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ABSTRACT
STRATEGY, COMPETITION AND DIFFERENTIAL

COMPETITIVE ADVANTAGE: EXAMINATION 1IN
THE U.S. NON-RUBBER FOOTWEAR MARKET

By
Daniel Patrick Rutledge

This dissertation focuses on the relationship between
competitive advantage and competitive strategy. Both these
subjects have been topics of interest in marketing for the
past decade providing an extensive amount of research in the
literature. Empirical support, however, has been absent from
this research stream.

The concept of competitive advantage was introduced to
marketing by the work of Wroe Alderson. The definition of
competitive advantage used in this research is based on the
Alderson perspective. Other writers have contributed to the
subject by suggesting sources of competitive advantage.

Models and theories of strategy and competition from a
number of academic fields are reviewed. Through cross-
fertilizing their contributions a perspective is formed which
serves as the basis of an integrated theory of competitive
strategy. This theory identifies six key elements in a
competitive strategy and proposes that competitive strategy
should be formulated on firm-specific competitive advantages.

Seven firm-specific profit equations in multiplicative,
log-transform, econometric form are specified in the modeling

system. Marketing mix, lag marketing mix, operational
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policies, market effects and competitor variables are
possible categories for inclusion in these unique
specifications. The set of equations are simultaneously
estimated using the "seemingly unrelated regression”
procedure, an appropriate method when the disturbance terms
are correlated across equations.

A method which objectively identifies firm competitive
advantages is proposed. The test calculates a "D-statistic"
by comparing SBU level versus market average coefficient
values. It is proposed that an advantage is identified when
this "D-statistic" exceeds +1.0 standard deviations from the
market average value.

A study of the U.S. non-rubber footwear market served as
the basis for testing the dissertation propositions. Results
show competitive strategy is positively related to return on
sales (ROS) and return on assets (ROA) at p < 0.05 level or
better. Competitive advantage is also positively related to
ROS but at the p < 0.15 level.

This research makes valuable theoretical and empirical
contributions to the marketing field by investigating the
concepts of competitive advantage and competitive strategy.
It demonstrates that strategies, based on firm-specific
competitive advantages, have a positive relationship with ROS

and ROA profitability measures.
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CHAPTER I

INTRODUCTION AND PURPOSE OF DISSERTATION

Introductory Comments

Formulating a strong competitive strategy, based on the
identification of important market and competitive effects,
has long occupied the attention of managers. More recently,
competitive strategy has also gained increased attention in
the marketing literature (Weitz, 1985; Kotler, 1980; Porter,
1980; Carroll, 1984).

Both in the marketing literature and other literatures
examining competitive strategy the effects of competition on
strategy formulation have, however, not been sufficiently
explored (Wind and Robertson, 1983). This lack of attention
has been due to: (1) data availability problems, (2) the
inappropriate choice of statistical methodologies and, (3)
the lack of testable hypotheses relating to competitive
behavior from theories examining this phenomenon (Houston and
Weiss, 1974; Joskow, 1975).

The goal of this dissertation is to develop a theory of
competitive strategy formulation which explicitly includes
the effects of competition. Competitive strategy should be
based on firm-specific capabilities which provide the firm
with competitive advantages (Weitz and Wensley, 1984; Coyne,
1987; Hofer and Schendel, 1978, p. 152). Although the
concept of competitive advantage has been extensively

discussed in the marketing literature, a formal, explicit
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definition, however, has not been found. To achieve its
objectives this dissertation will provide a formal definition
of competitive advantage and proposes an objective method for
its identification and measurement. How companies develop
and retain competitive advantages should be given high
priority for research in the marketing field (Day and
Wensley, 1983).

[NOTE: The terms "differential advantage", "competitive
advantage”, and "sustainable competitive advantage" are used
interchangeably in the literature. 1In this dissertation the

term competitive advantage will be used].

The Dissertation Research Study

Purpose And Objectives

A common thesis in strategy research is the need to find
a strong market position which provides the organization a
"fit" between its capabilities and the requirements for
success in its environment. Included in the environment are
customers, competitors, and economic and other institutions.
Finding this fit is the main purpose of competitive strategy
formulation (Hofer and Schendel, 1978, p. 23; Harvey, 1982,
pP. 113; Miles and Snow, 1984). This dissertation attempts to
demonstrate that firms which emphasize their competitive
advantages as the basis of their competitive strategies will

establish strong market positions and will attain superior
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profit performance (i.e.), by creating a strong fit between
firm and its environment.
To achieve its goal, this dissertation will accomplish a

series of objectives. These include:

1) Providing a definition of the concept of competitive
advantage;
2) Providing a list of sources from which competitive

advantages may be recognized;

3) Developing a theory of competitive strategy formulation
which includes the effects of competition;

4) Providing a procedure for objectively measuring firm-
specific competitive advantages;

5) Developing a model of competitive strategy that includes
sources of competitive advantage;

6) Demonstrating the concept of competitive advantage
through an empirical study of a market displaying
competitive oligoploistic market characteristics;

7) Evaluating the results from the firm-specific profit
models to test the propositions of this dissertation.

Background Of Strategy Formulation Approaches

The major disciplines which have examined strategy and
competition include economics, management, and marketing.
Financial portfolio theory, military theory, sociobiology,
population ecology, and game theory have also contributed
models and theories of strategy and competition. Lastly, the
"popular business press" has added the observations of
consultants and practitioners. Some of these writings have
shown a marked effect on management thinking regarding the
strategy formulation process over the past two decades.

Based on the research examined from these literatures, it



appears that the role of competition has remained mostly
implicit in these different models and theories (with the
exception of economics). In marketing, competition can not
be said to be well developed either since the discipline has
tended to emphasize consumer behavior theory and research as

its central focus.

Need For Research

The lack of consideration of competitive effects in
marketing theory is partially attributed to the fact that
competitive advantage has remained largely undeveloped with
little empirical research conducted. Identification of
competitive advantage has been left to managers to spot an
advantage and then incorporate it in their strategies. Both
competitive advantage and competitive strategy formulation
present attractive opportunities for research in marketing.

A formal definition has not, thus far, been provided in
the literature which is explicit and can be operationalized.
The only known attempt to measure the concept has been Cook's
(1983) "strategic ambition" concept. However, both writers
and theorists agree that: (1) customer acceptance, (2) an
ability to successfully defend market position from
competitors' attack, and (3) sustaining this position over
time should be key criteria in any definition.

Alderson (1957, Chap. 4), while not explicitly providing
a definition, credits J.M. Clark with introducing the idea of

differential advantage to the marketing discipline. The need
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to gain competitive advantage for establishing a strong
market position is basic to marketing behavior. Following
the vein of the Alderson context, the formal definition of
competitive advantage proposed for this dissertation will

include the three important elements listed above.

Research Problem Statement

Strategy requires managers to make a number of decisions
based on understanding customer response to the strategy and
the effectiveness of competitors' strategies. Identification
of competitive advantage reflects the ability of the firm to
serve its customers while sustainability is measured by its
competitors' inability to change the firm's market position.
Both conditions are present in an effective strategy.

Defining competitive advantage is the first objective.
A list of firm distinctive competencies serves as the basis
for identifying sources of competitive advantage. Next, to
test the strength of its strateqy, a firm-specific model of
its competitive strategy is developed. Each coefficient will
be compared to the market average coefficient value for this
same variable, a procedure proposed for identifying
competitive advantages. Lastly, the strength of a firm's
competitive strategy, as established on its unique
competitive advantages, will be directly related to the
firm's profit earning potential.

If each firm's response model depicts a different set of

profit generating policies, then the probability of two firm
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possessing exactly the same strategy should be relatively
small. Hence, firm profitability can be shown to vary with
the differences found between firm competitive strategies.
In conclusion, competitive strategy can be shown to be firm-
specific rather than selected from a sets of "generic"

strategy choices, a criticism noted from Carroll (1984).

Organization Of The Dissertation
This dissertation is organized into six chapters and two
appendices. These include:
Chapter I: Introduction And Purpose Of Dissertation
Chapter II: Literature Review
Chapter III: Theory Development And Research
Propositions
Chapter IV: Research Methodology
Chapter V: Evaluation Of Results And Tests Of
Propositions
Chapter VI: Conclusions And Areas For Further Research
Appendix A: Study Of The U.S. Non-Rubber Footwear
Market
Appendix B: Data Discussion
The U.S. non-rubber footwear market was the focus of a
study used to test the dissertation's propositions. The main
reason that this market was selected was the availability of
data for both market and competitor firms and the changes
which took place in the market during the period of study.

The time frame of this study was the period 1960 to 1987,
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providing a total of twenty-eight yearly observations per
variable. Recognizably though, is the fact that the number
of observations is small per variable which limits the tests
of significance when regressing the equations in this

modeling system.

Methodology

Multiplicative, logarithmic, econometric-based market
response models are developed for testing the propositions of
this research. These models will be specified along lines
similar to Cobb-Douglas production functions found in the
economics field (Chiang, 1974, pp. 407-10; Walters, 1963) in
order to relate competitive advantage with competitive
strategy formulation. The multiplicative model specification
has been found superior to additive models (Naert and Bultez,
1973; Houston and Weiss, 1974; Jagpal, Sudit and Vinod,
1979). These types of models allow for competitive variables
to be included exogenously capturing these effects directly.
Accounting for effects of past policies, lagged marketing mix
variables are included making the models dynamic rather than
static. Additionally, two market factors are added to
capture their impact on firm profitability.

Models which contain interactive and carryover effects
require estimation procedures more sophisticated than
ordinary least squares. Estimation methods utilized in this
type of modeling included two-stage least squares, three-

stage least squares, generalized least squares, and iterative
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generalized least squares. To reduce the effects of
correlation among residuals in models where interactive
effects are present, Zellner's (1962) seemingly unrelated
regression procedure (SUR) is used when the disturbances are
correlated across equations. This dissertation uses the SUR
procedure to estimate the coefficients of the firm-specific
profit equations in this modeling system.

