more dnteraction
of levels of analysis).

2.2 TWO SCHOOLS WITHIN THE RESOURCE-BASED VIEW

The resource-based view explains the performance of thepfimmarily
in terms of a firm’s long-lived resources and the mechanisms by whicfirthe
accumulates thoseesaurces. As such the resource-baseelv is aneconomic
theory of the firm. Management researchers have appliedeg@urce-based
view to their field of interest in order to prescribeayg of dealing with the
resources of a firmWithin this management apijglation of theresource-based
view, two schools of thoughhave becomerominent (e.g. Schulze, 1994): the
structural school and the process school. For vocabulary reasons, | have re-
labelled the process school as the dynamic sclheaause have reserved the
term “process” for actual actions as thesmfold over time(Pettigrew,1992)
and not thechoicein favour of different strategies in order to creed¢sources.
In the face of the different assumptions, ttweo schools of (management)
thought within the resource-basediew will be described. Iwill take the view
that the dynamic school in particulawil be able to provide the basic
vocabulary and concepts necessary in a more integrated proceissuab be
presented later.

2.2.1 The Structural School

In their explanation of theperformance ofthe firm, the structural
school of the resource-based view develipsargument byway of equilibrium
concepts, which are the cornerstones of economics. Central tesaheol’'s
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problem domain is thadentification of resources as occurring in efficient
market structureg¢Schulze 1994). Its basic question is: “Which of thesources

of the firm need to be focusedn?” This question is answered as: “Those
resources which are valuable, rare and imperfeatiyable” (Barney,1986b).

It is these defensible kind of resources, aftd that make sustainable
competitive advantage possible. The concept of sustainable competitive
advantage is clearly an equilibrium concept, because as firms focus on
sustainability theywill eventually reach a situation in which there is an
equilibrium (i.e. firmswill reach sustainable positions). The probleimmain

and the structural school'answer to it have beesummarised in Table 2-2
(page 20). A generabverview of the resource-basediew’s assumptions,
accepted by both schools, can be found in Table 2-1 on page 18.

TABLE 2-2 OVERVIEW OF STRUCTURAL SCHOOL

Specific What are the sources of sustainable
problem domain competitive advantage?
Answer Focus on those resources which are

valuable, rare and imperfectly imitable
(Barney, 1986b; 1991); the role of
management is to discover, exploit and
protect these resources (Schulze, 1994).

An important publicationwithin the structural school is Wezrfelt's
(1984) “A Resource-Based View of the Firm” published the Strategic
Management Journal. Fdhis publication he received th8MJ 1994(!) best
paper prize because of the large, yet delayed impact of the paper, labelled as
“the first integrative statement togetherithv the label, of what hasince
emerged as an importamew conceptualisation in the field of strategic
management” (Zajac, 1995). Wernerfelt (1984) exploredthe usefulness of
analysing firms from the resourcside, mostly consistent ith neo-classical
economics. JaBarney(1986a, 1986b), one of the most influential scholars of
the structural school, deals on the one hand with straisgyes like a
“genuine” economist (equilibrium, factor markets, etavhile on theother the
kind of issues he has discussed are varych organisation-behaviour-oriented
(culture, expectations, etc.). This makes him quite remarkable and intellectual
contributing as a researcher. To Barney the culture of a firm “‘pracess
variable”, meaning that it influences thprocess of implementation”. Barney
admits that issues like culture ammportant but he deals ith them like a
content variable within apurposeful choice process - namely that a
“worthwhile” culture needs to be valuable, rare and imperfectly imitable, etc. to
be a source of competitive advantage. As such, culture is one “worgent”
element in the decision-mix of management’s choice-process which needs to be
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decided upon. Some organisational behavioesearchers, howeveconsider

the process aimplementation as &rocess” instead of a “pocess variable”.

To Pettigrew (anorganisational behaviour researcher), culture influences the
process of change becausedncerns

“the past alive in the present and may shape the eméigimg” (Pettigrew,
1992:10).

In this way, process is conceptualised as a trajectougfirtime rather than a
decision-moment itime.

In his article called'Strategic Factor Markets: Expectations, Luck and
Business Strategy,” Barney (1986a) statébat the source of competitive
advantage in strategy is either a firm’s better insights into the futures good
fortune and luck. The better insights cannot come from unéjuaronmental
insights (i.e. methodologies for collectingis information are in thepublic
domain) but from analysis of the firm's uniqukills and capabilitiegBarney,
1986a). However,taking into account publications from outside the realm of
economics (e.g. organisational behaviour, sociology), this is a rather astonishing
line of reasoning, especially in the light of another Barney p#&p@86b) on
organisational culture. Insights into the future, according to many autbars
Giddens, 1984; Regrew, 1985, etc.),are very much culture-dependent and
therefore possibly unique to a firm. HAt wehave seen andxperienced in the
past partly determines, or at least influences, what we see in the presatit &s
what we will see in thefuture. As Barney (1986b:657, myalics) argues
himself:

“.... Culture has pervasive effects on a fibmcause éirm’s culture notonly
defineswho its relevantemployeescustomers suppliers and competitors
are, but it also defines how a firm will interact with these key actors”.

Barney concludeshat studies of cultures cannot be used to helgsa
successful firm to modifyits culture tobecome a better performerhis is not
surprising due to the difficulty of changing or purposely designingrm’s
culture. A firmdoes not have a culture which can be chosewilatbut one
which has been developed since its foundation. The culture in this case, the firm,
serves as theackground, or context of continuity, of the actions ofiren’s
individuals. When Barney(1986b, see also Barneyl1991) describes three
conditions of a culture if it is to be a source of sustainable pmeoce
(valuable, rare and imperfectly imitable) he describes the preferable context of
the firm and to a much lesser extent the firm’'s strategy content (whixhlys
partly the result and the cause (!) of culture). Later (Barr391:56), it
becomes clear that Barney does not distinguish between process and content per
se but between content decisions and process decisions, which in trstillend
confine him to the content campiowever, this critique leaves untouched
Barney’s indefatigable efforts on the integration of organisati@tainomics
and organisationabehaviour.
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2.2.2 The Dynamic School

The proponents of the dynamic school of tesouce-basedview have
been influenced by the “rebels” in the field of economics. The most famous of
these being, amongthers, Nelson & Winte(1982) wth their influential book
“An Evolutionary Theory of Economi€hange.” In thisbook theyquestion
“text book orthodoxies” such as maximising behaviour on part of fivens
(profit maximising, specific choicset, afirm’s action is the result othoice)
and the concept agquilibrium.

The dynamic school does not rely on protective measures to protect a
firm’s resources because competitive advantage is considered, by definition, to
be temporary. There is significant uncertainty about the future anarhe
certainty a firm has is that the futuvéll be different. That is whythe dynamic
school focuses ortreating and developing new resources as dong-term
commitment in which development trajectories (internalwadl as external
forces) and change are central (e.g. Teece, PisaBbwen, 1997). Thaotion
of technologicalpaths, or trajectories, is widely used in evolutiondrgory of
economic and technological chan@¢elson & Winter,1982;Dosi et al., 1992).

Nelson(1991:66) is citing Schumpeter when he argues thdtéaling
with Capitalism, you are dealing ith an evolutionary pocess.” A
Schumpeterian context is characterised by people and organisations with
different views about successful innovations. Which of thesevationswill be
successful isnot determined mainly in ex-ante calculation, but largely in ex-
post actualcontest.” Wenow arrive at an important point which is the
interaction between firm@vith their resources) in theector.

As mentionedabove, TeeceRisano & Shuen(1992/7), Wnter (1987;
1995) and Levinthal (1995are adherents of an evolutionary approadithin
the dynamic schoo{Nelson & Winter, 1982). The evolutionary approach, like
part of the Resource-Basedew, operates on the assumption bbunded
rationality. It also considers history and path dependencies as important. But as
Levinthal (1995) notes, the evolutionary approach also focuses at sector level on
the impact of competitive market selection forces. Analysing firms in their
particular sector in terms of a process of variation, selection and retention,
Levinthal (1995:26-27) argues that

“observed differences in organisational form may in large nefldct variation
in founding conditions (Stinchcombe, 1965) in conjunction with Isearch
on a rugged landscape.”

One might wonder hat an evolutionary approach can contribute to the
managementof change, since “otations” are consideredwithin their
biological heritage to be a randoavent,not something that is induced by a
creator or manager. Strategy researchers and organisational theorists focus on
“variation-inducing mechanisms’and the role of managemer{tevinthal,

1995). Basically, anevolutionary process as a long-term stream ewénts
contributing bits and pieces to a hopefully - but not definitely - better future, is
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much of what we see at a cpany. However,there isstill room for the role of
“special creators” who influence the processbénge.

With the concept of‘strategy path,” as introduced the next section,
the focus will be on the role of these special creators: the firm. Trajectories and
paths, particularly in cobination with the word“natural” (Nelson & Winter,
1977), however, have ‘@eterminist tendency,” as if it is according to nature;
not the work of humandVacKenzie, 1992) (See Tabl@-3, page 23)This will
be discussed more extensively in §2.3.4.

TABLE 2-3 OVERVIEW OF DYNAMIC SCHOOL

Specific What are the sources and mechanisms of

problem domain distinctive competence (Teece, Pisano &
Shuen, 1997) and why is change so
difficult?

Answer Focus on organisational capabilities based

on a collection of routines, skills and
complementary assets. The role of
management is to create, upgrade and
replace these resources (Schulze, 1994).

Closely in line vith the path-dimension of resources is the féwat
long-term resources aralso known to be rigidities. Describing the cause of
rigidities, Leonard-Barton (1992)refers to the structuration theory of the
sociologistGiddens(1984). This is also an indication of the more plurature
of this dynamic schoolithin the resource-basediew. In the language of the
resource-basedview, this phenomenon has been referred to as path
dependencies, dhistory matters” (Teece, Rumelt, Dosi &Vinter, 199). If
history matters, the activitieend strategies of yesterday become the context of
today and tomorrow, influencing the activities of today &smdorrow.

2.2.3 Conclusions

This sectionintroduced two schools of thought of theesource-based
view of the firm. The structural school - loyal to the cornerstonescohomics
- emphasising th&entificationof sources of sustainable competitivevagtage
and the dynamic school of a more plural nature emphasisingcahénued
creationanddevelopmentf resources.

