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ABSTRACT

THE PARADOX OF ASYMMETRIC COMPETITION: ASYMMETRIC RIVALRY AND ASYMMETRIC
COMPETITIVE ANALYSIS

By
Sonia Manjeshwar

The literature on asymmetric competition has largely portrayed asymmetry to be a
competitive advantage. However, this assertion has been made on the basis of studies that
assume perfect rationality and ignore cognitive limitations of firms. The salience of assuming
cognitive limitations becomes evident when we decompose the concept of asymmetric
competition into its individual components of interfirm rivalry and competitive analysis (Chen
1996). At the action level of interfirm rivalry, asymmetry captures the one-sided, action-
response dynamic between competing firms, and denotes the competitive advantage of
attacking your rivals with impunity. Seen from a focal firm’s point of view, asymmetry at the
cognitive level of competitive analysis implies a dangerous situation, indicating the firm’s
inability to recognize or respond to competitive threats from outwardly insignificant
competitors (Chen 1996; Desarbo, Grewal, and Wind 2006).

The purpose of this study is to develop a theoretical understanding of the paradoxical
phenomenon of asymmetric competition and provide insight into why such contradicting
outcomes occur. Furthermore, we consider that competitive experience is embedded within
the larger context of institutional norms, political systems, and social network structures

(Desarbo, Grewal and Wind 2006; Grewal and Dharwadkar 2002).



Using data from 41 publicly traded firms in the U.S. retail industry observed over a ten-
year period (2003-2012), we examined the paradoxical nature of asymmetric competition. Our
results strongly suggest that while strategic adaptations to a context’s logic of competition lead
to the favorable consequence of asymmetric rivalry, some of the same strategic adaptations
lead to the adverse effect of asymmetric competitive analysis. We found that firms’ defensive
manipulation of political logics in the form of money spent on campaign finance and lobbying is
significantly and positively related to the focal firm’s ability to carry out greater number of
competitive actions relative to rivals. However, defensive manipulation of political logics was
also found to be significantly and positively related to the focal firm’s market share erosion,
indicating impaired awareness that characterizes asymmetric competitive analysis.

Similarly, we found that when firms had a hierarchical distribution of positional
embeddedness among their key decision-makers, they were able to perform more competitive
actions compared to their rivals. However, we also found that a hierarchical distribution of
positional embeddedness among key decision-makers to also be positively and significantly
related to the firms engaging in a narrow repertoire of competitive actions, indicating
exploitative behaviors associated with asymmetric competitive analysis.

Our results bear important implications for future research, managerial practices, and

public policy, on a topic that has been largely overlooked in the marketing strategy literature.
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Chapter 1: Introduction

“And how many hours a day did you do lessons?” said Alice, in a hurry to
change the subject.

“Ten hours the first day,” said the Mock Turtle: “nine the next, and so on.”

“What a curious plan!” exclaimed Alice.

“That's the reason they're called lessons,” the Gryphon remarked: “because
they lessen from day to day.”

Lewis Carroll, Alice’s Adventures in Wonderland (1865, p. 145)

Studies have demonstrated that decision-makers in organizations have certain innate
cognitive and inferential limitations, which makes extracting lessons from experience to be
both challenging and unreliable. Scholars have attributed these cognitive limitations to
psychological factors of bounded rationality, heuristics and biases, as well as sociological factors
pertaining to decision-makers’ tacit beliefs regarding interpersonal interactions. These
limitations demonstrate their corresponding effect on reducing organizational efficiency and
responsiveness (Levinthal and March 1988; Simon 1955; Tversky and Kahneman 1983;
Edmondson 1999). While cognitive processes of strategists have been shown to impact how
firms identify competitors and why firms get blindsided by seemingly unknown competitors
(Porac and Thomas 1990; Zajac and Bazerman 1991; Zahra and Chaples 1993), existing research
has fallen short of incorporating such cognitive limitations into studies of dynamic competition,

particularly those competitive encounters that are asymmetric in nature. Competition is



asymmetric when a focal firm competes more intensely with its rival, compared to the intensity
with which the rival competes with the focal firm (Desarbo, Grewal and Wind 2006; Chen
1996). The salience of cognitive limitations become evident when we decompose the concept
of asymmetric competition into its individual components of interfirm rivalry and competitive
analysis (Chen 1996). At the action level of interfirm rivalry, asymmetry captures the one-sided,
action-response dynamic between competing firms, and denotes the competitive advantage of
attacking your rivals with impunity. On the other hand, seen from a focal firm’s point of view,
asymmetry at the cognitive level of competitive analysis implies a dangerous situation,
indicating the firm’s inability to recognize or respond to competitive threats from outwardly
insignificant competitors (Chen 1996; Desarbo, Grewal, and Wind 2006). The purpose of this
study is to develop a theoretical understanding of the paradoxical phenomenon of asymmetric
competition and provide insight into why such contradicting outcomes occur.