Each equation was specified to reflect the unique nature
of the firm and their different specific capabilities. To
achieve this model form a multi-step specification method was
employed. The use of this procedure has been observed with
other small sample marketing studies (Lambin, 1970; Gatignon,
Anderson and Helsen, 1989).

A study of the U.S. non-rubber footwear market included
seven firms of varying size competing in different product
categories. The data base constructed was based on a set of
variables, each containing twenty-eight yearly observations
available for each firm policy variable plus two market
effect variables. Additional qualitative support was
provided with case study information to supplement the
empirical data, an idea suggested by Bonoma (1985). Data
were gathered from publicly available market and financial
sources. These were consistently available for the entire
period of the study.

By concentrating on those significant variables found in
the firm-specific profit equations, establishing competitive

advantages by objective identification and measurement was
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achieved. Competitive advantages were identified from the

estimated coefficient elasticities of the policy variables

contained in each equation by comparing these with their

corresponding market average coefficient values. Those

variables which satisfy the definition provided in Chapter II

are deemed identified as competitive advantages.

Limitations

1)

2)

3)

4)

5)

6)

7)

A number of limitations are noted regarding this study:

The theoretical base is largely from industrial
organization economics while the concept of competitive
advantage is developed from marketing.

The information used was based on accounting reports
provided in a form not specifically designed to serve
the needs of marketing studies. The possibility of
measurement problems exists because of this reason
(Mossman, Crissy, and Fisher, 1978, pp. 2-3).

Additional concern is with the variety of accounting
reporting practices used by these firms. However, this
is simply the nature of this type of data. Hopefully,
during the time period of this study these effects will
have only minimal impact.

Some of the included variables have been selected not
only because they may be possible competitive advantages
but because of data availability. Intangible variables
may be sources of advantage but are not considered
easily measured and, therefore, not included in the
study.

Also missing is the ability to gather and use market
information considered one of the more important
marketing functions.

An important limiting factor is the small number of
observations per variable. This factor affects the
level of statistical confidence used requiring
probability levels of significance lower than usually
accepted. A 0.10 or 0.15 significance level has been
found in certain instances in the marketing literature.

The manner in which the equations are structured assumes
the coefficients are constant over time. With the
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limited number of observations, available examining for
changes in parameter estimates is not a question that
can be addressed satisfactorily.

Contributions To The Marketing Field

Competitive advantage has been a prominent concept in
the marketing discipline but has lacked both theoretical
development and empirical testing. This dissertation will
provide a definition of the concept, enumerate sources of
competitive advantage, and demonstrate a procedure for its
objective identification and measurement. Such an objective
identification should greatly aid managers when formulating
competitive strategies by anticipating both type and degree
of customer and competitor response.

Identifying competitive advantages should allow firms to
evaluate which markets they can effectively serve. Through
an emphasis on competitive advantage, the astute manager
should be able to develop competitive strategies which will
provide their firms with the ability to effectively compete

in their markets.
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CHAPTER 1II

LITERATURE REVIEW

Chapter Outline

The effect of strategy on firm performance and the role
of competition in this process have been investigated and
researched from a number of viewpoints and academic fields.
Jemison (1981) has pointed out the vast potential for cross-
fertilization between management, marketing and industrial
organization economics can provide a richer understanding of
these two topics and their relationship.

The purpose of this chapter is to examine definition,
theoretical and methodological issues of concern in this
dissertation. To satisfy this purpose four major section are
included in this chapter:

1) A brief discussion defining strategy and competition is
provided.

2) An overview of various models and theories of strategy
and competition from different academic fields and
research streams and the "popular business press" is
presented.

3) An analysis of the concept of differential competitive
advantage is discussed. The focus centers on the origin
of the concept, a formal definition is provided, sources
of competitive advantage discussed in the literature are
listed and two studies which have employed this concept
are reviewed.

4) A review of research studies from the marketing field
regarding the determinants of firm sales or market share
are examined for the methodological issues they raise in
performing this type of research.

11
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Defining Strategy And Competition

Strategy Defined

Hofer and Schendel (1978, p. 23) have provided a useful,
concise definition of strategy. This definition highlights,
in general terms, the basic questions which managers face as
they attempt to plan direction and formulate a strategy for
their firm. Strategy is defined as:

"Fundamental pattern of present and planned resource

deployments and environmental interactions that

indicates how the organization will achieve its
objectives."

This definition points to the first role managers are
expected to fulfill, that of establishing objectives and
goals to be achieved. Second, managers formulate two types
of market exchanges. The first aspect deals with policies to
acquire and allocate resources. The second establishes
market exchange practices for interacting with customers
while facing competitors whose goal it is to interfere with
both these exchanges. The selected strategies will remain in
force so long as either of these patterns is not seriously
disrupted and the pre-established objectives are deemed
accomplished.

Basic to the strategy-profit performance question is the
extent to which market success depends on environmental
conditions versus the effectiveness of managers dealing with
conditions beyond their direct control. Traditional theory

posits that strategy is the result of a rational, purposeful

decision making process. But the process is often far from
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this depiction. Differing personal backgrounds, conflicting
objectives and goals, and formation of political coalitions
effect the process and shape its final configuration (Fahey
and Narayanan, 1983; Mintzberg, 1978).

A common tenent found across various disciplines
regarding strategy is the manager's attempt to match a "fit"
between the firm and its environment. Microeconomics and the
field of industrial organization economics have focused on
industry structure as a main determinant of competitive
conduct. The marketing discipline has concentrated on the
selection of product-market segments and customer response.
These three areas have been most concerned with the
effectiveness of strategy. The management field has looked
at functional areas of the firm where efficiency is the
criterion that has received most of the attention. Clearly
though, no field is concerned solely with effectiveness or
efficiency as a single strategy objective.

Porter (1981) recognizes that feedback effects between
firm conduct and strategy affect market structure. This
factor is observed in models where a sales and advertising
relationship exists specifying these endogenous variables in
a simultaneous equation system. Empirical evidence supports
this theoretical relationship and, therefore, the premise
that competitive conduct can affect market structure.

A basic premise of this dissertation is that firms try
to outmaneuver each other in an attempt to find differential

competitive advantages in their market. If this premise is
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supportable an individual firm would be able to affect its
market structure and change the nature of the competition
found in that market. This premise indicates that strategy
is an interactive process between market structure and firm

conduct taking place as a dynamic, time-related phenomenon.

Competition Defined

J.M. Clark's thesis of firm competitive behavior differs
from microeconomic models by depicting competition as a
dynamic process rather than as a static condition. In this
process firms act independently -- but ironically, also
interdependently with their competitors -- when seeking the
patronage of customers. Each participant, by seeking to
improve its market position, becomes involved in what is
commonly observed as "rivalous" behavior among competitors
hoping to attract customers to themselves. (Clark, 1961,
p.13).

Firms are continually observed entering and exiting the
market. This type of dynamic change ultimately effects the
structure of competitive markets. Not only is this due to
the changing number of competitors but also to changes in the
market due to what they bring to the competitive arena in
terms of new resources, skills and capabilities. These new
capabilities may likely vary significantly from what are
current skills found in the market.

Recognized differences in the meaning of the term market

"efficiency" and reference to time as an important factor
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become key considerations for understanding "rivalous" firm
behavior. The meaning of efficiency recognizes definition
differences and has a bearing on the concept of strategy.
"Technical” -- or production efficiency -- serves as a basis
for the "pure competition” model where products offered are
nearly identical. "Social" efficiency, on the other hand, is
achieved through product variety and the introduction of new
products into the market. The "cost tradeoff" between
"technical” and "social" efficiency are the welfare benefits
balanced from lower unit cost of production versus
availability of product variety and new product innovations.

Chamberlain (1950) points out that having a choice among
differentiated "offerings" allowing consumers to select from
a variety of sellers' strategies. This allows consumers the
best chance to maximize their individual welfares through
product diversity. Chamberlain adds that "a heterogeneous
product....would seem to be as fundamental as anything could
be" (p. 86). "The price system....appears to afford no test"”
[to the efficiency of the market system in reference to the
welfare maximizing criteria of economics] (p. 90).

A second definition of competition rests on the number
of sellers found in the market and the degree of "seller
concentration” present. This definition is the "structure”
based method of measuring competition taken from industrial
organization economics. Despite the number of assumptions
made in the models generated by this stream of research, this

field has produced a large amount of empirical work over the
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past half century. This research has provided a richer
understanding of market competition through development of
the structure-conduct-performance paradigm.

Scherer (1980, pp. 9-11) emphasizes Adam Smith's conduct
based definition of competition compared to one based on the
industrial organization economics "structure” definition.
Scherer likewise emphasizes firms actively seeking customer
patronage against rivals. This dissertation will use the
"rivalry" definition of competition which J.M. Clark and
Scherer have endorsed.

SUMMARY--Strategy is concerned with what an organization
considers as important elements which influence its ability
to interact with its market and environment. How and where
to deploy these factors and in what combination is the focus
of the strategy formulation process.

Competition is one of these important elements. It has
a major effect on how the organization prepares its strategy
and deploys its resources. Competition is a dynamic process
affecting market conditions and requires vigilant attention
by managers to these changes. Eventually change leads to new
resources, technologies, skills and, lastly, to managers

reformulating their policies and competitive strategies.






17

An Overview Of Strategy And Competition Models And
Theories From Academic And Business Fields And
Disciplines

Various academic fields have attempted to investigate
the many possible factors which affect firm profitability and
survival. In research where profitability has not been
directly examined another intermediate objectives criterion,
such as market share, has been studied. The range of
variables examined has been wide as has been the number of
methodological approaches used.

The past two decades have produced writers and observers
of strategy from the popular business press. These writers
have contributed and influenced business managers by their
reporting of anecdotal case instances which illustrate both
successful and mistaken strategic decisions. Such examples
provide interesting insights but are not useful for research
purposes. However, something can be learned from this work
even though they are not generalizable.

The analysis which follows examines a number of fields
and disciplines which have contributed to the subjects of
strategy and competition. The opportunity for integrating a
multi-disciplinary, cross-fertilized approach is presented
with the potential for illuminating a richer explanation of
strategy formulation. The findings summarized below at the
end of this analysis provides insight for the development of
a theory of competitive strategy.