Because the dynamic schowiithin the resource-basediew has been
more integrative and processual than the structural school, and also includes the
latter’s basic characteristics (8chulze, 1994), Will move on with thedynamic
school, to describe a resource-based vocabulary. A genuine prgeessin
which actions unfold over time, will | believe be a key tglexning how afirm
develops resources. The resource-baged of both schools does nadntclude
such a process conceptualisatidtowever, itdoes supply a basieocabulary
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needed to address a process conceptualisation. The resourcevbaabdlary
will be described and discussed in the next section. Thecess
conceptualisation will be dealt with in section 4.

2.3 A RESOURCE-BASED VOCABULARY

Perhaps because of the rapid escalation of publications within the
resource-basediew, the vocabulary anderminology used have beemuite
inconsistent. Recently, several authors have tried to overcomenchissistency
(Teece, Pisano & Shuen, 1992/7; Bogaert, Martens & Van Cauwenld€gh;
Sanchez, Heene & Thomas, 1996; Bogner, Thomas & McGee, 1996)in W
this text | have followed these publications in order to estabisme
consistency of terimology, but | will also use othgyublications.

Grant (1991) otinguishes between tHavailability” of certain assets
and the “ability” to do something with these assets as sources which explain the
differences between firms. The ability of a firm is closely connected to the
development ofskills, organisational routines, and cognitions (cf. Bogner,
Thomas & McGee, 1996).The “switch”, however, originating from the
available assets to the ability to do somethinith Wheseassetshas been largely
neglected in the resource-based literature. The field of economics is known for
its focus on content - that is decision - issues. It is takengfanted that
decisions - once rationally madewill be implemented. In the sameay this
implementation issue has to do with both capability and ability, whiclaloit
the action following decisions (see also PettigreWw\&ipp, 1991:26). lbelieve
that there is therefore meedfor a genuine process model of becomingthin
the resource-based view, where availability and ability are brought togetlmer
Sztompka1991). Or, to put it in the words of Der€yori (1987):

“Resources are not, they become”

Within the resource-based literature a number of conceptstatie in
nature. The word'static” sometimes has a negatie®nnotation.Here, it is
used in a neutral sense, because static concepts are necessary to dedtoibe
qualify a situation. As mentionedarlier, the vocabulary within theesource-
based view has not been standardised, so it is always necessary to describe which
concepts will be used, together with what is meant by these concepts. Sometimes
concepts have a high face-value validity but are not easily operationalised in
terms of empirically observable behaviour atata.

The following subsections outline elements of thesource-based
vocabulary to be used within this research (see Figt#2eonpage 26). Business
examples of the vocabulary will be provided from the context of the stasky
company Koninklijke Hoogovens plc.

2.3.1 Organisational Assets

Assets or factors of production are what a firm has availabt®mhaopete
with in the market(Teece etal. 1997). Within the resource-basesliew, the
“undifferentiated” assetsaare considered th&east important, especially within



THE PATHFINDER 25

the structural school, because these factors of productioffrarely” available
(i.e. for money) and thus cannot be responsible for differencegedetirms
(Barney,1986a).Sanchez, Heene & Thom#$996:7, emphasis minajescribe
an asset as:

“anything tangible or intangible the fircan usen its processes for creating,
producing, and/or offering its products (goods or services) to the market.”

Examples of this generic definition are both the tangdssets of a steelilin
such asits machinery (blast furnaces, hatoves,steel converters, etc.) and
infrastructure (harbours, craneasjlways, etc.)and its intangible assetssuch as
the process characteristics of steklring continuouscasting, andproperty
rights concerning newlevelopments.

With respect to an organisationasset e&company has, in fact, to take a
“double hurdle” before it actually generates a profitable action. Knowledge,
for example, is an intangible organisational asset which has beicmmeasingly
important within the resource-based view, as illustrated Isgveral recent
publications. Kgut & Zanders(1992; Zanders & Kogut, 1995) explain that
knowledge resides in both individuals and in regularitiegyup behaviour.
As long as knowledge isnly available in books (like in this dissertation!) it
does not generate actioHdowever, assoon as knowledge resides liehaviour
or doingit has become aability (see § 2.3.2 organisational capability) and the
first hurdle has been taken. Vérogh & Roos (995) argue that knowledge at
the individual level (subjectiv&knowledge) develops tbugh a legitimating
process in order to come at tigeoup level (socialknowledge). Thesecond
hurdle, generating profitable actidn the marketplacevith an ability, is not
really acknowledged in the resource-based view. This will be the central issue in
section 4 of thichapter.

A sub-set of a firm’s organisationassetsshares a more distinctive,
firm-specific character, which is ofteexposed bythe difficulty of imitating or
transferring these assets. They are unique because of their embeddeitiniass w
the firm. Examples of these firm-specifiassetsare superior knowledge
concerning the hot rolling of aluminium or a superior geographmestion.

Firm-specific clusters are integrated clusters of firm-spec#&sets
which, taken as a wholeake the firm a possibly distinctiygerformer (Teece
et al. 1997). These integrated clusters refer tgplaenomenonthat might be
termed theAchilles’ heelof the resource-basedew. Sometimes the whole of a
firm’s assetanake the firm a distinctivperformerwhile it remains impossible
to reduce this distinctiveness tédistinctive” assets. Hoogovens’' good
performance as whole,for example, is notasily reduced to a certafirm-
specific assebut is more likely to reside in the specific combination of the
tangible and intangible assets of its production lisieging fromblastfurnaces
to its application mills. This dissertatiowill be more specific than this latter
statementHowever,the point made here is that extreme reductiorisghking
will not bring us something like the “holy grail” of a company’srfprmance.
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In the literature these firm-specific clusters are akddressed as
competencies, but likedgner, Thomas & McGe@996) | will use this term for
the ability of a firm tocreate newfirm-specific resources. Thugompetencies
producefirm-specific resources and thesssourcesire theoutcome.
Consequently;'Organisational Assets” are a firm’s owed, controlledand/or
addressable assets (both tangible antingible)

FIGURE 2-2 A RESOURCE-BASED VOCABULARY AT THE FIRM LEVEL
INTERACTION WITHSECTOR

ORGANISATIONAL CAPABILTIES

STRATEGY PATH

v

ORGANISATIONAL ASSETS

(CORE) COMPETENC IES

FIRM STRATEGY DISJUN CTURE

2.3.2 Organisational Capability

The ability to usewhat is available to dirm represents theredicate:
“the proof of the pudding is in the eating.” At an individual level this is related
to skills, at agroup or firm level this is related to routines arganisational
capabilities Sometimes an individual knows more than he or she canTtad.
is referred to as tacit knowledge (Polanyi, 1967), which can only be discovered
by observing an individual practisingparticdar skill. The same seems to be
true for a company. That i8hy this present study hasserveda company’s
actions over time. Collig1994) arguedthat there areprobably asmany
definitions of organisational capabilities as there an¢hors inthis field of
study. Three categories of capabilities distinguished by Calés

» capabiliies as an ability of the firm tperform basic(functional)
activities (e.g. Amit & Schoemaker, 1993);

» capabilities as the common theme afnamic improvement, such as
“dynamic routines” (e.g. Teece, Pisano & Shuen, 1997); and

» capabilities as the more metaphysical strateggghts in thefuture used
to develop novel strategies (Henderson & Cockburn, 1994).

The definition adopted here concurs mostly with the second category because it
focuses on“doing and improving”, whereas the thirdcategory isabout
developing new strategies (the first category is included in the seedadory).

Consequentlyan “Organisational Capability” is the ability (i.e. the
skills and the routines) of a firm to use its available assets to a degitedded
end(performance)
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A skill is a capability at a personal level. A firm does not hsli#ls, an
individual does. At the organisationkgvel, skills aredefined as organisational
routines or capabilities, which are complex patterns of social a@@entland &
Rueter,1994) and not - as it is often conceived“mindless” repetitive
behaviour (Giddens, 1984). hWg¢n the skills of severapeople havebeen
collective and they have become a pattern of interaction there tlss axso-
called organisational routine.r@anisational routineare patterns ointeraction
that “enable distinctive activities to lperformed” (Teece efal. 1997:516). A
typical example of an organisational routine is the probability‘hifting the
target” (intended compositionyithin the steel production practiceThis is a
rather uncertain process which is learned by extensive expeahce

Routine clusters are integrated groups of organisational routiiésh
together make up a distinctive or firm-specific capability (also called an
organisational capability). Teece &t (1992:22) arguethat critical resource
differences between firms refer to organisational capabilities, by which they
mean the abilities “of a firm to organise, manage, coordinate, or govern specific
sets ofactivities.” The ability of Hoogovens to fabricate very thinld-rolled
steel sheet for theproduction of batteries is a good illustration of an
organisational capability (a routine cluster). Because of the thinnessldf
rolled sheet even the slightest irregularity - which could occur in the blast
furnace process at a much earlier stage irptloeluction process - camsult in
pinholes in steel sheet. The questibowever, as to which of these routines in
the production procesgally makes this organisational capabililistinctivecan
hardly beanswered.

Distinguishing organisational routines empirically from routine clusters
is difficult and a matter of nuance. The difference between routines and
capabilities may be compareditivthe difference between firm-specifiassets
and firm-specific clusters ddssets, which comeagown to the degree aklative
importance to the firm. Thiselativeimportance is difficult to distinguish in a
company since it is co-determined in interaction withdeetor.

2.3.3 (Core) Competencies: The Change Ability Of The Firm

Teece etal. (1992:26) suggest that since history matters, clusters of
firm-specific assetseed to be @wed indynamic terms; aghanging though
time. This process of assetolution is supposed to be governed by what is
referred to asdynamic capabilities.” However,these capabilities still seem to
be rather mystical forces helping the firm to sustiénability to generate
profits. In my opinion, viewing the development of a firng@gailable assets and
capabilities as an evolving process requires more than just using the adjective
“dynamic.”