The list of fields and disciplines outlined in Table 1

- Mcodels And Theories Of Strategy And Competition,
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provides seventeen different areas plus the ;popular business
press”" which have contributed to understanding these two
subjects. The area of Differential Competitive Advantage is
examined in greater detail in the third section of this

chapter.

Table 1

Models And Theories Of Strategy And Competition

- .- ... — - _ - — - ——_ - - —}
Non-Business

Fields Economics Management Marketing
Military Micro- Organizational Product
Theory Economics Behavior Life Cycle
Game Industrial Congruency Market Share
Theory Organization Theory Models
Socio- Transaction Strategic Marketing
Biology Costs Economics Management Mix Models
Population Strategic Portfolio Brand Choice
Ecology Deterrence Theory Models
Differential
Competitive
Advantage

Popular Business Press

Each review provides a brief evaluation of the area's
content as it relates to strategy and/or competition
subjects. This breadth of coverage points to overlaps
between the different disciplines. While this overlap makes
it somewhat difficult to clearly delineate the contributions
between the different fields, it does provide the richness
sought from cross-fertilizing ideas among varying academic

disciplines. By examining a number of these "principles" a
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picture of the strategy-competition interface emerges and
reveals several broad guidelines that help understand

competitive strategy formulation.

Non-Business Fields

The first areas examined fall outside the general scope
of business subjects. Military theory, as example, has made
a significant contribution and serves as the starting point
for examining and understanding current thinking in business
strategy.

MILITARY THEORY--The origins of the strategy are rooted
in the military science field. Among the prominent writers
is Liddel H.B. Hart (Strateqy, 1967), an English historian of
military affairs. Hart asserts it is from the disregard of
military principles that the hard lessons of strategy are

learned. His key ideas and contributions to the subject are
summarized in Table 2 - Military Strategy Contributions
Io Business And Competitive Strategy Theory. Overall,

the military field has shaped the thinking and formulation of
business strategy on several levels.

The conditions present in military thinking are not the
same as those affecting business. One of the most important
factors missing from military theory is the role of a third
party -- the buyer -- who has a stake in the survival rather
than elimination of suppliers competing for its purchases.

An ability to keep several suppliers becomes a bargaining

tool for future purchasing negotiations favoring this third



20

Table 2

Military Strategy Contributions To
Business And Competitive Strategy Theory

1) Strategy is concerned with the achievement of objectives
economically in applying resources.

2) Grand strategy guides competitive strategy (the military
equivalent) which in turn directs tactical execution.

3) The levels are intertwined and not completely separate
because their limitations influence each other.

4) Selection of the place of engagement has high priority for

achieving success having the aim of attaining a defensible
position from competitor incursion.

5) The decision as to the basis of competing is made before
engagement based upon careful study and evaluation.

6) Emphasis is upon the application of strength against
weakness to gain advantage.

7) Mobility in deploying resources will allow for maximum
chance to exploit opportunities.

party. Elimination of a viable supplier is an unfavorable
condition not likely to be accepted in many industrial
situations.

A second approach relating military theory to business
situations is given by Kotler and Singh (1981). They apply
three basic principles of military strategy to competitive
strategy. These descriptions include: (1) confrontation -
head to head clash of rivals almost always ending in
disappointment; (2) attack - non-confrontational engagement

by maneuver other than direct attack of strength against
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enemy weakness; and (3) defense - ability to withstand
opponent's assault and to repulse its initiative.

It is apparent that military theory can be transferred
in part to strategic business planning. However, the ideas
are of value more for their ability at stimulating thinking
than their direct application to competitive strategy
solutions.

GAME THEORY--The theory of games was popularized by Von
Nuemann and Morgenstern (1964) based on interactive movement
and countermovement between pairs of adversaries. The focus
centers on rivals acting directly rather than indirectly to
settle the division of game "payoffs". The strength of game
theory is its suggested framework for determining solutions
to competitive situations.

Critics of game theory point to weaknesses based on the
assumption that a unique stable solution exists in the game
(Case, 1979, pp. 28-30). As a result, no "learning” takes
place during the game. Rational behavior is presumed with
all relevant information known to both players who likewise
evaluate game outcomes and see the game situation exactly
identical.

Game theory has stimulated strategic thinking but is not
really a strategy exercise. 1Its value is more as a method
that calculates outcomes of strategic moves than in
formulating strategy. Little scope is afforded for the
development of unique strategies since the "rules of the

game" have already been determined. Nor are guidelines
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established which lay out the key determinants affecting the
environment.

SOCIOBIOLOGY--This field relies on the natural selection
concept of competition for environmental resources in order
to survive. This field emphasizes the "natural selection”
approach which is more concerned with competition than with
strategy. The field hypothesizes that each specie has some
advantage over the others which allows it to compete
successfully for necessary resources. Bruce Henderson
(1983a; 1983c) is associated with this area.

This Darwinian concept of natural selection supports the
principle of finding a "fit" between firm and its market.

The species best able to survive are those most "fit", the
assumption being that this is due to some unique capability
enabling them to adapt to changing environmental conditions.
In their "niche" the firm able to achieve a good "fit" with
its environment will survive beating out the competition.

The natural selection hypothesis in strategic business

situations is limited for the following reasons:

1) The integration of cognitive logic in business
strategy which is not present in biological
competition.

2) The environment is accepted as a given in biology

but changes continually in business competition.

3) Natural selection is based on specific, unchanging
firm capabilities as an assumption. Businesses can
and do change their capabilities as evidenced by
new business forms emerging over time.

4) The time frame for adaptation is very long in
biology while in business it is much shorter.
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5) The biological model is concerned with competition
for resources rather than strategy; the business
firm is conscientious of both strategy and
competition.

Adams (1982, pp. 483-5) criticizes the natural selection
hypothesis because of the assumption that firm capability is
the sole explanation determining success. Due to political
influence in the business environment change cannot be
attributed only to some "natural cause" in market structure.
Survival may be the result of "favorably influencing” the
environment towards the stronger specie (in this case, the
successful business firm). This type of question is one
which the biological model does not address.

POPULATION ECOLOGY--This area is similar to sociobiology
but differs in its approach by emphasizing strategy rather
than competition. The unit of analysis is the population of
organizations that consider survival their main objective
(Hannan and Freeman, 1977).

The success with which organizations adapt to shifts in
the environment is related to either the natural selection
process or by adaptation of organizations to new or changing
conditions. These two views present divergent explanations
of how survival advantages are gained. Changes may originate
from either (1) environmental effects which are random, or
(2) the deliberate attempts of management to adapt to new
conditions or constraints. The origination of the effect
delineates the two viewpoints.

Aldrich and Pfeffer (1976) have described these two

sources of change. First, external effects taking place in
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the market or environment that can be treated as random.
Second are changes due to internal adjustments initiated by
the firm in order to adapt to changing conditions. These
latter actions involve new "routines" or "patterns of
activity”, which when repeated consistently, emerge as new
strategies and which seek to produce competitive advantages
for the firm (Freeman and Boeker, 1984).

Both approaches rely on a selection mechanism which acts
to separate the survivors from the vanquished. The natural
selection process shows little concern for how the source of
the effect arrives, only that it occurred. As such, "luck"
or pure "fortune" play a role in explaining how these changes
arrived.

The adaptation viewpoint sees management in a concerted
effort to "fit" the organization to the market environment by
the means of conscientious initiative. Nelson and Winter
(1977) describe this as strategy formulation by management
where the conditions are fraught with less than "perfect
knowledge" under constraints of "bounded rationality" and
where strategy is subject to the "uncertainties" of volatile

market conditions.

Economics
The economics discipline has had the longest tradition
of studying competition of any field. Only recently has an

interest in strategy been raised. A basic proposition found
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in economics is the "theory of the firm" concept as a model
representative of the unit to be analyzed.

MICROECONOMICS--The subject of competition has been a
focus of economists for over two centuries. Early writings
dealt with monopoly and pure competitive models. Cournot
contributed duopoly theory, a market situation where two
sellers co-exist (Ferguson, 1966, pp. 269-71). The work is
noted because it includes reaction to the actions of a
competitor as part of its theoretical base. Later Marshall,
influenced by Cournot, added the theory of the firm model to
neoclassical economics. This concept provides a model which
establishes firm prices, costs and output under the two main
market models of pure competition and monopoly.

A problem with microeconomic models involves limiting
assumptions about firm competitive behavior when explaining
market activity. The assumptions are needed when developing
analytical models but are severely restrictive for empirical
research purposes.

Chamberlain's The Theory of Monopolistic Competition
(1965, p. 31), discussed the formulation of strategy designed
to differentiate one sellers offering from another. 1In this
theory, seller's set their strategies based on knowledge of
what their competitors" strategies are expected to be. 1In
oligopoly, the tendency to collude or "tacitly agree" to set
prices or to restrict output distinguishes this line of
thought. Oligopolists move away from price forms of

competition and deliberately focus their attention on non-
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price strategy methods. Economists criticize this approach
because it forces the seller to raise prices which results in
misallocation of resources equated as firms "earning excess
profits".

INDUSTRIAL ORGANIZATION--In the late 1930's, a field of
economic inquiry emerged which has become known as "I-O"
theory or industrial organization economics (the Mason (1939)
- Bain (1951) line of thought). This field's main postulates
center on the relationship between industry structure, firm
conduct (behavior), and profit performance. The basic I-0O
model hypothesizes that industry structure, characterized by
high seller concentration and barriers to entry, leads to a
unidirectional causality and which keeps industry profit
levels high for the member firms in this market.

Bain (1951) demonstrated that industries which have high
seller concentration levels will have a systematic, positive
relationship with high industry profits. (Concentration is
measured as the share of industry shipments accounted for by
the largest four, eight, and twenty firms in the industry).
This measure can be viewed as "roughly" equivalent to the
combined market shares of the top firms in the industry.

A second study of industry structure by Bain (1954)
attributed high profit performance to the existence of high
entry barriers. The presence of "barriers" serves to
discourage potential entrants from coming into the industry
and serves to maintain high profit levels for the protected

firms. Low entry barriers ease the conditions of entry and
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de-concentrates the market leading to increased price
competition. The effects of high industry concentration and
high entry barriers leads to excess industry profits being
earned.

This paradigm is criticized for by-passing the critical
explanation of the relationship between industry structure
and individual firm behavior. It fails to explain how
strategy influences profit results. The model, therefore,
attributes profit performance largely to industry structure.
Chief among these critics has been Phillips (1976) pointing
out the link between profits and concentration has shown
inconclusive results. He also raises the questions regarding
the entry barrier hypothesis by stating that while barriers
are necessary, they are not a sufficient condition for excess
profits.

Several methodological concerns arise which should be
noted regarding I-O research. One concern is data sources
which use government Census of Manufacturers Reports and
which mask differences within and between industries. The
second problem is the level of analysis involved where four
digit industry codes are used. Third, the level of analysis
is focused at the industry rather than the firm. Porter
(1981) points out that with industry as the level of
analysis, no room is left of management to develop unique
methods of competition.

Porter (1982) adds that regardless of the criticisms,

the I-0 field has provided interesting and useful insights



28

into the relationship between industry structure, firm
behavior and firm profit performance.

TRANSACTION COST ECONOMICS--The theoretical background
for this branch of study has been in existence since the late
1930s. Major contributors include Coase (1937), and
Williamson (1975; 1979; 1985), the latter having taken the
area to great depths with his well developed theoretical
treatment. This area has developed its foundation from the
fields of economics, organizational behavior and law. The
emphasis on the individual transaction is unique as a unit of
analysis.

Coase (1937) recognized two forms of organization and
resource allocation mechanisms present. First, are markets
where resources are allocated. The second falls within the
firm itself, using the talents of decision makers to decide
the allocation issue. The "firm", Coarse states, is
organized to reduce transaction costs of coordination of
market activities, thereby minimizing the total cost of going
to market.

The objective for the firm is to minimize total costs
throughout the whole market. This becomes difficult because
of the uncertainties associated with executing contracts and
market exchanges. Reasons given for these difficulties when
executing exchanges include: (1) bounded rationality of the
decision makers, (2) opportunism by participants, (3)
uncertainty of market situations, and (4) small numbers of

participants present in the market.
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Vertical integration serves as a source of growth and
may present a significant competitive effect in the
development of strategy. The ability to vertically integrate
part of its supply requirements gives the firm flexibility in
resource acquisition and advantages over suppliers due to
increased bargaining power (Harrigan, 1985, pp. 86-7).
Integrated firms have a better bargaining position with
suppliers and can usurp resources or market positions for
their own advantage.

Contributions from this field include the emphasis on
limited knowledge, the problems of uncertainty when making
decisions and the role of asset "sunkeness" which limits
strategic flexibility. The field is rooted in economics
where the focus is on cost reduction. It fails, however, to
address question of buyer segment differences, presumably
considering buyers a homogeneous group. Neither is a method
provided to identify which factors produce superior market
positions or high profitability.

STRATEGIC DETERRENCE--This field of economic theory has
gained attention over the past decade. It explains economic
behavior in situations where both buyer and seller benefit
from transactions which result from self-seeking but complex
strategic behaviors (Williamson, 1979).

Williamson (1985, p. 373) defines the study of strategic
behavior as "efforts by established firms to take-up advance
positions in relation to actual or potential rivals and to

respond punitively to new rivalry". This involves studying



30

the impact of competitive strategies involving both ex-ante
and ex-post actions and the timing of this behavior when the
intention is to deter market entry (p. 26). At this point
the asymmetry of market knowledge and the uncertainty of
response by incumbent members of that market may be enough to
unsettle the potential competitor and stop any attempt at
entering the market or segment.

The strategic deterrence approach examines behavioral
aspects of the industrial organization model. Central to
competitive strategy is the asymmetrical distribution of
information, capabilities and resources across firms and the
uncertainty of competitive response given this asymmetrical
nature. Committing to a particular course of action when
facing environmental uncertainty may significantly damage the
firm's economic health due to the "sunkeness " nature of the

investment.

Management

The focus in the management field has primarily been
from the internal functioning viewpoint for establishing
strategic direction. Portfolio theory is also added as this
view is likewise related to resource allocation decisions
from an internal decision making approach.

ORGANIZATIONAL BEHAVIOR--The major contributions to the
study of strategy from the management field have approached
the subject from the internal management decision making

angle. The field differs from other disciplines in several
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ways. One, is the lack of focus outside the firm. Second,
emphasis is placed on managerial decision making and less on
the strategy's content. Third, little attention is given to
competition in the establishment of strategy. Lastly, the
theoretical treatment comes from the behavioral sciences
rather than the traditional deductive logic approach.

Strategy formulation is distinguished between "intended”
versus "realized" strategy or the actual strategy which was
implemented (Mintzberg, 1978). Recognition is given to the
idea that the strategy actually executed is often different
from that which was planned. Thus, the microeconomic view
that rational decision makers possess full information and
knowledge about the market is replaced with the view that
resource allocation decisions do not follow the marginalist
theory principle.

Researchers in the OB area seldom actually observe the
strategy formulation process itself during the decision
making activity. Often available information is collected
after the fact from the memories of the participants. Their
recollections often become a bit "rose colored" which adds
another serious research problem.

A second concern is the theoretical approach which lacks
input from the external environment. Absence of important
information is a weakness which should not be overlooked.
Any plausible theory of strategy formulation should consider

the role played by external effects in the final decision.
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CONGRUENCY THEORY--Recent contributions from the field
of organizational behavior have overcome the lack of
attention to the external environment. Chakravarthy (1982)
defines congruency as the ability of the firm to find a "fit"
between its set of capabilities and its environment. Market
exchanges between the firm and environment provide the
resources it needs for survival. Executing exchanges gives
rise to the "resource dependency" approach to strategy. This
type of approach recognizes the need for coalition formation
and cooperation to acquire needed resources.

The resource dependency model is based on control of
needed resources and, therefore, the power to influence or
shape behavior. Two sources of power to control resources
are recognized: (1) control over resources which lessen
dependence on outside coalitions, or (2) creating dependence
of others on the firm's control of resources for their own
survival (Ulrich and Barney, 1984). With either strategy the
ability to bargain more favorably or impose control over
another firm impacts the terms of exchange and ultimately
effect its ability to survive.

STRATEGIC MANAGEMENT--In the past decade this field has
sought to extend congruency theory beyond its single goal of
"survival” as in resource dependency theory. Researchers
agree with the postulate of attaining a fit between the firm
and environment. They find the lack of "perfect knowledge"”
complicates strategy formulation, an assumption opposite to

those made with microeconomic theory.
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Strategic management determines which of the firm's
unique characteristics match the conditions in the market
required to successfully establish a strong and defensible
competitive position. Finding this "right" strategy is far
from the rational, comprehensive process described in many
fields (Jemison, 1981, p. 604). To a certain degree,
strategy is affected by the content from previous strategic
decisions. This explains the tendency to find continuity
between old and new strategies over time (Jenison, 1981,

p. 606). Generally, gradual "learning” modifies the
direction the firm is headed and the content and manner in
which it executes strategy.

Strategic management researchers have sought to develop
strategy typologies to explain profit performance. Snow and
Hrebiniak (1980) and Hitt and Ireland (1985) provide research
which supports the hypotheses that generic strategies can be
identified with specific characteristics which subsequently
affect profit performance.

Hofer (1975) proposes a "contingency theory” of strategy
formulation emphasizing business rather than corporate level
strategy to meet changing market and environmental events.
Strategy formulation depends on conditions expected in the
market and is founded on unique firm characteristics which
vary across competitors. Otherwise, strategists are forced
to admit that there exists a "set of strategies which are
optimal for all businesses no matter what their resources and

no matter what environmental circumstances they face™ (Hofer,
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1975, p. 785). Strategy should be based on those unique
competiti?e advantages specific to the unit. This factor is
more important to strategy formulation than is the selection
of the scope of business in which to participate (Hofer and
Schendel, 1978, p. 25).

Teece (1984) recognizes "fit" as the object of strategic
management. The problem involved in decision making is the
degree of uncertainty which varies and the problem of
resource immobility which reduces strategic flexibility. The
aim is to strengthen the SBU against outside pressures,
particularly competition, by committing to a specific
strategy. What limits available choices are the problems of
"asset specificity"” investments and the measurement of
strategy outcomes. To a large degree strategy and assets are
inflexible in the short run due to previous policies and
experiences. This includes both the cultural aspects of the
firm and the habits of decisions makers involved in the
formulation process.

PORTFOLIO MODELS--These models of strategy formulation
are directed at corporate managers to guide investment
allocation decisions. Their history originates in the late
1960's and have developed into more sophisticated models over
time (Porter, 1980a, p. 361). This approach is important due
to its widespread influence on business practitioners.

The most famous of these models originates in the Boston
Consulting Group's "Growth-Share Matrix" approach. Other

approaches have been developed and extended beyond the two
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dimension BCG matrix. The other models are mostly variants
which contain a larger number of variables considered to be
potentially important. Other examples include the General
Electric "Stoplight”™ model, the Shell "Directional Policy
Matrix" and the A.D. Little "Life Cycle Matrix" (Wheeler and
Hunger, 1986, pp. 156-8; Neidell, 1983, pp. 193-5; Boulton,
1984, pp. 60-1).

Henderson's BCG matrix approach attempts to demonstrate
that strategy and market success need not be based on "head
to head" competition. The two important factors in this
model include the "experience curve" effect, a surrogate for
relative market share, and real market growth. These two
factors concentrate on future market prospects as the basis
for strategy rather than historical data as the decision
base. This approach emphasizes the military principle of
concentration of force by placing unit strength against
competitor weaknesses to achieve a difference in competitive
capability (Henderson, 1983b, p. 1-3).

A mixed picture of satisfaction using these models is
due in part to the assumptions made with portfolio models.
Firm profitability can vary for reasons other than market
share. Explanations include advantages gained from such
factors as vertical integration, cost effect synergies,
pecuniary cost factors, and using foreign sources of
supplies, all factors which the BCG portfolio model fails to
include. Additionally, these models have focused primarily

on industrial products (Day, 1984b) with less attention given
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to consumer goods or labor intensive products and services.
Finally, the investment objective is solely concerned with
cash flow, leaving out the possibility of external financing
sources.