Concerning the change ability of the firm, | concuithwBogner,
Thomas & McGee (1996) inthe distinction they draw betweetompetencies
(i.e. the ability to sustain a pool of resources over time) andotiteomeof
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competencies (new resources). They argue for the concept of copetare
to be used only if iteads:

“a firm, directly or indirectly, to apersistent competitiveadvantage by
satisfying a customer better than competitors, or at lower cost that
competitors, or by producing an advantageous combination of both.” (p. 13)

While | agree \ith their reasoning for &strong rule” | optfor the
concept of competence until proven core (ex post), based omtroductory
remarks concerning firms in thépack” which might not have core
competencies but are competent to stay in the business for 75 years of more.
“Competence” is a firm’'sability to create newesources, which is called Core
Competence if it produces repeatedly unique or firm-specific resources.

Whereasorganisational capabilities are the ability use organisational
assets to aesired end, competence is the ability create new resources to a
desired end. Creating new resources can originate froomgaing (continuous
or evolutionary) process or from hreakthrough (i.e. a discontinuous or
revolutionary) process. The former remains in linéhwwast resources whereas
the latter signifies a disjuncture from past resources.

In the change ability of a firm, both institutionalisation and
legitimisation play an important role. As mentioned befdrepnard-Barton
(1992) points to the reverse sidecafpailities, namely rigidities. What rigidities
are to capabilities is whatunk costs are to firm-specifigssets. Capabilities are
known to be “sticky” and this “stickiness” eventually can become a burden or
barrier to change. Sometimes burdensome strategy paths can oolxetoeme
by new technological “breakthrough” opportunities. An important - and
within the resource-basedview often neglected - contextual variable is
technology. McGrath, MacMillan & Tumnan (1992) have addressed this
neglect but consider it a content issue that points to the major choices and
decisions facing the executive team when considetiaghnology strategy.
However, they considetechnology as a process wsll, implicitly arguingthat
the technological context is a processderlying the industry, asvell as the
firm, and is subject to technological change, market change, regulcharyge
and social change. This technological trajectory is an important aspect of the
“strategy path” of a firm.

2.3.4 Strategy Path

According to Grant (1991:132), a change in a firm’s poohlwdilable
assets and capability is gained by a changsimmitmentowards “a particular
path of technologicaldevelopment” (path commitment). Given a specific
commitment, resources will be developed automatically because of learning and
repetition (Grant,1991). Resources can also be developed without a specific
deliberate commitment, as has been the case in the architecturdlAfimtop”
of Mintzberg etal. (1988:338). Vith the repeated acceptance of specialised
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building orders, this architectural firm became the unintended specialist in these
particularbuildings.

Processual conceptsill be needed to describe or qualify angming
process. Truly processual conceptsow aspects of @henomenonwhile in
action: they are a combination afailable assetand capability. Teece, Pisano
& Shuen (992, 1997) use several overlappitgncepts tadescribe arongoing
process, such as path commitment, learning, path dependence, archaage.
These different concepts highlight different aspects of evolvement of -
ultimately - a company’s performance in terms of its resources (e.gréager
hunger). Most of these concepts explain some aspeaihypfa firm is as it is.
Sony is awell performing electronic appliance company because it has
committed itself to a particular kind dechnological expertise which it has
improved along thevay, etc. The question of how precisely tiiemmitment
came about is much more complex. geveral case-studies bfondaillustrate,
several initiatives (smalland large commitments, coincidences, eegent
strategies, reciprocities, learningechnological trajectories) eventually came
together in a strategy path (i.e. a realised strategy), resembliagwe know as
the Honda organisation (Pascdl®84; Ghemawat, 1991).

The strategy of a firm can be comparedhwhe evolution of aforest
walk or track. The first time someone takes a certain path ithasdly
recognisable and sometimes evéflegal.” As time goes by slowly the
contours of a track emerge and whseveral tracks comeogether a path
evolves. When a firm is ifigood repair”, well established alternativdsecome
less visible orrepresent paths that lead astray. The conceptrategy path is
introduced here because it describes a firm’s strategy in processual terms. In the
case of Hoogovens it followiss straegy course throughhe years in terms of
the corporate behaviour of continuity, choices, ahdnges.

Nelson & Winter(1977; 1982) use the term path or trajectory'vabat
is taken to follow as a matter of course” (MacKenzie, 1992:3h)s definition
does not make an explicit choice in favour of either voluntarism or
determinism. In the concept of a strategy path, followszgompka 1991:74) it
is argued that firms asvell as managers“appear asboth producers and
products, shaped and shaping, subjects and objects, puppepsi@vet-masters
at the same time.” In interpreting the causal effectivenessfiobia actions as
on a strategy path these are partially determined, although thepmssibilities
for evading this determination. An importafrule of thumb” concerning the
determination of managerial (human) action is that he or she ahwhls have
acted otherwise (Gidden$984). However,how these choices to act otherwise
influence the wider processes is a different question again. (D®8R:153), on
the other hand, is very close to determinism, stating that a (strategyshmatis
“a momentum ofits own.” A path possessing “a mantum ofits own”
implies excluding thepossibility of choice of managemenBusiness events are
causally interrelated, sequentially ordered, and cumulative through time, but do
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not run their own course. Consequently, the concepts strategy patbeatud
survival path (to be introducedater), used in this dissertation, do possess
momentum, “but never momentum it own” (MacKenzie,1992:31).

The social dimension of a strategy path ideatst asimportant as the
technological dimension. By drawing dBiddens (1984)0Orlikowski (1992)
addresses this “duality” by pointing to technology as partly enactekulnyan
beings and as institutionalised in social structure. Ms@Kenzie(1992) points
to the self-fulfilling aspect of a path. Paths are persistent, in part, because the
parties concernetbelieve theywill be consistent. An important argument for
mechanisation, for example, has been the assumption that others (firms,
countries, etc.) do it. As aonsequence wwill to do it too! Another typical
example is the increase in speed of computers. Irstéed indistry there is a
collective belief that steel shewill become ever thinner. As eonsequence,
much energy and money aravested into thisreinforcing this belief in
practice. This is consistentitv the concepts of salients and revessdients,
introduced by Hughes (1992). Aath consists of severaechnological
components developing at different pace. Components aheadsadients
“pulling” others (some of which are reverse salieatignhg. For example, in
order to arrive at thinner steel, one needs to increase strengthll.adlso Van
den Belt & Rip(1987:141) arguehat technological development “is far from
deterministic,” becaus#he intentions and expectations of the people involved
play arole.

There is also an economic dimension to a strategy path, as it can involve
an “escalating commitment” (Tang, 1988). Ascalating commitmentefers
to the idea that capital intensive firms, for examgleel andaluminium mills,
will hang on to their past ill-conceived investments because it is too expensive to
switch. This behaviour can be backed ufthvsound economic justifications
(such as a negative return on investment8ede etl. (1997) have alsoeferred
to previous investments and the repertoire of routines as constrairfisture
behaviour. In turn, the structures of the past also enable and even enfionee
behaviour(Giddens, 1984; Sztompka, 1991).

It has become clear that in conceptualising a strategy pathgihrtime
interactions with the sector are automatically included. These interactions will be
discussed extensively in section 4.

Consequentlya “Strategy Path” is a firm's course of stratedgiirough
time based on certain resources, starting frasmfoundation untilthe present
and moving on to th&uture.

The strategy of a firm is the - sometimes consistemay of dealing
with important corporatéssuesthroughouttheir history. This is Wat is meant
by the term strategy path. Multi-business firmdl have more strategpaths
depending on the businesses’ interrelatednegerins of resources and on the
number of differentsectors involved. A strategy path is based offirm’s
resources (available assets and capability) and is connected to, and inéhacts
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a sector survival path (as will be introduced later in section 3). Sewsightful
empirical “tracking strategy’studies by Mintberg(1982, 1984, 19851988)
confirm this. Chapters 4 to 6 othis dissertationwill provide several
documented examples of strateogths.

2.3.5 Strategy Disjuncture
Very much in line \th the concept of strategy path, asfian's course of
strategy through time based on certain resources, is the idea that thiswilurse
undergo path-breaking changes because of a change in or an addition to a
company’s strategy. The concepfstrategy disjuncture” ischaracterised by
initiatives or activities -possibly starting at the individual level - to act in a
different way from before. A“Strategy Disjuncture” is a distinctivaleparture
taken by a firm from its present strategy path in order to change the course of its
path or to acquire a newath.

It is possible for thesactivities tobecome more formal to the point of
an acknowledged commitment. This acknowledgement may result in the
formation of special committees twlesign” strategiesand proceduresetc.,
ultimately to the point of a strategy of the firm - ofteost-rationalised.

2.4 RESOURCE-BASED VIEW CONCLUSIONS

This section on the resource-baseew of the firm has pointed to the
firm-level explanation of performance. Recently, the strategic management field
of study has adoptethis view extensively,encouraging a morétensivefocus
on the firm, asopposed to the sector in which it operates. Following the
dynamic school of the resource-baseidw both processual and descriptive
concepts have been introduced, mostly in linth wecently published efforts
for the standardisation of concepts. Central to this study is the concept of
strategy path illuminating the trajectory ¢lugh time of a firm. Along this
strategy patmewresources (assets and capabilitied) be created andurther
developed. Sometimes strategy disjuncture8 be taken opening up the
development of new paths. However, management is not completely free to act.
It is limited (and facilitated) by past decisions and by their cognitive
capabilities. Moreover, change @ependent onactivities at sectodevel, i.e.
involving interaction between firm argkctor.

3. THE FIRM-IN-SECTOR PERSPECTIVE

In the 1970sRichardson arguedhat “firms are not islands but are
linked together” (Rehardson, 1972). Sfar, | have provided aesource-based
vocabulary in order to describe the coming into being of a firmaugin time
by its strategy paths and corresponding resourcesthAstitle of thischapter
suggests there is an overriding concerithwhe context or territory in which
resources are put to use. Explaining the path of a firm from naidd-out
resource perspective is only half the story. This secsietsout to supply the
outside-in perspective - the territory - of th@ry.
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In order to gain insights into the territory of a fitbeyond that of the
industry, the firm-in-sector perspectiwgas chosen. Whereas an‘industry”
embraces the product market (the immediate competitors);sector”
embraces the entire value chgiriksson et lr, 1996).