Determining which dimensions should be included in the
model is a matter of managerial judgement. No scientific
method has been proposed which answers this question. The
most important dimensions seems to be those which make for a
real differences between competitors in the market. These
differences are identified as firm specific characteristics
important in the market and useful as the basis for setting
SBU competitive strategy (Carroll, 1984).

The contributions of the portfolio approach serve as a
starting point for establishing strategy at the corporate
level (Porter, 1980a, pp. 461-3). Additionally, this
modeling approach may contribute to competitor analysis by
applying these same principles to the competitor's portfolio
of businesses. The insights gained from this analysis may
serve to indicate the firm's investment direction and,
therefore, the degree of competition expected from the rival

in the future.

Marketing

The main contributions to strategy from the marketing
field involve five major concepts (Biggadike, 1981). The
most basic of these is the "marketing concept" followed by

market segmentation, positioning, and perceptual mapping.
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These four are static concepts viewed at a single point in
time. The fifth concept, product life cycle, represents a
major stream of thought in the marketing discipline.

The "marketing concept” is important because it forms
the basic philosophy of marketing. While most other fields
have emphasized the "supply-side" of strategy, this concept
addresses the "demand side" of market exchanges. Marketing
based strategies anticipate buyer preferences as suggested by
the "marketing concept” approach. Each of the marketing
based models outlined below emphasize a customer philosophy
of exchange processes. They contrast with the supply-side
view which emphasizes acquisition and allocation of resource
inputs within the organization as the basis of strategy.

PRODUCT LIFE CYCLE--This concept is a fifth important
contribution from marketing. It conceives the marketplace as
a dynamic process changing in form over time. Kotler (1980,
p. 301) illustrates the characteristics of each phase and the
strategic actions considered appropriate for each cycle. 1In
Hofer's (1975) opinion, the stage of PLC is one of the most
influential variables for determining business strategy.

Problems with the PLC concept occur on several points.
The first problem is that of determining exactly what is
being examined -- product class, product category or brand
level. This is a major question left unanswered in the
model. As an analytical tool, the PLC concept helps to

understand the market evolution process. As a predictive
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device, however, its useful for formulating strategy is too
uncertain (Biggadike, 1981, p. 629) due to its ambiguity.

This same view is reiterated by Porter (1980a, p. 162)
adding the comment that it is more of a descriptive than a
predictive tool since it is not apparent which phase of the
cycle the market is in. Nor is there an ability to predict
when a change in the cycle will take place. The assumption
that one strategy is appropriate for every type of product,
for each cycle stage and for every type of firm appears a
very bold assumption to make.

The contribution of the product life cycle concept is
valuable mainly as an analytical device. However, it fails
to provide prescriptive guidance for deciding which factors
should be emphasized when formulating strategy. It remains
an oversimplified explanation of market dynamics according to
Wensley (1981).

MARKET SHARE--The importance of market share in deciding
competitive strategy is a second major research direction in
the marketing field. Considerable attention has been given
to the PIMS project which has popularized the importance of
market share and its relationship to profitability (ROI).

The market share-profitability hypothesis is one filled
with controversy in the field. The findings of the PIMS
research have been criticized along several points leading to
questions regarding the conclusions reached from this

investigation. Several researchers have examined and
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discussed the market share hypothesis in their work. They
include:

1) Fogg (1974) - Planning gains in market share to
improve market position and firm profitability.

2) Bloom and Kotler (1975) - Several studies support
the share-profitability thesis but indicate the
cost of gaining added share may not be worth the

effort.

3) Delombre and Bruzelius (1977) - Provided a case
study example where increased share achieved firm
objectives.

4) Buzzell and Wiersma (1981) - Methods to increase

market share to improve ROI were based on increased
effort by the firm relative to its competitors.

Some researchers disagree with the PIMS analysis and its
conclusions. Examples can be found which show firms with
small shares earning high ROIs. It would be a mistake for
these firms to pursue higher share as they would waste time
and misallocate resources. Deardon (1969) has criticized the
use of ROI as the objective criteria. 1Its manipulation can
be improved in the short term but at a cost to the firm of
its long term strength and viability.

Anderson and Paine (1978) provide a stinging critique of
the PIMS research. They iterate among its many weaknesses:
(1) its usefulness primarily as a diagnostic tool rather than
as a prescriptive guide; (2) subjectivity of several key
variables (e.g., relative quality); and (3) the nature of the
reporting base is biased toward large firms.

Lubatkin and Pitts (1983) point out that the PIMS model:
(1) does not include industry specific peculiarities; (2) it

tries to establish global strategy generalities; (3) uses a
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single regression equation when simultaneous equation models
are superior; and (4) suffers from severe multicollinearity.

The "increase market share™ hypothesis is criticized for
presuming that growth is the objective most feasible for the
firm to pursue (Lauenstein, 1983). Where this strategy is
not feasible, "harvesting"” share may be a more favorable
strategy even if it means leaving the market eventually.

An observation regarding the PLC versus market share
(PIMS) views of strategy should be added. The PLC concept
specifies a set of strategies which all types of businesses
should pursue as the market and competitive conditions vary
over time. On the other hand, following the market share
line, market share should prescribe strategy but seemingly
without reference to stage of the product life cycle.

A question important to this research is whether it is
possible for the firm to pursue both PLC and market share
strategies simultaneously except, of course, by chance. The
two strategies provide divergent prescriptions at the same
point in time. The conflict raises questions if either
theory is adequate to explain strategy formulation or when is
the appropriate time to select a particular strategy.

MARKETING MIX MODELS--These models involve management's
ability to assess which elements favorably impact firm
profits after implementing their marketing strategies. This
set of models include "attraction" models, sales response
models, and market share models (the latter referring to

share of total marketing effort relative to competitors).
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Developments in model building research in this area
have progressed from single equation models (early 1960's) to
more sophisticated multiplicative, ARMA, lagged marketing mix
variables, competitor reaction matrix approach models with
simultaneous equations systems solutions. If the models are
to be valid for managerial decision making, it would be
important that they properly represent market realities
(Lilien and Kotler, 1983, p. 10; Parsons and Schultz, 1976,
p. 27).

Model calibration represent one of the shortcomings of
marketing mix models. When data is not available or time
does not permit, "judgmental" estimation procedures are
employed. This limits its use for scientific research but
where the purpose is managerial decision making the models
may serve adequately and provide useful insights.

Marketing mix models have developed an approach which
assimilates competitive market features in their designs.
Even when managers' judgments are used to estimate response
elasticities, managers have some idea of what to expect or at
least have an indication of the direction of the effect.

BRAND CHOICE--This set of models is designed to address
strategy questions based on buyer behavior actions. These
models can involve two basic types of choice: (1) stochastic
individual choice models or (2) aggregate econometric based
models. Both attempt to predict the purchasing decisions
made for a brand from the currently available sets of brands

in the market.
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These models are primarily descriptive (Lilien and
Kotler, 1983, p. 232). and used for managerial purposes
rather than for analytical study. This is due to their
construction and the biasness inherent with the available
data, often judgmental because of collection convenience.

The unit of analysis is at the brand level, usually the
lowest level studied.

Brand choice models are based on assumptions which limit
their usefulness. First, all possible "states of condition"
are assumed known to the decision maker. Second, the brand
switching probabilities use 'a priori' judgements rather than
relying on empirical results. Third, the "switching”
probabilities are assumed constant per individual and remain
the same over time.

Fourth, is the disturbing assumption made that it is not
possible to learn from earlier mistakes. It is unrealistic
to think that a manager whose strategy is costing his firm
market share would continue with the same strategy which is
eroding its position and not take corrective action (Lilien
and Kotter, 1983, p. 242).

Finally, the theoretical and eﬁpirical support for this
approach is lacking although its application as a tool for
management needs is useful. Still, a number of limitations
remain even for the practical everyday applications designed
for marketing problem solving.

DIFFERENTIAL COMPETITIVE ADVANTAGE--This last marketing

approach explicitly incorporates competitive effects into its
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concept of strategy formulation. A detailed discussion of
this approach is included in the next section of this

chapter.

Popular Business Press

Discussion of what comprises sound competitive strategy
and outstanding profit performance has developed the area of
strategic management planning. Competitor analysis is part
of this focus since their strategies also affect firm profit
results. Writers have addressed the practical aspects of
strategy including the importance of market intelligence
(Solomon, 1978; Shapiro, 1980), the need for evaluating firm
strengths and weaknesses in relationship to competitors
(Rothschild, 1979; Jain, 1979; Henry, 1980), and the role of
competitive advantage in formulating firm strategy (South,
1981).

Kiechel (1981c) suggests that the focus over the past
decade has shifted from competitive marketing issues aimed at
improved market performance to the improvement of stock
prices through financial strategies. Diverting attention
this way results in less undertaking to find new competitive
strategies to improve market position and more short term
focus on "bottom line" reporting requirements.

Suggestions for the improvement of market performance
have been outlined in two books of recent notoriety. One is
Ohmae's The Mind Of The Strategist (1982), the other Peters
and Waterman's In Search Of Excellence (1982). Both these
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books have received considerable attention because of their
simple, straightforward, easy to understand approaches for
suggesting ways that managers can face the challenges of a
restructured American economic and industrial system.

Peters and Waterman (1982) provide a short list of
observations generated from their consulting work with
business clients. "Successful" firms display characteristics
such as "sticking to your knitting"”, "trusting in your
employees”, and having a clear cut corporate value system.
Ohmae has prescribed a philosophy which emphasizes the total
organization as part of the strategy process. Their books
are mostly descriptive in nature explaining what constitutes
success but giving little direction on how to recognize or
attain an advantage. While both make for interesting
reading, neither provides guidance of a prescriptive nature.

Two other books that deal with strategy and competition
are Porter's Competitive Strategy (1980a) and later his 1985
book Competitive Advantage. Both are based on the author's
research in the industrial organization economics where many
of the basic research results are applied strategy concepts.
The work is noteworthy because it integrates marketing ideas
beyond straight economic theory such as market segmentation
and the product life cycle.