Smith etal. (1990) start withthe sector as afobjective reality”. The
dominant approaches in studying the objective dimension of a sector are the
industrial organisation approach and population ecology. For example,
according to Bain-type industrial organisation, firmgthin an indistry are
considered to be homogeneous and only diffeterms of sizeExplaining the
performance of apecific firm in this contexicorresponds to explaining the
general performance of andustry.Consequently, the structure of ardustry
determines the conduct (i.e. strategy) itsf constituent firms and as such the
performance. To balancdahis economic determinism thefirm-in-sector
perspective also moves towargsychological and sociological notions of the
sector, a“cognitive reality”. The sector is also a mental construct and a
“collaborative network” constantly trying to find some middle grolbetween
economic determinism and culturalativism.

In their book Reshaping Work: The Cadbury Experien&mith, Child
and Rowlinson (1990) have used the firm-in-sector perspective as an
explanation of change (or transformation) of a firm (Cadbuig.), embedded
within its sector{confectionery).

In the following section the three dimensions of then-in-sector
perspective will be described. Several developments in the literatureerning
the firm-in-sector perspectiveill then be discussed in order to extend the
perspective on a firm withinits sector. Consequently, dirm-in-sector
vocabulary will be presented in order to connect the change irira’s
resources to the change in the sector in which it is active andefisa.

3.1 THREE DIMENSIONS OF THE FIRM-IN-SECTOR PERSPECTIVE

Before descrbing the three dimensions of the firm-in-secpmrspective,
the concept of “sector” will first be define@&mith etal. (1990:310) have used
the term “sector” to

“designate a domain of interrelated activities contributing to a particular set of
end-products..... compris[ing] populations of firpducingsimilar goods
andservices, together with others providing close support such as suppliers
and consulting firms which specialise in serving the producers.”

Accordingly, the term'sector” hasbeen associatedity end-products and the
total network of providers which are responsible fmoducing these end-
products. Furthermore&mith etal. (1990) purportthat a sector has structure

of objective conditions; a sector is a cognitive arena which is a domain of ideas
and practices; and a sector is a network of collaborative relationships (Smith et
al. 1990:310-11). Sectors are not consciously planned and built but are a
complex result of the past, or Réisanerand Whipp (1992: 473argue:



THE PATHFINDER 33

“

. anhistorical formation of complementary, interlinkedd co-evolving

business activities. It is often, though not uniformlinked to certain

geographiclocationsand it appears in a certain period tifne. A sctor

contains organisations which provide similar goods or services, togeither
those who regularly transact with them in supplying, serviaiegulatory or
customer roles.”

Consequently, Smith et al.’s (1990) dimensiongha sector will be set out in
the following sections.

3.1.1 The Sector As An Objective Reality

Typically, when a sector is taken as an objective reality the focus is on
the criteria it imposes on a firm'survival. Theunderlying assumption is that
the sector‘especidly when strongly competitive, largely determines the path a
firm must take for futuresuccess” (Child & Smith, 1987:567)he industrial
organisation approachas isolated identifiable and measurable characteristics
which somehowco-determine a firm’s strategy and structure. Examples of these
characteristics are: market concentration, height of entry barriers (capital
intensity), R&D intensity and technological specifications, buyer/sqlmwer,
labour market conditions andovernmental actions, etc. (e.g. Port#880;
Scherer, 1980).

In this context,poor performancerelative to competitors in the same
sector is the major impetus for change in a firm, togethér alteredresource
scarcities and technological developments. Population ecology and its
biological analogy have indicated that there is something like a “surpiséh”
within a sector(Hannan & Freemarl,977). The sector is taken to be the area in
which “survival of the fittest” takes place. Deviance from such a path is either a
drive towards change (i.e. adjustment towards $hivival path) or a definite
road to extinction. Some have taken the biological analogy further and
elaborate on sector life-cycle models as wWay firms develop though several
phases. For example, a pioneering figtarts with a fluid pattern tbugh a
transition pattern towards a specific pattern of maturity, whereas there is a
possibility of de-maturity (Abernathy, Clark Bantrow, 1983) or re-juvenating
(Baden-Fuller & Stopford, 1992(see Table 2-4, page 34 for the sector as an
objective reality).

Child & Smith (1987:568)ask themselves the question if there is a
possibility of more than onesurvival path within a sectormaround different
product types.Based on their case-study on chocolate confectionery, they
conclude that within an oligopoly “the significant othfenm’s” recognition of
a survival path may be a far more important drive for change than the sector as
a whole. This question leads them to the sector as a cognitive badsacing
the determinism of the sector as an objectaality.
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TABLE 2-4 SECTOR As AN OBJECTIVE REALITY

Characteristics The sector, particularly when strongly
competitive, largelyetermineghe path a
firm must take for future success.

Performance Performance is a function of deviance from
the survival path. The less deviance the
better.

Change Poor performance (relative to competitors in

the same sector), changed resource scarcities
and new technologies are the major triggers
of organisational change. Organisational
change always resembles a reaction to some
external stimulus.

3.1.2 The Sector As A Cognitive Arena

The sector, as a cognitive arena, focuses on “a beareexigrnal
exemplars against which a firm’s current strategy and structure, and the policies
underlying these,may be compared and may therefeerve toguide the new
configurations @awards which aransformation isdirected” (Snith, Child &
Rowlinson,1990:312). The sector as such - or importardponentswithin it -
provides the proverbial mirror for a firm within that sect8pender’s(1980)
findings on “industry recipes” indicate that, particulathin well-established
industries, there are “rules of the game” which aoenogeneously held ithin
a sector. Spendecalls these rules of the game amustry recipe. Smith &
Child (1988) concludedthat Spender does not rule oumultiple recipes
corresponding talifferentsector survival paths. This is also in line with Whipp
& Clark (1986:27) who argue thdsectors may be characterised by distinctive
corporate languages, constructs and frameworks, all of which hawepamtant
influence on the evolvement of learning paths ingketor.”

It is important to note that eognitivearena is dpersormal” metaphor
projected on to collective action. itV this the sector isportrayed as a
phenomenon with the cognitive characteristics of a perslowever,the sector
as a cognitive arena, as described above, is much like a satttore because it
supplies the sectorith norms and values of how orghould do business (see
Table 2-5,page 35 for the sector as a cognitive arena)ittSet al. (1990:315)
have made an interestintgwitch” from cognitive arena (culture) towards
individual perception (cognition), when they noted that “changes in a sector are
only appreciated throughhe perceptions of organisatiomembers.” They
have consistently followetlVeick (1969) and Smircich &tubbart (1985) with
the notion that a human actor does not react to an environment but enacts the
environment. This seems to be aitstv from cultural or institutionalruling
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towards cognitiveframing (e.g. Hellgren & Melin, 1992), which isvery
different, since the former is in lineitw (institutional) determinism, and the
latter with voluntarism. Hellgren & Melin (1992: 195talics in original)
conclude that in order to create a true contextual approach Retggrew,
1985) “a conceptualisation of different recipes should consider the rdietbf
institutional ruling and cognitivdraming”. This distinction, also known as
cognition vs. culturewill be taken further in 8 3.3.2 and sectioncdncerning
interaction between firm argector.

TABLE 2-5 SECTOR AS A COGNITIVE ARENA

Characteristics There are “rules of the game” (industry
recipes) which are relatively
homogeneously held within a sector.

Performance The sector is a “bearer of external
exemplars” against which a firm’s current
performance can be compared and which
may serve as guidance towards improved
performance.

Change Change is a process of enactment; a
change in the rules of the game (frame
breaking) or within the rules of the game.

Smith et al.’s (1990) consideration tife sector as an objective reality
and the sector as a cognitive realdgrves as arexample oftwo extreme
positions of objectivism and subjectivism. They argue that there is merit in
taking bothviewsbecause change is better understedtbn both the strategic
interpretation held by management and the extent to which ettternal
conditions supply the managementithw substantive control over these
conditions are held in balance. This “substantive control” corresponds with the
ease with which dirm can secure good performance awthen it needs to
change in order to deal ith crises. In following Whittington (1992) in
emphasising the importance of structures and resources and hagesty
(e.g. Giddens, 1984), Smith et a]1990:317) concludethat there is an
interdependence heeen the firm andts context “that extends beyond the
economic sphere.” The consideration of taking both (extremsides of the
phenomenon of strategy (objectivism and subjectivism) is a step forward, but it
will be amgued inthis dissertation that we need another step forwarthlking
interactionseriously We need to take into account ttredative strength oboth
sides of the coimver time
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3.1.3 The Sector As A Collaborative Network

At first glance, the sector as a collaborative network would seem a
stranger in the midst of the objective and cognitive reality. However, most of the
time a sector is likely to be considered in terms of competitive relations as
within an industry. Smith & Child (1988) emphasighat a sector is also a
network of collaborativerelationships wth both competitors and other parties.
As a consequence, a sector is an interactive reality with many differembers
(see Table-6,page 35 for the sector as a collaboratietwork).

When dealing with change, collaborative relationships playngortant
role, particularly when this involvagchnological change. An example sxich
a collaborative relationship is the customer-involved development of
innovations (Von Hippel,1988). However, it is not only technological
innovations which may benefit from collaborative relationships; exposure to
new management practice is also valuable. The exposure of a firm to its sector is
never a single-minded one of, for example, its topnagemenbnly. There are
severalpeople vith different occupations - and corresponding perceptions -
facing different aspects of the sector. The sector as a collaboragitveork
emphasises these multiple external linkages. Examples are memberships of
sectoral federations but also visits to plants ofe@nces.

TABLE 2-6 SECTOR As A COLLABORATIVE NETWORK

Characteristics A sector is a network of collaborative
relationships emphasising multiple
external linkages.

Performance Collaborative relations form a basic
platform for new insights for
improvement

Change The exposure to this network is “an early

warning system”, etc. and therefore a
possible source of change.

The firm-in-sector perspective is much larger than can be accounted for
in thesefew pagespecause it embraces several very large streanmgeofture
(e.g. industrial organisation, population ecology, cognitive psychology and
actor-network perspective, etc.). The point of the three different perspectives on
the sector, however, will be elaborated and reconstructed in theewidns.

3.2 DEVELOPMENTS WITHIN THE FIRM-IN-SECTOR PERSPECTIVE

This sectionsetsout to describe the developments within fien-in-
sector perspective asell as totouch upon the broader literature of strategic
management. Connecting the firm-in-sector perspective to the strategic
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management literature will be done more extensively in section 3.3, which deals
with the vocabulary to besed.

Several papers which elaborate on fthien-in-sector perspective have
been published in a volume edited byhidey (1992). Whitley introduced the
concept of a business system whichparticular arrangements ohierarchy-
market relations which become institutionalized and relatively successful in
particular contexts”(1992:6). In these particular contexts, accordinghitey,
there are a number of ways to perform successfully, none of which is the single
best way. What is interesting in this concept of business systerpatidularly
the different vays in which afirm can perform successfully is that it is the
“institutional ruling” side of the sector as a cognitive areHawever,there is
also an objective dimension to the business system. For instancgiditial
system supplies the firmith a limited number of institutional formsvithin a
certain geographical context. So theature of the firm” also has objective
characteristics, in addition tds cognitive/cultural dnension. All authors in
Whitley’s volume acknowledge the need for a useful perspective toegond
the extremes of cultural relativism and economic determirfis®92:46).

Rasanen & Whipp (1992) confrothe problems of units anidvels of
analysis and how to dealittv these empirically. The concept of business
systems, agput forward by Whitley, has been connected to a natictate.
However,there are several othénatural” unts of collective action such as
industries, sectors, districts, regions, etc. (Rasanen & WhERR: 47). Rasanen
& Whipp have highlighted the concept of the sector because national and
international economies can be considered as combinations of various sectors.
In conceptualising theiideas, theylearned how difficult it is toassume that
there is only one dominant and stable recipe. Their conclusions correspond with
the findings ofSmith etal. (1990).

In investigating a sector (e.g. Whipp & Clark986; Rasé&nen1993),
one should look for its historical conditions, because these may prpartant
in explaining the development of these sect@sinchcombe, 1965). |o,
sectors may have identifiable patterns of chaf@bernathy etal. 1983) or
distinctive languages or bodies tfought (e.g. Spender, 1982; Huff982).

They may also have specific dynamics of technological developriermt
Pavitt, 1984). A survey of strategic management literature foseful
contributions to the firm-in-sector perspective throws up three particular streams
of publications.

» the mostly economic-oriented strategic group literature;
 the rather large stream of cognitive/psychological-oriented literature;

» the network/organisational literature (e.g. Reger & Huff, 1993).

These streams of literatureill be used to help develop &rm-in-sector
vocabulary in the nexdection.
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FIGURE 2-3 A FIRM-IN-SECTOR VOCABULARY AT THE SECTOR LEVEL
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3.3 A FIRM-IN-SECTOR VOCABULARY

The above streams of literature corresponding withthe three
dimensions of the Firm-in-Sector perspective show different but
complementary sides of the secfrenomenon.This sectionwill elaborate on
these in order to supply a recognisable vocabulary to be used desceiption
and analysis of a sector througime.

The threefold influence of the sectwill lead to three sectotoncepts
for describingthe situation of a sector. The objective reality refersmpdsed
rules or norms résource¥ of survival for companies. The cognitive reality
focuses on perceptions of ideas, beliefsand convictions concerning the
behaviour of companies, whereas the interactive realityoiscerned with
reciprocal, mutually orientedrelationships directed at the interaction of
companies. Spmpka (1991)refers to the complex, idiosyncratiwsion of
these realities as providing an enabling, limiting and enforcimigtextin which
a firm islocated.

Corresponding to the strategy path and the strategy disjuncture at the
firm level of analysis, the central concepts of sobietoming at the sectdevel
of analysis will be the “sector survival path” atite “sector disjunction.” For
an overview ofthe vocabulary to be explained in the following sections see
Figure 2-3 on page 38.

3.3.1 Objective Reality (resources)

Smith etal. (1990) begin their argument concernirsgctor survival
paths by drawing on their insights from industrial organisation @oywulation
ecology. Starting with the sector as an objective reality, the concept of strategic
groups would appear to contribute to the discussiofistrategic group” has
been defined as “a group of firmaithin the samendustry making similar
decisions in keyareas” (Reger & Huff, 1993) othaving similar assets,
strengths and competencies” (McGeeaktl995). These similar decisions and
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activities of firms within a group create mobility barriers (certamesources)
between groups consistent with the resource-basyd

To be able to compete in a particular sector a fiith need to have
certain resources in order swrvive in that sector. A simplexanple from the
aluminium sector would be the necessity of smelter knowledgemfaking
primary aluminium. Vithout access to this knowledge, aompany will be
unable to operate in this sector apraducer of primary aluminium. Wch
resourceswill be necesary will depend on a firm’s products ancharket
orientation, etc. At the surface-level these characteristitsbe more orless
identical to several othagroups of firms in the sectdthaving similar assets,
strengths andompetencies.” Irthe steekector there are integrated mills and
there are minimills referring to a differeproduction orientation. Groups can
also be identified by theidevel of organisational strategy, by thecope
(difference of products or product-lines, by thevel of vertical integration,
market orientation, etc.) and by thaiesource-deploymen{capital intensity,
technological capability, etc.) and the time period (&iggenbaum &Thomas,
1993).

Consequentlyan objective realityrefers tothe imposed rules or norms
in terms of necessary resouraeseded for survival in sector.

In general mobility between these so-called strategic gromiisbe
rather low. This is especially the case in capital-intensive sectors such steghe
and aluminium sector. The level of mobility among these groups tendsvhow
to be higher in periods of economic decline than in periodseafnomic
stability (Mascarenhad,989). Sometimes arisis isneeded in order to get a
firm “moving.”

FIGURE 2-4 STRATEGIC GROUP DYNAMICS
~——PA CHANGE IN GROUP STRATEGY

JALL MEM BERS
FoLLow

CHANGE /

AN SIMLARTO A CHANGE IN GROUP MEMBERSHIP
MEMBERS OTHERS
DON'T FoLLOW

x&
DIFFERENT

TOOTHERS
Adapted fom: Mascarenhas, 1989 A CHANGE IN THE NUMBER OF GROUPS

When it is possible for some firms in a specific group to change in terms
of strategy this can attract three reactions on the part of gmeip members
(see Figure 2-4 on page 39):

» All members follow, hence a change in group strategy;

 Members do not follow, but thehange issimilar to otherstrategic
groups, hence a change of group; or
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* Members do not follovand the change is differenfrom other strategic
groups, hence a change in the number of groups.

This view of strategicgroup dynamics focuses on institutional criteria
influencing or determining the membership of a typical firm in a typical
strategic group. Highly competitive sectors determine the membershidiwh a
in a certain strategigroup and consequentlihe sector survivapath it must
take for future success. The secsorvival path followed,however, isnot only
an effect of economic conditions and the characteristics of the firm, but also
reflects the perception of a sector as a cognitbadity.

3.3.2 Cognitive Reality (perceptions)
In examining the sector as a cognitireality, the concept ofrecipe”
is quite illuminating.Spende(1989) and Brac etal. (1989, 1995) havargued
that sectors can be grped around certain perceptual categories. Porac et al.
(1995) argued:

“As White and Eccles (1987: 984) noted, imperfect competition ‘tangible
social construction’ defined by the rivals involved. To identify who petes
with whom inimperfectmarkets, one mustapturethe belief systems that
allow these definitions to persist.”

Moreover, they point to the tension between tkeowledge requirements of
rivalry” and the “ambiguity ofmarket stucture” asthe main determinants of

the playing field of business. Aftell, the more ambiguous a market timore
difficult it will be for a firm to gain knowledge&oncerningits conpetitors and

thus have fewer bases farterfirm comparisonsWithin their Scottish knitwear
case therewere six clusters of firms whiclshared similar constructddere,
organisations in markets are perceived by the social actors involved as
comparable and are defined in cognitive gro(ipsrac et al., 1995).

A sector or industry “recipe” has been defined as “a bearextdrnal
exemplars against which a firm’s current strategy and structure, and the policies
underlying these, can be compared and which may therstoxe toguide the
new configurations @awards which aransformation isdirected” (Smith etal.,
1990). Consequently, a recipe can be an ideal-type against whichnfieasure
themselves. Often, as is the case in the steel industry, there are a small number of
firms which together form a kind of flagship. Recipes do not only result from a
historical trajectory of economic, social and technological conditions, they also
describe the present-day sector in terms of “size, technology, location, and
productstyles” (Porac et al. 1995:222).

Consequentlya cognitive realityrefers to _peceptions of ideas, beliefs
and convictions concerning the behaviour of the companiessactor.

The point of this all is that the behaviour of firms in a sector is
influenced by each firm's membership of a particular cogniteenmunity.

And these mental models in turn are importantoiagnothers, for afirm’s
direction of resource accumulation (Bargtimpert & Huff, 1992). The
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membership of a firm in a certain strategi@up and/or cognitive comunity
also influences the partiesittv which the firm has relationships. This
dissertation’s interpretation of cognitive reality is different from Smittalé&t
(1990) interpretatiorsince the focuswill be cognitive framing (perceptions)
instead ofboth cognitive framing and institutional ruling. In section 4 when the
model of sociabecoming of Sztompka (199Mill be introduced this will be
highlighted.

3.3.3 Interactive Reality (relationships)

The sector as an interactional network focuses onwhg different
firms relate to each other and to other parties in the sector. A sector can be
analysed according to the different relationships firms have. The
communication channels in the sector for example enable or constrain the
possibilities of cosperation open to a firm. Theteel sector is known for its
openness, whereas the aluminium sector is ratlosed.
Consequently,an interactive realityrefers to reciprocal, mutually oiented
relationships othe companies in sector.
Groenewegen & Beijel©89:1062) write:

“The network isoften anarena inwhich actors compete, dominate, and
cooperate. Their poweelationsare based orinformation and knowledge
concerning technological development, market developmentgogigon of
competitors, suppliers, customessid potential entrants [Porter 1980]. The
actors in a network try tdevelop a ‘cordusiness, technologicélase or a
métief in which theyhave special capabilitigzased on dong-run learning
process [Richardson 1972].”

The sector as a collaborative networkSasith et al(1990) have describeit, is
of a different order from the sector as an objective reality and the sector as a
cognitive reality. The sector as an objective realitywaf asthe sector as a
cognitive reality, can both be described in terms of a collaboratiwveoniet

The above quotation from Genewegen & Bije (1989) illustrates this
because it addresses networks from an objective reality pointieof This
becomes apparent in citingPorter's five forces framework describing a
network. Smith et al(1990) explicitly consider Porter as a scholar, a
representative of the objective dimension.sdd networks are not only
collaborative, but also arenas in which actors compete and dominate. Smith et
al. (1990) seem to address the sector as a collaborative network because sectors
are for most of the time considered only in terms of competition and
domination. However, within the area of industrial marketing (dakansson &
Snehota, 1989), the network as interaction betweenrsactesources and
activities is a central item.