Kiechel (198la, b, c) has pointed out that many ideas of
the late 1960s and early 1970s (e.g.), experience curve and
others, have diminished in importance for firms formulating

their strategies. One important reason given for their
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demise are the disappointing results experienced by blind
adherence to generic strategies without considering their
marketing appropriateness.

Carroll (1984) carries this thought further criticizing
firms that formulate their policies based on blind adoption
of generic strategies. Use of generic strategies, such as
cost based, segmentation based, and differentiation hide
important differences between firms when these differences
are what should be emphasized. More attention should be
given to the identification of firm-specific capabilities and
strategies in contrast with the practice of selecting a
generic strategy which substitutes "cliches" for strategic
decision making.

SUMMARY--Strategy and competition have many varied and
interrelated aspects as witnessed from reviewing the many
fields and disciplines which have examined these subjects.

An eclectic approach to strategy formulation can provide new
insights by cross-fertilizing ideas from these many fields.
This approach should be given high priority for future
research according to Day and Wensley (1983).

An attempt to develop this cross—-fertilization approach
is developed in Chapter III. This integration is based on
the analysis prepared in the review provided in this chapter.
A brief capsulization of some of these contributions is
provided in Table 3 - Major Conceptual Contributions To

1 C biti F 2 jemi Discipli And
m. lds_.



46

Table 3

Major Conceptual Contributions To Strategy And
Competition From Academic Disciplines And Fields

Subject Area

Major Conceptual Contrlbutlons

Military
Theory

Game
Theory

Socio-
Biology

Population
Ecology

Industrial
Organization

Microeconomic
Theory

Transaction
Costs

Strategic
Deterrence

principles of concentration and indirectness
to upset opponent; action planned ahead; seek
most advantageous ground favoring own terms

interaction of players; joint-effect results
sources of advantage found in environment;
"fitness" for survival

organization differences - endowed resources,
. " o b . f )

rich theoretical development of structure and
behavior; define competition as structure

theory of firm theoretical base; structure of
markets; define competition as rivalry

includes economic and internal organization to

explain formation of firm and markets

models firm behavior to explain organization
of market which effects entry and exit
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Congruency
Theory

Strategic
Management

Portfolio
Theory

Product
Life Cycle

Market
Share
Mix
Models

Brand
Choice

Competitive
Advantage

47

Table 3 (cont'd.)

importance of "fit"; market adaptation

contingency theory of match firm with market
requirements along critical dimension

original development of strategy decisions;
attaining strong market position in domain

dynamic effects require change in strategy to

meet new competitive conditions

identify effects which produce responses to
performance goals

calibration of policy from expectations of end

results for strategy planning purposes

models to estimate outcomes from consumer
switching behavior

advantages attract customer; strong position
against competitor; dynamic conditions:
sources both demand-side and supply-side
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The Concept Of Differential Competitive Advantage

Review Of Important Contributions From The Marketing
Literature

The origin of the concept "differential competitive
advantage” began with Chamberlain's classic book The Theory
of Monopolistic Competition (1933, 1lst. edition, with 8th.
edition, 1965). 1In this book Chamberlain has attempted to
resolve the conflict between monopoly theory and competition
theory based on observing sellers with different "offerings"
vigorously competing for customer patronage in the market.

Firms recognize interactions existing between themselves
and their competitors. Where in close contact the natural
reaction is to consider the strategies of their competitors
when considering their own strategy. The entrepreneur has
the goal of discovering which combination of policies will be
most appealing to his customers and which "differentiates"”
him from other sellers in some significant manner.

Differentiation is defined by Chamberlain (1965, p. 56):

"....any significant basis exists for distinguishing the

goods (or services) of one seller from those of another.

Such a basis may be real or fancied, so long as it is of

any importance whatever to buyers, and leads to a

preference for one variety of the product over another.”

The concept is carried further by Chamberlain to include
not just products but selling and distribution practices
which appeal and attract customers. He allows intangibles,

such as trade-marks or the way resellers do business, to be

part of differentiation which goes beyond merely physical
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differences. If the difference is important to buyers,
differentiation is recognized as beneficial to consumers.

J.M. Clark (1954, p. 327) is credited by Alderson as the
first to coin the term "differential advantage"”. According
to Clark, differentiation favors competition. This view is
contrary to the theories of industrial organization and
microeconomics which criticize "artificial"™ differences for
being wasteful and which only increase prices to consumers.
Differentiation induces rivalry for buyer patronage by
offering a wider selection of choices in the market and
thereby achieving "social efficiency."

Clark sees competition as a dynamic rather than static
condition as the economist's "theory of the firm" depicts
monopoly to be. Each seller attempts to improve position
relative to his rivals resulting in a continuous process of
change rather than settling into a protected, uncompetitive
equilibrium condition found in microeconomics models.

In Alderson's (1957) Marketing Behavior and Executive
Action, emphasis is on the functional approach of marketing
theory. The seller's goal is to reach the final consumer
where "each participant ([seller] is searching for strategies
which will improve his relative position” [versus the other
competitors] (p. 108).

Attracting buyers is accomplished with a strategy which
seeks to establish a differential competitive advantage for
the firm. Pursuing a superior strategy is a continuous and

unrelinquishing process as the firm attempts to improve its
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advantages and defend its position from the intrusions of its
rivals. 1Its competitors, likewise, are trying to find
"advantages" and formulate strategies of their own in order
to offset or neutralize the strategy the firm has sought so

keenly to achieve.

Defining Differential Competitive Advantage

A definition of differential advantage is implied from
Alderson (1957, Chp. 4) (although a definition was not
provided in his book). Examining the content from Chapter
Four leads to these insights:

1-"they [competitive advantages] appeal to needs or
attitudes of the buyer" (p. 102);

2-"sense of a permanent differential
advantage....rival's response seeks to neutralize or
offset the initiator's advantage by offering the
buyers something more effective...." (pp. 108-9);

3-"initiators would have a limited monopoly....expect
some enduring residue....small but lasting gain
outweigh large temporary ones" (p. 108).

The essence of this discussion provides a definition of
"competitive advantage" useful for this dissertation. As a
formal definition, the one provided below serves the purpose
of this research quite well. It is based on the definition
of distinctive competence as a capability, skill, resource or

some asset possessed by the firm which is used to conduct its

business.
A "competitive advantage” is defined as:

"A distinétive competence which the firm possesses that
can be employed in the market through its strategy and
which:
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l-customers show a desire to obtain (serves a need);

2-earns the seller a profitable return (meets an
objective); and

3-its competitors can not easily neutralize, offset or
surpass (is competitive with rivals and is
sustainable) .

This definition is comprised of three key parts which
emphasize the ability of the firm to successfully bring to
the market capabilities attractive to customers. The result
is a strategy built around competitive advantages which will
enhance the firm's ability to participate in the market.

Other authors have also provided insights which help to
identify a competitive advantage. Delineation between these
definitions varies somewhat and may hinder rather than help
managers attempting to recognize advantages. Several of
these ideas are presented which illustrate this problem:

(1) Wernerfeld and Montgomery (1986, p. 1224) suggest
"efficiency differences between firms”. This idea leaves
open to question of how much of a difference is meaningful.

(2) Aaker (1984, p. 212) has coined the term SCA for
"sustainable competitive advantage”". He says an SCA has
three characteristics. First, it involves a key success
factor in the market - it must be important. Second, it
needs to be substantial enough to make a real difference.
Finally, it needs to be sustainable in the face of
environmental change and competitor actions. The definition
is similar to that of Alderson in that it emphasizes
importance in the market and the problems of facing

competitors.
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(3) Day (1984a, p. 29) provides a definition also
similar to Alderson. He points out, however, that because
what is offered may be different this does not mean it has a
meaningful competitive advantage. Such differences cannot be

profitably exploited unless they can be converted into:

1. benefits;

2. perceived by a sizable customer group;

3. which these customers value and are willing to pay
for, and;

4. cannot readily be obtained elsewhere.

Evidence is needed that indicates customers are willing
to pay for the difference. This requires a perspective from
the customer's view rather than an internal focus. Day adds
that the establishment of a "customer franchise"” is an asset
that can be treated like any asset of a financial nature
because it can be converted into long run profitability.

(4) Jain (1985, p. 184) summarized the general view of
competitive advantage as a "barrier" against competitors.
Jain limits these to cost differentials, price or service
differentials. When successful they allow higher margins
than competitors' earn and are sustainable, in a practical
sense, are invulnerable to competition.

To summarize the idea and value of competitive advantage
is to recognize its sustainability against competitors when
at the same time satisfying some customer need. Lastly, a
competitive advantage should direct the firm towards meeting
its own objectives (often related to a profit goal). While
there are many potential sources of advantage, simply being

different is not the same as being better.
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Sources Of Competitive Advantage

Markets which display competitive behavior often contain
firms seeking to establish positions uniquely distinguished
from each another. The objective is to find some specific
capability which can be successfully employed as a basis for
establishing a competitive strategy. These are preferably
capabilities which other firms are not able to easily match
or duplicate.

A number of dimensions are possible as potential sources
of competitive advantage. The dimensions include more than
just marketing policies. Operating policies also provide
sources of advantage. The literature mentions dimensions
from all the functional areas of a firm. Table 4 - Sources
Of Competitive Advantage, lists a large number of these
sources (identified by the author who suggested the source).

The list is a comprehensive, but not exhaustive,
assembly of the many factors which may be potential sources
of advantage. It extends well beyond the marketing area to
illustrate this point. Those considered supply-side sources
may in fact be more important than the marketing mix policies
found in the market, contingent of course, on the nature of
the market and competition being faced.