Langlois(1992) describes the market as a network in whichctieation
of external capabilitiescan take place. External capabilities are placed against
internal capabilities within firms. External capabilities represerdrdiiall’s
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external economies and are created within “a networkcaipeting and
cooperating firms rather thamwithin the boundaries of large vertically
integrated aganizations” (langlois, 1992:4). Themost explicit example of
external or sector capabilities is the computer sector. Computersi@dtalar
and depend on the general acceptability sgtem and softwareBypassing
these demands and focusing on supenion-compatible solutions is a secure
way of distinction in this sector. The computer sector is an extreme example,
but there are also sector capabilities in the steel sector suderesally
accepted steel qualities. Eveupsrior new steel qualities have to clear quite a
few hurdles before becoming accepted. It would be interesting to ettdenal

or sector capabilities to different sectsurvival paths because this is a
“resource-based concept” at sectevél.

3.3.4 Sector Survival Path

In considering the concept of tlsector survivalpath there are aleast
three (aforementioned) angles of approach. However, the iokesic for reasons
that will be explained, is that there are one or msuevival paths that firms can
follow in a sector through time.

In studying strategy processes in their territory both firms and sectors
are important. However, the two are not identical in terms of charactsectr
is a social structure which is only indirectly observable, unlike fexample
concrete groups of people, such as firms and thefions, which ardirectly
observable. This characteristic of the sector makes it harder to captunedns
of analysis. A social structure such as a sectornd$ just the sum of
aforementioned threeealities; it is a complex, idiosyncratifusion of these
realities providing an enabling, limiting and enforciogntextin which a firm is
located(Sztompka1991). Sectors are relational networks which sipatterned
regularities or processes tlugh time, such asector survival paths. Or as
Fombrun(1986:404) states, it is:

“a dialectical unfolding of relationsbetweenembeddedsocial actors that
translates individual action into societal consequences.”

This quotation highlights several interesting features of the process taldog

in the sector. A “dialectical unfolding of relations’refers to (often
inconsistent) interactive development for example between firms. These firms or
other “social actors” are closely involved ‘®@mbedded”’and not detached or
distant. Moreover, within this process of interaction a translation tpkase

from individual actions to social consequences (e.gorBgka, 1991).This is

also in line vith Holm (1995:417-418),who argues for a nested-systems
perspective which distinguishes betwetattion guided by institutionsand
action aimed at changing or defendingstitutions.” The point isthat the
actions of embedded firms in a sector are constrained (limited or enforced) and
enabled (guided) by the sectand, at the same time, the secitself is
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“reproduced” or changed kthe actions of the firms (sesso Pettigrew1985;
Leavy, 1991 and especiallyiddens, 1984).

In line with the “dialectical unfolding of relations” whichcan be
described as an objective reality, a cognitive realitg an interactional reality, a
definition of a sector survival path may be patward.

A “sector survival path” is a sector’'s courgbrough time based on the
fusion of the objective reality of resources, theribge reality of perceptions
and the interactional reality of collaborative and competitieéations.

Through time the sector - especially when well-establishedilF have
developed one or morésector survival paths” that firms take in order to
survive within that sectorKikulis et al. (1995) arguethat there aresector-
specific patterns of organisational change. As long as a firm is not moving from
one sectorsurvival path to another (a sector disjuncture) one can distinguish
firms asbeing on acertain type of sectosurvival path. Kikulis et al.(1995)
distinguish between an inertial path, a convergent path, a reversal path or an
unresolved path in order to highlight the consistency of direction alongside the
two different kinds ofnovemenievolutionary v. revolutionarynovement).

The forced conformation of a firm to aector survival path is
characterised as following an inertial path. Incremental changes to an existing
sector survival path is called a convergent path, whereas a reversal path refers to
a firm going back on a decision. Finally, an unresolved path refersfitona
“stuck in the middle” of a change process. A sector disjuncture path-
breaking behaviour, on the other hand, is connected to a firm or a number of
firms being on a reorientation patB83.3.5)

Both change in a sector survival path or change of a seateival path
(a disjuncture) are related to resource mobility barriers to change, cognitive
categories (perceptions) and relationships with other séctembers”.

3.3.5 Sector Disjuncture

When dealing \th sector survival paths thugh time there is besides a
concern for changén also a concern for changef these paths. Change a
sector survival path is what has been referred tGeakancing discontinuities”
(Tushman & Anderson, 1986).Within Hoogovens this has been called the
ongoingstrategyof continuous improvement and operational exaek.

Change of a sectosurvival path refers to dcompetence destroying
discontinuity.” Corresponding tthe concept of‘strategy disjuncture” - as
used in the resource-basedew vocabulary - the concept ofsector
disjuncture” will be used to describe the early attempt of a cluster of firms to
act in afundamentally differentvay from before. New sector disjunctures can
be established by (managememt@cisions, new ideas or collaborative efforts.
Hoogovens referred tthis competencealestroying as dreakthrough strategy
emphasising the fact that “old” resources are befthind.

Consequently,a “sector disjuncture” is a distinctive departure of a
generally accepted sector survival path either by an individinal or a group
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of firmsintended to change the course thfs path or to create a new sector
survival path.

Key to sector disjunctures in technology acabital-intensive sectors
such as the steel and aluminium sector are so-called breakthiexigivlogies.

3.4 FIRM-IN-SECTOR CONCLUSIONS

Studying the strategigroup literature, one cannot help bwtonder
whether these groups correspondithwdifferent cognitive realities and
interactional realities within a sector. Perh&psender’'s(1989) findings that
industry recipes are especially apparent withill-establishedndustries points
to an explanation of theorrespondence heeen strategic groups, cognitive
recipes and relationship networkBorac etal. (1995) in the illuminating
Scottish Knitwear case show that there itamonomy ofsix clusters offirms
within this old and well-establisheskector based on cognitive concepideir
findings (1995:221suggest

“that a collectivelyunderstoodindustry model of organizationdbrms has
become part of the macro-cultural belief system of industry participanis.
cognitive ordering is shaped aroumuganizational attributes thatre highly
descriptive of organizations ithe industryand provides managerwith the
knowledge required to define market structure.”

Strategicgrouping based on resources and mobility barriers would easily fit
into theobjective reality of the Firm-in-Sector perspective wheRasac et B's
clustering portrays the sector as a cognitive realtiegenbaum & Thomas
(1995) confirmthat an objective reality or a cognitive reality alone is not
sufficient to explain thesphenomena andall for a conbination of empirical
findings and theoretical constructs of both strategic groups and cognitive
communities.However,Reger & Huff (1993:105) conclude in their papethat
whereas cognitive andeconomic factors can strengthen one another,
“fundamental questions about the real and the perceived cannot be answered
definitely by any research endeavour.” In this chapter, economic and cognitive
reasoning has been discussed in order to better understand differences between
firms in relation to sector phenomena, not for answering ftnedamental
gquestions notedbove.

The key concept in the study of the sector is the sestiprival path
pointing to a sector'ssourse throughtime. The direction and mosmtum of
this course comes from the fusion of the objective reality of resources, the
cognitive reality of perceptions and the interactional reality of relationships. In
distinguishing between evolutionary change aadolutionary change, the first
occurs along an existing sectsurvival path while the latter indicates aector
disjuncture. As a whole the sector is the “playing field” in which firms act. The
consequences opractice of a firm's actions depend on the actual contest
between a firm and theector.
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4. LINKING LEVELS OF ANALYSIS

The question that comes to mind after the discussion of the firm and the
sector agwo levels ofanalysis is when, wherand how thesdevels of analysis
“meet” in actual contest. The literature on strategic management affarsy
opinions on this question (cf.Mintzberg’'s ten schools of strategic
management). Most opinions shed a partial or one-sided liglphemomena,
drawing from certain models of management. s&muently, there are so-called
prescriptive schools emphasising a somewhat rational and sometimes an even
omniscient manager, whereas there are also descriptive schools emphasising a
more emotional and sometimes irration@nager.

Within the manyopinions concerning &itegy there is also a division
between“inside-out” and “outside-in” asmentioned earlier irthis chapter.

The linkage between the firm and its sector is not only closely related to the way
management is conceptualised, but is alssely related to the character of the
firm and the sector. With respect to &@0-year-old steel andaluminium
company, the interaction between this company issdector haghanged over

time in sympathy with changing circumstances both atleliel of thefirm and

at the level of theector.

However, the coming into being oésourcesover timewithin a firm is
easily characterised as a learning process. For example, @atgahnywhich
is developing a rolling capability resembles the proverbial learningebyegd
Taking a closer look at the learning perspective in the strategy literature there
are, againmany opinions concerning the influence and knowledgeability, etc.
of managementLindblom (1959), for example, described theanagement
process as one of “muddlinthrough”, while violating all premises of riamnal
management. The muddlingmanager”, however,can hardly be regarded a
strategist. Qinn (1980), on the other handwitched to the other side of the
spectrum in the learning perspective by distinguishing betweefothailation
of a strategy as a learning process and the implementation of the strategy as a
sort of design process by the top management {déimtzberg, 1990).

Besides thesemany different opinions, learning has a rather subtle
connotation of “getting on top,” of “internatumulative experience” “as
strategists come to know a context and their organization’s capabildgaling
with it; eventually the organization converges on patieof behaviorthat
work” (Mintzberg, 1990:147). A learningerspective, such as presented in
strategy literature, resembles an inside-out approach too closely touse df
describing and analysing the interaction process between a firm aetits.

Pettigrew(1992, 1997) referred to the sociologist &mpka (1991) and
the theory ofsocial becomingas an importantbasis for strategyprocess
research. Sztompka’'dasic question is why some societies pessive and
others active. Or in other words, why are some societies merely reproductive and
others transformative. His theory of sociacoming highlightsinteraction
processes of emergence, of development, and of decay as taking place in
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between “$ructures” and “agents”. Of course, society is more thafjust)
firms competing and co-operating in a sector. On the other harahy
dynamics which Sztompka (1991) refers tosasial becoming are relatively
easily transferable to business life. The quintessence of dmaiming is the
fusion of structure (cf. sector) and agents (cf. firms) to produce a gdiact
through time.

A steelcompany competes and co-operates,, notonly side by side
with other steel companies but within thehole” sphere of ifluence of the
steel sector. As a consequence, the learning taking place within a csgeln
company and the effect will produce is dependent on the learnitaking
place in the sector as a whole. Or, aseaegal manager argued in a strategy
meeting (3 June 1997): “Let us not forget thathédé very moment there are
other firms intending to do the same!”

Sztompka(1991:4) explains that in putting forward social becoming he

“attempts tofind the middle ground betweethe rigid determinism ofeified
totalities and the unbridled voluntarism of free individuals.”

The point of this section is to emphasise the synthetic, concilidtorigdle-of-
the-road” character ofsocial becomingin describing and analysing strategy
process as interaction between a firm andétstor.

FIGURE 2-5 A PROCESS MODEL OF “BECOMING”

PAST TIME T4 TIME T2 FUTURE
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An important element of social becoming is that theretaemodes of
existence: (potentialability and (actual)practice In strategy literature this is
easily recognised as the deliberatersus realised strategy at the level of the
firm. It is in ability and practice that the firffmeets” its sectorand vice versa.
Practice is the proverbigbroof of thepudding of everything a firm and the
sector have to offer. 180, it is practice thatsetsthe stage for thé'next”
interaction (this, of course, is a continuquecess).
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4.1 THE COMING INTO BEING OF A FIRM’S RESOURCES

Sztompka dstinguishes four causal loops in tlaorementioned social
becoming which he refers to as thistorical processBut what doedhistorical
process have to doitlv a straégy path or a sectosurvival path? Everything!
Sztompka(1991:110) is trying to“deal with” society when he arguethat
patterns in society must mostly be “credited to the rule of the ‘invigilalad’”
but (!) sometimes there argsible hands at work and for societies often too
visible (i.e. dictators, tyrants, revolutionaries, et®\je, on the other hand, are
dealing with the business society and are very interested in this alternative to the
invisible hand. Transferring Sztompka'sausal loops to the present business
context leads to change by way of:

» Sector effects;

» Firm’s resources;

* “Humanised” nature;

» Changed recipes (both collective and individual).

4.1.1 Sector Effects

In section 3.1 the sector has been defined as “an historical formation of
complementary, interlinked and co-evolving businesdivities [..] which
provide similar goods oservices, agether \ith those who regularly transact
with them in supplying, servicingegulatory or customeroles” (Rasénen &
Whipp, 1992:47). The historical formation of the sector has been
conceptualised byway of the “sector survival path” which consists of all
“strategy paths” of firms participating in threectorplus their interactions. The
sector’s influence on practice is threefold, as explained in section 3 of this
chapter:

» the objective reality: imposed rules or norifniesources) ofurvival for
companies;

» the cognitive reality: perceptions of ideas, beliefsand convictions
concerning the behaviour of companies; and

» the interactive realityreciprocal,mutually orientedrelationshipsdirected
at interaction of companies.
In line with the sociological literature, Sztompkd991) specifiesfour levels of
social structure. Because Sztompka's theory of social becoming is central to this
dissertation, these fouevelswill be discussed shortly and connected to the
three aforementionedealities of the sector in this dissertation based on
management literature. Sztompka (1991:124) distinguishegekat

» the opportunity levelvariable access to allocation ofresources and
facilities among populations (of companies);
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» the normative level: the network of rulesmrms, valuesndinstitutions
prescribing and proscribing conduct;

» the ideal level: the network of ideas, beliefs, images and convictions about
reality; and

» the interactional level: interactions, theciprocal, mutually oriented
actions of mutually oriented actions of multiple individuals.

The latter - interactional level is easilyconnected to our earliedefined
interactional reality. Theasne,but slightly different, counts for the ideédvel
referring to the cognitive reality. As mentioned in §3.1.2, the cognitive arena as
defined by Smith et al(1990) includedboth cognition and culture, or
cognitive framing and institutional ruling. Sztompka (1991) includiel latter

in the normative level involving institutions prescribing conduct thus separating
culture (determinism) from cognition (voluntarism). timis dissertation’dirm-
in-sector vocabulary, as defined in 83.3.2, cognitive reality has a claares

on perceptions and cognitive framing. Sztompkapportunity level and
normative level come reasonably close to the objective reality as defined in
83.3.1: an objective reality refers to the imposed rules or norms in terms of
necessary resources needed darvival in the sectorThe opportunity level,
however, explicitly emphasises differencesfioins’ access to resources asll

as the differences in allocation of resources in a sector. Implicitly, differences in
resource access and resource allocation are included in the objective reality by
way of concepts such as resource mobility barriers, sunk ebsts,

Sztompka (1991)efers to the degree of determining influence as a
complex, idiosyncraticfusion of these realitieganching from anenabling
context through #&imiting context to arenforcingcontext in which the firmas
an agentis located.

4.1.2 Firm’s Resources

A firm as anagentconsists ofactors which are human beingsach
consisting of “a set of specifidrives, skills, abilities, ‘powrs’ which may be
mobilized and manifested iaction” (Sztompka, 1991:99)The firm as an
agent, however, includesforementioned actorgapabilities (e.g. theesource-
based concepts of knowledgskills, etc.) and “the means by whichthose
capabilities are pooled together dollectiveconduct” (1991:99, italics mine)
such as organisational assets and capabilitiegelisas (core) competences. The
focus of this dissertatiowill be primarily on the collective +tesource-based -
conduct of the firm butwill also include individual actors whbact as
representatives obthers” (1991:127):the management of the firm. The so-
called legitimating process in order to come from individual knowledge and
skills to firm-level resourcesill need to bedownplayed inthis research(\Von
Krogh & R00s,1995). It isemphasised here that this is a choice whsichplifies
the nature of business reality and consequently reduces the ambitiavell as
the complexity - of research. However, to be able to embraceamgexity of
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a firm’s resources ininteraction with its territory (sector) this is amecessary
choice.

Consequently, a firm’s owned, controlled and/or addressatsgetgoint
with its ability to use thesassets and if necessary or possible to create new
ones - will serve as theearer of collective conduct of that firm. The historical
formation of a firm is the cumulation dfs resources applied ifipractice”
through time and is conceptualised hwyay of (several)'strategy path(s).” In
its actions, a firm as a whole can be eitteggroductiveor transformative In the
first case, airm is developing alongts strategy path and allocating existing
resources in line ith “its” sector survival path. This might involve
evolutionary or emergent change. In gerondcase, afirm is heading for a
strategy disjuncture or when following a collective trend, a sector disjuncture. In
the latter case new resources have been or will needdevetoped.

4.1.3 “Humanised” Nature

The general environment surrounding the interactionvdsen thefirm
and sector has until now been treated somewhat implicitly. Of course, there have
been several hints of thenvironment in this text thus far both in tkector
concepts and the firm concepts. An example of this cafolmed in resources
in general because these include natural sour@enpka(1991:100) explains
that within the environment there is an inevitable duality since human beings are
both natural objects and conscious subjects at the same time. Because the
natural environment appears in both external conditions (natural resources,
ecology, etc.) and internal conditions (menskills, physical strength, etc.),
practice is influenced “from without” and “from within.” These conditions, of
course, do not remain the same. Bgy of technology andcivilisation nature
can both be extended and can deterioratdllsSand strength can also be
changed by training, education age.

4.1.4 Changed Recipes

A second type of general environment is found in consciousness.
Giddens 1984:xxii) refers to the knowledgeability of human beingso have
“the capacity to understand what they do while theyitdo Consciousness also
appears in both external conditions (e.g. industrial recipes, ideologies,
traditions) and internal conditions (e.g. the individual consciousness of a
manager). Mental models are considered to be important forrekeurce
development process. As Barr, Stimpert &fH(1992:34, italicanine) imply:

“Our study suggests that the mental models of firm leaders play a critieal

in directing the path of the resourceaccumulation processand the link
between mental models and patterns of resource acquisition may be a potential
addition of the resource-based theory of the firm.”

The limiting, enabling or enforcing impact of both environments is mediated by
consciousness. The abilitthas to be ‘awakened’ to naturdhreats or
promises”, while social structures - such as the sector for the firm - do not
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impact in a direcway but “only to the extent that people recognize them and
define them as impediments oesources” (Sztompka, 1991:103).emte the
importance of the sector as a cognitieality.

4.1.5 Types Of Ability

Ability as illustrated in Figur@-5 (page 46) is théusionof the sector as
an enabling, limiting and enforcingower wth the firms’ reproductive and
transformative power. A first step itonceptialising interaction isntroducing
fusion of sector and firm. According to Sztompka (199h)s fusionproduces
six different (ideal) types of ability (see Talfler onpage50):

1. SectorEncouragedAbility: transformative firmscan actwithin sectors
facilitating or enforcing change;

2. Firm Released Abilitytransformative firms act within sectors which only
enable or allow change, but do not require it;

3. SectorForced Ability: reproductivefirms are forced into transformative
actions by the sector;

4. Sector Blocked\bility: transformative firmsencounter a complete block
to their actions in the sector;

5. Firm AbandonedAbility: sectorsare permissive, enablinghangebut no
firm cares to use them;

6. No Ability: reproductivefirms live in the world of limiting sectors,
blocking any attempts of change.

TABLE 2-7 SIX TYPES OF ABILITY
SECTOR FORCES

ENABLING LIMITING ENFORCING
SECTOR-
FIRM-RELEASED SECTOR-BLOCKED
TRANSFOR MATIVE ABILITY ABILTY ENCOURAGED
ABILITY
FIRM
FORCES
FIRM-ABANDONED No SECTOR-FORCED
REPRODUCTIVE ABILITY ABILTY ABILITY

Although these six ideal-type abilities are rather abstractssatit, any
manager can come upittvexamples in which he or she faced a situation in
which there was eithanuch freedom tact or, on the contrary, littlreedom.
Aforementioned six abilities describe the ways of interaction between a firm and
its sector. Focusing on the history of a steel ahdninium company there are
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many examples of different types of ability throutime. Examples of abilities
will be discussed in chapter 5.