An extensive list of sources has been provided by Hitt
and Ireland (1985) which include 55 separate items. Another
set of sources supplied by Aaker (1984, p. 66) enumerates a
long list of dimensions. Both these lists contrast sharply

with the three generic strategies provided by Porter (1980a,
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Table 4

Sources Of Competitive Advantage

Source Of Advantage DA WA EC JC GD WF GR JO MP SPE SS UA WW
advantaged position X X X X X

advertising; sales
promotion X X X
after sale service X X X X X
brand name; loyalty X X X
plant capacity X X X
condition of sale X
control resources X
cost-shared output X
cost economies/scope X X X X X X
credit/financing X X X
differentiation X
distribution system X X X X
early entry X
equipment used X X
financial structure X X
information support
inventory/logistics
labor conditions X
legislative influence X
management quality X
operating flexibility X X X X
negotiating ability X X X
contracting
niche positioning X X X
packaging X
patents/technology
product innovation X X X X X X X X
price leadership X X X X X
process innovation X
product design X X X X
product leadership;
variety X
quality/performance X X X
sales services X
sales force; trade
relations X X X X
trade barriers X
transportation X X
warranty X

E T

DA-David Aaker (1984) WA-Wroe Alderson (1957)
EC-Edward Chamberlain (1965) JC-J.M. Clark (1961)
GD-George Day (1984) WF-William Fruhan (1972)
JO-John O'Shaughnessy (1984) MP-Michael Porter (1980)
SPE-Shirley, et. al. (1981) WW-Weitz & Wensley (1984)
SS-Stephen South (1981) UA-Udell & Anderson (1968)
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p. 35) of low cost, nicher or differentiated position. The
point is that competitive advantages may be established on
one or more of these capabilities and should not be thought

as limited to only a few choices.

Studies Which Have Directly Examined Competitive
Advantage: Fruhan (1972a) and Cook (1983)

Two studies which directly examine competitive advantage
in rivalous market situations are provided by Fruhan and
Cook. Each study is discussed below for its contribution to
the understanding of this concept.

The first study, by Fruhan (1972a), examines the U.S.
domestic airline industry at a time when this industry was a
regulated sector of the American economy. Several factors
normally considered discretionary strategic options are found
in the airline industry to be subject to regulation which
circumscribes available options open to management in
deciding their strategy.

The major objective of Fruhan's study was to discover
how competition is practiced in this market subject to the
CAB's intervention. The agency's involvement in setting
policy in several key areas directly restricted management's
decision making discretion. The result of this examination
of CAB policies indicates a loss of market share from large
airlines to small airlines due to CAB decisions.

Fruhan indicates that competition in this market centers
around the type of equipment used, flight frequency, and

favoritism granted by the CAB. Key issues involving CAB
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policies include route awards and setting rate fares. These
are identified as sources of advantage with the latter two
factors bestowed by regulatory fiat.

Interestingly, the decision regarding revenue generation
and fare structure, where the firms were compelled to follow
CAB policy, produced the most disagreement. Arguments were
usually over the size of rate increases and fare structure
which affected revenue generation differently. O0Oddly enough,
price setting is the area where oligopoly theory, suggesting
collusive behavior, should be most evident.

The important point made here is that several avenues
are available for achieving competitive advantages. This
study was well prepared and analyzed even though it involved
a regulated sector of the economy. As such, the study is
notable for capturing the full context of identifying
advantages for use when formulating strategy, even though the
full range of decision variables were not available for
strategy formulation.

A second study focusing on this concept involves Cook's
(1983) development of "strategic marketing ambition" used in
his study of the U.S. automotive market. This study equates
"ambition" with firm marketing investment, relative to its
market share, as indicating the strength of the advantage.
The difference between share of marketing investment and
share of market corresponds to its identified differential

advantage. Equating "ambition" with "advantage" as similar
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concepts is bothersome without a definition of advantage
being provided.

This study appears to be a variant of market attraction
models. However, it fails to establish why this measure is a
proper definition of differential advantage. Ambition relies
on current period firm marketing investment relative to
competitors' effort as the basis for determining advantage.
It unfortunately ignores past marketing mix decisions and
their carryover effects.

Additionally, this view limits advantages to only the
demand-side of strategy and does not consider supply-side
factors as potential sources. This approach assumes that
only marketing policies can produce competitive advantages.
It fails to recognize variations in response coefficients for
separate mix variables that may produce different effects on
different customer groups. Finally, it leaves no room for
market effects to influence market share, (e.g.), market
growth or entry barriers.

SUMMARY--Competitive advantage focuses on finding those
factors which are attractive to customers and effective at
competing against rivals enabling the organization to meet
and accomplish its objectives. An advantage can be either a
demand-side or supply-side factor but is one specific to the
nature of the firm. The definition provided in this
dissertation is one that can be operationalized for research
purposes unlike many suggested definitions which tend to be

merely descriptive.
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Methodology Review Of Previous Model Building Research
The review of marketing strategy models examined here
extends back to the mid-1960s. This early research focused
on a simple vein of inquiry initially predicting either
market share or sales response from single equation models.
More recently, research has become more sophisticated in its
development by adding environmental, lagged mix variables and
competitive effects in multiplicative, simultaneous equation

modeling systems.

Examination Of Marketing Model Building Texts

Two books which examine marketing model construction are
Marketing Models And Econometric Research (Parsons and
Schultz, 1976) and Building Implementable Marketing Models
(Naert and Leefland, 1978). These are discussed first since
their comments are applicable to the model building process
in general. The Lilien and Kotler (1983) textbook Marketing
Decision Making also investigates this same line of inquiry
providing additional comments on this type of research. The
book is not discussed here although several references to
this work are made in other parts of the dissertation.

Parsons and Schultz (1976): This book provides an
extensive review of research studies where the dependent
variable was either firm sales or market share. The use of
firm sales as the dependent variable represents an attempt to
model the effects of marketing strategy in a manner

consistent with actual business experience.
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Early marketing model studies presented several problems
since resolved in later research. The first question to be
addressed are environmental effects impacting the firm. The
premise examined here is whether these effects will impact
each firm in the market equally or if their affect will vary
across participants. When the economy is fluctuating during
the course of the business cycle it is easy to observe that
some firms are more affected than others. These variations
should not be assumed away in the model's construction but
should be directly specified and tested for their presence
and impact.

Second is the problem of finding incorrect coefficient
signs than those theoretically expected. This problem is
reduced when using sales as the dependent variable since it
does not constrain the sum of squares estimates as happens
when market share is used. A third problem in earlier wcrk
was the use of single rather than simultaneous equations.
This modeling form also explains some of the problems found
with incorrect coefficient signs. Specification errors due
to incorrect model form introduce coefficient bias because of
this problem.

Estimation methods have gradually expanded to include
econometric techniques employing a variety of simultaneous
equation solutions. If brand is specified as the dependent
variable and the equations include endogenous variables, use
of two-stage least squares (2SLS), three-stage least squares

(3SLS) or seemingly unrelated regression (SUR) estimation
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should be employed. Each method reduces the contemporaneous
correlation among residuals and facilitates estimation of
consistent, asymptotically unbiased estimators. The models,
when specified in multiplicative form, estimate parameters as
elasticities facilitating comparisons without regard to unit
of measure of the variable.

Managers would like to have knowledge of any competitor
effects impacting the firm especially prior to formulating
and executing their marketing strategy. Competition can be
handled by using one of three methods. First, by ignoring
it, which seemingly goes against marketing theory and logic.
Second, as an implicit variable such as a summary, share, or
a relative measure of the firm versus firm.

The third method is inclusion as an explicit variable by
directly specifying it as part of the equation. Where this
method is used competitor variables become part of the model
specification rather than assuming they are implicitly
captured. The simultaneous, multiplicative model can reveal
any important market and competitive factors by this method
of construction.

Naert and Leefland (1978): This text adds to the above
review by Parsons and Schultz. Models which utilize the
direct method include competitor effects are static unless
lagged effects are included to capture the impact of prior
marketing decisions. This model more accurately reflects the
nature of oligopolistic markets because lagged variables

capture this feature as part of their specification.



61

Competitor response models are of two types of effect.
Simple effect models assume the same marketing variable is
the response variable (e.g.), price to price. Mixed effect
models are characterized by different marketing mix elements
as the competitive weapon (e.g.), price to advertising. The
Naert and Leefland models are broad based being able to take
into account demand and market share effects, dynamic market
changes, competitor actions, and previous marketing policy
decisions along with current marketing mix decisions. This
set of models can be estimated in additive or multiplicative
specifications. The advantages for each estimation method
are discussed in Parsons and Schultz.

An assumption often implied in sales response models is
that the values for the coefficients in the equations are
identical for every seller in the market. This assumption
directly conflicts with the rationale for forming a separate
competitive strategy by each firm. One advantage with the
multiplicative form is that it does not make this assumption
in its specification.

The multiplicative models specification can easily adapt
to variations among firm strategies, a key premise implicit
with marketing theory and practice. However, the models are
not free of the usual problems of multicollinearity, serial
correlation and heteroskedasticity. The authors warn that it
is not justifiable to use simple market attraction models due
to computational simplicity if the sacrifice is a trade-off

of model specification and improved estimation.
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Review Of Previous Marketing Response Model Research

Kotler (1965) looked at the effects of marketing mix
variables on sales for a new product entering the market, in
this case, a small novelty item. First, market demand was
estimated followed by individual firm sales in which sales
were assumed to vary directly, but not proportionally, with
total marketing effort by each seller.

The study specified multiplicative form equations using
a simulation method to examine variable effects (covering a
sixty month time period). These models were tested in nine
models of competitive strategy. Sales were assumed to vary
with level of marketing effort by each seller relative to the
level of effort by its rivals. A major weakness of this
study was the finding that a non-adaptive strategy produced
the best equation to guarantee a minimum profit. The result
is contrary to competitive strategy rationale of adapting to
market changes and competitor actions.

Frank and Massy (1965) designed a market segmentation
study which involved competitive effects, price and "deal"”
variables for the sale of a frequently purchased consumer
item. The objective was to determine which factors affect
market share for a particular brand in each of three market
segments.

Competition was represented as relative measures for the
price and deal variables of both current and lagged time
periods. The interest here was in measuring the response

elasticities between brand share for each variable based on
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the belief that segment responses should be significantly
different and knowing that the magnitude of these differences
can be used to effectively segment the market. The results
confirmed differences for both size of magnitude and level of
significance between segments.

Weiss (1968) studied the effect on market share of two
marketing variables, price and advertising, specifying both
linear and log linear models. The product was a frequently
purchased, widely distributed consumer product. One flavor
predominated the product line with the four largest brands
accounting for 65% of total sales.

Highest R-bar? criterion was used to evaluate and select
the best equation which used the "ratio" method (for example,
firm A relative to the market average) to account for
competition, specified in log linear format, including a
dummy variable for product quality. Price was found to be
significant but advertising was not. The equation reported
an R-bar? value of 0.935.

Bass (1969) studied the effect of advertising on sales
using a multiplicative, simultaneous equation model. Since
the exact nature and direction of influence between sales and
advertising can not be obtained with a single equation model
use of a simultaneous equations system is justified. The
equations were estimated using two-stage least squares.

Bass and Parsons (1969) note that earlier work involving
the sales—advertising relationship centered on predicting and

forecasting requirements with little concern for testing
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hypothesis. Importantly, finding the correct specification
of the model is necessary if analysis is to indicate which
factors affect sales. To determine whether the proper model
has been identified examining the outcomes of predictive
tests of model parameters should be used in preference to
employing a forecasting criterion.

This study examined a frequently purchased consumer item
in an oligopolistic market situation. The model specified
current advertising, price, and quality variables plus use of
lagged advertising variable as a dynamic effect. Sales were
hypothesized to be a function of firm marketing mix, lagged
advertising and the effects of competitor strategies. The
second equation in this system used advertising as the
dependent variable with independent variables including
lagged advertising and current sales level.

Lambin (1969) studied the profitability of advertising
for a frequently purchased consumer food product using a
marketing mix model that included three marketplace related
variables and four management decision variables to explain
quantity sold per one-thousand capita. The study centered on
one seller's policies using marketing mix variables to
estimate the profitability of advertising.

With this specification Lambin showed that by applying
the Dorfman-Steiner rule the positive effect of advertising
on profits can be optimized. The model shows its usefulness
for predicting sales and, therefore, guiding managers setting

marketing mix policies and deciding strategy.
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Lambin (1970), in a similar study, examined the market
for a small electrical appliance item. The purpose of the
study was to determine the optimal allocation of marketing
mix expenditures for achieving its market share objective.
This model used price, product differentiation, and quality
with the dependent variable market share. Marketing effort
was optimized through utilization of a resource allocation
rule based on the Dorfman-Steiner rule. The "relative"
elasticity of marketing variables, compared to the market
average for all sellers, was used for including competitive
effects. Use of equation "fit"™ as a criterion appears to be
the determining factor for deciding its suitability.

Schultz (1971), in an early study using simultaneous
equations containing lag effects, examined a city-pair air
travel market. In this study, estimates were made for total
passenger demand using a single equation multiple regression
model. Equations were estimated in both log-linear and lag
form using a one period lag specification. One objective of
the study was to find the optimal set of marketing variables
to maximize firm profits.

The study employed three estimation procedures. Models
were estimated using ordinary least squares, two-stage least
squares, and three-stage least squares. Three-stage least
squares provided consistent structural parameter estimates in
preference to ordinary least squares which are known to be
inconsistent and biased (p. 156). The three-stage least

squares procedure is likewise preferred to two-stage least
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squares as well (p. 157). With this system, an attempt is
made to simulate causal ordering in an attempt to capture the
marketing decision making process.

Beckwith (1972) employed an iterative Zellner efficient
method (IZEF) to obtain a set of consistent coefficient
estimates in a five equation simultaneous model system for
brand share of a consumer good item. This model recognized
that the covariance matrix of disturbance terms was not
diagonal and, therefore, not independent across the system of
equations.

The solution to these estimation problems was the use of
IZEF (also referred to as seemingly unrelated regression).
High R? values were found for each equation (at 0.92 and
above). Advertising coefficients were found significant as
were the lagged market share coefficients.

Schultz (1973) examined marketing factors which included
marketing mix, lagged mix and competitive effects in sales
response models containing simultaneous relationships. The
use of econometric solution procedures is preferred because
simultaneous variables can all be handled within this model
framework.

Three methods of accounting for competition are outlined
and discussed. The endogenous method directly includes
competitor variables is preferred since it more closely
approximates oligopolistic market conduct. When models are
specified to include competitor variables in this manner the

disturbance terms are assumed not to be independent thus
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necessitating the use of simultaneous solution methods such
as SUR (p. 20).

Competition based models provide a more complete picture
of market behavior but are recognized to be more difficult to
implement. The reason for this is related to acquiring
sufficient data which is the major problem. Evaluating this
type of model uses rigorous predictive tests although Schultz
admits that "goodness of fit" is often used as the decision
criterion (p. 24).

Wildt (1974) studied the effect of competition on market
share using the seemingly unrelated regression method. The
product studied was an infrequently purchased consumer item
sold through food stores where the top three brands accounted
for the majority of market sales in this oligopolistic market
situation.

Independent variables included firm share of new product
activity and relative price in addition to three advertising
and promotion variables (local and network TV spending and
total media spending for advertising). A dummy variable for
seasonal effect was also added. Market share was specified
as'the dependent variable in the first equation making it the
only lagged variable specified in these equations. For the
advertising and promotion equations the lag variables used
were different across equations.

The equations were estimated using SUR, a method first
suggested by Zellner in 1962. This procedure was repeated

until no further efficiency gains were achieved making this
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essentially a successive iteration process. An advantage of
this process is the improved efficiency gained compared to
ordinary least squares (OLSQ). The three firm market share
equations showed fairly high R? values ranging between 0.867
and 0.840.

Wildt accounts for competition three ways: (1) directly
by inclusion in the market share equations, (2) through the
market share covariance matrix, and (3) through significant
competitor mix variables in the advertising and promotion
equations. In solving the advertising equations OLSQ was
used while generalized least squares (GLS) was used for the
three promotion equations. The R? statistics ran between
0.856 to 0.322 for these latter six equations.

This study is interesting because competition is treated
directly using endogenous variables. Interestingly, this
system recognizes conjectural interaction and the problem of
anticipating competitors' actions and reactions. Since the
level of competitive activity is not known in advance the
assumption is made that the most recent experience is the
best information available (p. 53). Thus, it is assumed the
expected level of competitor marketing effort will continue
the same or nearly the same as that recently experienced or
"learned” from the market.

Houston and Weiss (1974) evaluated the effects of lagged
advertising on market share in a study of a low cost, widely
distributed, frequently purchased, food item in the Chicago

trading area. Panel data was gathered on a number of
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quantity purchased, advertising expenditures, and prices for
three major brands over a four year period. The sample
contained twenty-four data points for each of three brands in
a market characterized as an oligopolistic.

The model was tested in both additive and multiplicative
forms with the latter containing more significant wvariables
than the former. The model included current price and three
lagged variables, one each for advertising, price and market
share. Competitive effects were included as ratio variables
for both the price and lagged advertising expenditures.

Using OLSQ would fail to account for the contemporaneous
correlations across equations necessitating application of
joint generalized least squares (JT/GLS) when estimating the
model. Where variables were found insignificant they were
constrained to zero with the equations re-estimated for each
brand. The results of this step found each equation to vary
in specification with the weakest brand containing only the
price variable. In contrast, the leading brand in this
market had all its variables significant.

Nakanishi and Cooper (1974) developed a Multiplicative
Competitive Interaction model specification. The objective
was to capture the interactive effects of competition on the
firm's market share. The advantages of this specification
include guaranteeing that the market shares will be greater
than zero and sum to one. This condition cannot be met with
multivariate linear regression models, a criticism noted by

Naert and Bultez (1973).
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In Monte Carlo simulations with sample sizes of 50, 100,
and 200 trials and 100 runs each, GLS results were found to
produce better estimators than using OLSQ (p. 308). The use
of ordinary least squares (OLSQ) is inappropriate since the
coefficients will not be minimum variance although they will
be unbiased and consistent (p. 306). While the properties of
GLS estimators are not well known these coefficients are more
efficient than OLSQ.

Moriarty (1975) examined a low cost, widely available,
frequently purchased consumer product. Understanding the
differences between marketing mix variables across market
segments was the objective of this study. Knowledge of how
market shares are affected by different marketing policies is
important information particularly when the results are known
to vary across segments due to differing marketing policies.
This approach is opposite the usual practice of aggregating
results to measure policy effectiveness.

The purpose of the study was to discover which marketing
policies varied by segment due to unique market differences.
The dependent variable was specified to be firm brand share.
Procedural questions arise in this type of study because of
the problem of determining 'a priori' when it is appropriate
to use aggregated versus disaggregated market models.

Data for this study was obtained on twenty-five sales
districts covering twenty-five monthly periods. The model
included competitive volumes and prices of six major firms

for each sales district. Competition was handled in terms of
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relative volume and relative price. Local television
advertising, however, was included for only the brand which
was the focus of this study. The use of the lagged market
share was justified on the basis of market share volatility
by district and then incorporated as a "carryover" effect to
represent the effectiveness of previous marketing policies.

The study divided the market into multiple segments and
estimated each equation separately to test for differences
between coefficients. Differences were found important for
magnitude of effect and level of significance across market
segments. For each equation competition was handled by the
ratio method for price (advertising was not included here).
Moriarty concluded that simultaneous equation systems are
useful for examining competitive effects among firms.

Lambin, Naert and Bultez (1975) looked at the problem of
finding the optimal marketing mix using a Dorfman-Steiner
rule for determining profit maximization. A general model
was developed which included competition directly and
marketing mix variables while adding primary demand as a
market effect variable. Both "simple" competitive effects
and "multiple" competitor effects were included in the
models. Examples from the literature are cited to illustrate
these particular models.

This study examined three brands (90% of market volume)
testing for competitive effects and dynamic market growth.
The model was specified in multiplicative, simultaneous

equation form and solved by two stage least squares (2SLS).
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Independent variables included price, distribution, media
advertising and product quality (supplied judgmentally). The
market was defined as a differentiated oligopoly with data
available for seven yearly periods which covered four
geographic markets.

This sales response model showed that the simultaneous
effects of expanding market demand and firm marketing mix
elements co