4.1.6 Abilities Through Time

Recently, the evolutionargpproach (thenvisible hand?) has received
much attention within the discussion of theresource-basedview (e.g.
Montgomery, 1995). The incorporation d¢lis approach into theesource-
basedview highlightsthe interaction of the firm-level and the sector-level with
the concept ofco-ewolution” (Levinthal,1994; McKelvey, 1995). Levinthal &
Myatt (1994) haveintroduced the perspective ¢évolutionary systems” that
emphasise the role of positive feedback effects. These feediffacks, inturn,
refer to a learning process taking place between a firmiwndectorand this
learning process is closely connected to the environment (cogoiivenunity,
strategic group, etc.) of which a firm psrt.

As will be illustrated by the empirical part of this book, the initial
conditions of a firm are highly specific to that firm (e.g. Levintli&l95) and
these conditions will contribute to the firm’s developmétinchcombe1965).
From an objective point ofiew firms face the same environment, but also
develop in their own firm-specific way. One way of explaining this difference is
in terms of their different starting points. Taking a cognitive reality, evew
the notion of the“same” environment is quesined because firms are
characterised by different ays of dealing with resources and changes in
resources.

For example, there are specific economic barriers thatvide
justification for a firm to refrain from technological changBang (1988)
provides evidence that these barriers can lead a firm “dscalating
commitment” while sticking to the incremental improvement of existing
technology. Escalating commitment is a particular problem in circumstances of
continuous technological changéthin a sector, as the process of deteation
starts as soon asew installations are built. Hencppstponement is relatively
easy.

Apart from economic barriers that hold a firm back from change, there
are important cognitive barriers, also callegopia.According to Levinthal &
March (1993) there are three forms of myopic learningirst there is a
tendency to overlook distarimes by referring to the possibleliscrepancy
between the short and the long run (tempomayopa). Another form of
myopia is the tendency to overlook distant spaces. This is characterised by the
personal selection made by learners and by the diffusion of knowledge (spatial
myopia). Finally, there is aendency to overlooKailures, putting adifferent
slant on the slogafsuccess breeds success”. Learners tend to highlight past
successes and towngrade past failures (failuremyopia). This myopia in
learning makes it evident that the process of learningitedsariers. For firms,
overcomingthese beiers will separate the “boys” from tHenen”.
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4.2 PATH DEVELOPMENT

A firm utilising its resources in a sector receives reacffeedback) on
the use of these resources. Normally, the firm, in turn reacts tdetrdback in
order to optimise the utility ofits resource$. However, besides waiting for
feedback, a firm also anticipates feedback by, for example, competitors in the
sector. Sometimes members of the sector react as expected marnlagement
of a firm, sometimes they do not. Business is createdirtigntional activities
but is not an intendegroject” (Giddens, 1984:27). Levinthal & Myafi994)
term anticipated feedback teedforward effects

Interestingly, these feedforward effeétem the basis ofdiscretionary
management behaviour. For example, choosing which markeenteprovides
the territory in which resources need amdl be developed. Theway a
company’s resources evolve is closely connected tdtdreitory” it is in (i.e.
the market it serves). Levinthal & YAtt (1994:46) notedthat the specific
market a firm coversvill lead to “a distinctive,iough not necessarilynique,
set of capabilities.”

Because firms differ in their ability to change, copinghvehange is an
important element of resource differences. Economic and cognitive barriers to
incremental and frame-breaking change are illuminating to the development of
resources and will be a recurrent theme in bluek.

The capacity of a firm to reach outsidts own internal resources to
sector resources, that is to have close relationshiffs sgctor members, has
been referred to as “absorptive capacity.” Consequetitty,degree ofinkage
between a firm and sector is (partlgepement on a firm’s ability to do so.
Cohen & Levinthal (1990, 1994) arguehat superior cognitive structures
underlying learning, and leading to absorptoapacity, permit a firm to have
better insight into the futuretechnobgical development and conemcial
application of the sector. However, this ability is not purely based on firm-level
characteristics, as has been put forwardPbyac etal. (1995). There is tension
between the'knowledge requirements of rivalry” (in avay comparable to
absorptive capacity) antthe ambiguity of marketstructure” resembling the
accessibility of the sector. The accessibility of a sector influences the way
managers make sense of it (i.e. enact their environment) and leadlttplenu
possibilities of being successful (i.e. sector survpaths).

In viewing both the firm and the sector as moving along pathdotties
will be on the continuity and change of these paths. Wane of describing the
development of paths is by distinguishing vbe¢n resourcecreation and
resource development Tushman & Anderson1986) note that there are
“‘competence-enhancing  discontinuities”and “competence-destroying
discontinuities” that influence the patdevelopment of boththe firm and the
sector. Competence-destroying discontinuities typicaliifate or create a new

i Reactions to feedback of the sector are not to be conceived of as mindless “machine-like” reactions by firms,
like some “naturalistic versions of social science” (Giddens, 1996:73) put forward.
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path demanding new resources. At the sector level, fundamentallyesewrces
always signal @ompetence-destroying continuityhereas at thérm-level this

need not be the case. For example, when a firm is catching up with
developments, resources that are new for this firm might already be accepted by
the rest of thesector.

In joining up the above-mentionedix ideal-type abilities with our
different concepts of change, as distinguished before in this chapteesiihg
paths ofactual practiceemerge.

In the case of a sector-encouraged ability an enforcing sectmts’ a
transformative firm. Wh both the sector and the firm as moving on a
reorientation patliKikulis et d., 1995), there is both a sector disjuncture and a
strategy disjuncture. Anencouraged sector strategy disjuncture entails
revolutionary change at both the firm and the sedéwel. This ratherrare
combination creates the most powerful context for change. Within the history of
Hoogovens and the steel sector this situation hasooourred (yet).However,
an example might be the invention of antibiotics within ftearmaceutical
sector. Governmensupportedpenicillin research provided a completely new
resourceset whiledestroying the oldset for all firms in this secto(Bogner,
Thomas & McGee, 1996a).

A firm-released ability points to transformative firnecting wthin
sectors which enable allow change, but do not require it. In this case a
reorientation path only consists of revolutionary change atetsd of thefirm
and not necessarily of the sector at the same time. In other waelsased
strategy disjuncturés characterised by a distinctive departure taken byfithre
concerningits present strategy path. Hoogovensiove into wide strip is a
typical example of such a strategy disjuncture (see 83.3 of chapter 5).

In the situation of sector-forced ability a reproductive firm is forced to
conform, to adjust its strategy (a strategy disjuncture) to (revolutiortdrghge
which took place earlier in time in the sector. This is a typical situation in which
a firm has not followed changes which hawken place in the sector. When
these changes in the sector have become widely accepted bycdrofietitors
and customers changeill be enforced upon &onservative firm: arenforced
strategy disjuncture An example of an enforced strategy disjuncture of
Hoogovens is the move towardentinuous casting in the 1970s (see § 3.5 of
chapter 5).

The case of sectdslocked ability also refers to a convergent path but
this time a firm is forced t@onform tothe continuity instead of the change in
the sector. In spite of the firm’s intentiofa change it moves along itgrategy
path. The first thirty years of Hoogovens' histowere characterised by a
blocked strategyath

In the situation offirm-abandonedability there is an inertial path
because the firm‘chooses” tocontinue vith mainstream sectobehaviour
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where there is a possibility oEhanging. Anabandoned strategy path is
characterised by a firm missing out on sector chaagsibilities.

Finally, there is an extreme situation of no ability where there is alsoeatial
path but this time there is no possibility to choose otherwise (see FigbyeA
“no” strategy path refers to situations such as during the SecoratldWar.
Companies have nothing else to do but to wait for batress.
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S. CONCLUSIONS

In this chapter a wle body of literature has been discussed in order to
provide a theoretical foundation for the coming into being of firm resources in
the midst of the sector. The first objective of this dissertationpwercome
important obstacles of synthegisgarding strategic management theory, has
been dealt with by providing a conceptual procassiel.

Since it is my goal to analyse and describe the development of
differences in firm resources, the resource-baged hasbeen discussed first.
Because of the rapid developments that are taking place, it is reladititylt
to arrive at a set of concepts which is consistent with most of the literature. It has
been concluded that the structural school of the resource-baised is
constrained by its stringent economic assumptions. Moredsgestaticfocus on
resource“defence” alone render it unfit t@supply aframework forresource
formation.
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Zajac & Kraatz (1993:100phrase the structural schoolshortcoming
as follows:

“It appears almost as a static theory: if an organizadleeadyhas aresource,
it is in a fortunate position, but if it does not, and if the environment calls for
it, the organization is in trouble.”

Furthermore, they conclude that the resource-basged is not adequate for
longitudinal study ifits internal focus is combined with an external focus. The
reason for this conclusion was that when organisations are forced to change by
the environment and consequently need to enter new markets they do so despite
their lack of resources @fac & Kraatz,1993). This is inconsistentwith the
structural resource-basedew because it would argue that the firm would be
limited by initial resource constraints and cannot emiew markets. Their

results show - and this is also in line with the empirical results inbttig - that

if organisationdack the necessary resources thél do their very best to get

them and oftersucceed.

In moving on vith the dynamic school of the resource-baseelv,
conceptswere formulated in order to s#ss thepath dimension ofresource
development. This is in lineith most of the recent developments in literature,
such as the dynamic capabilities approachTeéce etal. (1997). Thefirst
guestion to be answered in this chapter wasliatway do dirm’s resources
emanatefrom the firm’s actions and acities? Resources are whafian has -
its organisationalassets -and the ability to use these its organisational
capabilities - to a desired end. Byay of specificcommitments resources and
with that performance will emanate dueléaming and competition. The ability
of a firm to actually changsdts resources in a fundamentavay hasbeen
referred to agompetence.

Following the call for integration of inside-out and odtsiin
approaches (e.g.afac & Kraatz1993;Levinthal & Myatt, 1994; Baden-Fuller,
1995, etc.), thaesource-based concepts have bedrromed on sector-based
concepts that answer the second question as inwdagfirm’'s resources are
enforced byactions andactivities in thesector? A sector imposes rules and
norms for survival in terms of necessargesources which, combined with
multiple cognitive realities, can lead to more than snevival path. Thedegree
of determining influence othe sector has been nuanced ranching from an
enabling, limiting andenforcingcontext.

Finally, in section 4 bothlevels of analysis have been dught into
interaction, thereby providing the framework needed for the analysis of
resources in their tatory.