While scholars in marketing and strategy have acknowledged the problem of
asymmetric competitive analysis, theoretical development, as well as empirical research of this
phenomenon, has been scarce. Furthermore, existing research discounts the cognitive bounds
and biases of decision-makers, reducing asymmetric competitive analysis to a simplistic
problem that occurs due to the misidentification of competitors. Instead, research has been
mostly limited to defining competitors along the parameters of strategic group membership or
benchmarking rivals along certain supply-side and demand-side factors (Carpenter, Cooper,
Hanssens, and Midgley 1988; Desarbo, Grewal, and Wind 2006; Chen, Su and Tsai 2007).
Additionally, while scholars have acknowledged the presence of blind spots and biases that

make competitive analysis subjective, empirical studies of competitive interaction assume



rational choice in their models of competitive analysis, with firms analyzing and attacking rivals
on the basis of objective criteria such as market overlap, multimarket contact, and resource
similarity (Chen 1996; Upson, Ketchen, Connelly and Ranft 2012).

In reality, competitive analysis goes beyond simply identifying competitors, and includes
a cognitive component that draws lessons from competitive experience, and occursin a
complex reality that is shaped by contextual factors that enable a focal firm to formulate an
appropriate course of action against competitive threats (Porter 1980; Zahra and Chaples 1993;
Barnett 2008). Insights from organizational learning theory suggest that boundedly rational
organizations seek to simplify competitive experience by drawing lessons from recent
competitors and from competitive encounters that occur on home turfs (Levinthal and March
1993). Organizations also tend to specialize in a narrow set of competencies by frequently
exploiting tried and tested strategies, thereby simultaneously gaining competence in a narrow
repertoire of competitive actions and reducing the incentive to develop alternative strategies.
Thus, although the tendency to simplify and specialize lessons of competitive experience are an
efficient way to deal with complexity for boundedly rational firms, these processes also lead to
myopia (Levinthal and March 1993), because simplifying competitive experience by treating
current competitors and immediate market environment with relevance puts the focus on a
narrow range of competitors, which compromises competitor identification, a precursor to
competitive analysis. Additionally, specializing in a narrow niche of competitive actions leads to
competence traps. Strategies that were successful in their original contexts trap firms into
reutilizing them until they are no longer effective, and reduce the incentive to develop

alternate adaptive responses (Cohen and Levinthal 1994).



Furthermore, competitive experience is embedded within the larger context of
institutional norms, political systems, and social network structures that determine the validity
and legitimacy of competitive actions (Desarbo, Grewal and Wind 2006; Grewal and
Dharwadkar 2002). At the same time, firms are known to be more than just passive conformists
of institutional norms, and are known to act entrepreneurially to manipulate the institutional
environment to their advantage (Oliver 1991). The existence of multiple institutional logics in
markets, make markets inefficient and costly for firms to adapt to each logic. Firms are known
to circumvent the problem of multiple institutional logics by initiating innovative change that
prevail over multiple logics, and building legitimacy for the innovative product or service with
the help of branding or trademarks (Suchman 1995; Mendonca, Pereira and Godinho 2004).
Likewise, studies on corporate political activity have shown firms to manipulate political logics
in order to defend their self-interests and enhance their competitive advantage (Stigler 1971).
Such manipulation of political logics by firms involves using specific tactics to create resource
asymmetries and increase their rivals’ costs, such as lobbying and political campaign
contributions (Hillman and Hitt 1999; Oliver and Holzinger 2008; Capron and Chatain 2008).
Lastly, firms are known to strategically embed themselves into the surrounding social network
to gain access to network resources and reduce a rival’s ability to respond to competitive
actions (Gnyawali and Madhavan 2001). Although, the importance of context in competitive
structures is evident from the aforementioned research, there is a gap in the literature with
respect to the context-specificity of asymmetric competition.

This study aims at addressing the gaps that have been identified in the literature with

respect to the context-specificity and the cognitive, inferential limitations of asymmetric



competition. More specifically, our goal is to address these gaps in the literature to understand
the contradictory implications of asymmetric competition with respect to the positive outcome
of asymmetric rivalry and the negative outcome of asymmetric competitive analysis.
Evolutionary theories of adaptive learning such as the Red Queen theory of competition may
offer an answer as to why such opposing competitive asymmetries exist (Barnett and Hansen
1996; Barnett 2008). The Red Queen refers to competition as a self-reinforcing race, in which
organizations adapt to their context’s logic of competition, making them stronger competitors,
which trigger attempts in rivals to respond to a focal firm’s competitive moves, evolving into a
process of reciprocal causality. While successful adaptations to competition generate lessons
that inform future courses of action in firms, over time, these lessons are overexploited, turn
obsolete and trap the firm into using the same competencies, leading to asymmetric
competitive analysis and the erosion of competitive gains (Barnett 2008).

A key assumption of the Red Queen theory is the context specificity of competition,
where inter-firm rivalry is assumed to vary considerably across contexts. Thus, what it takes to
create asymmetric rivalry in one context could turn into a losing strategy once the context
changes over time or space. Achieving asymmetric rivalry depends on how well adapted the
focal firm is to the specific competitive logic that prevails in its context. This competitive logic,
also known as the logic of competition, details the formal and informal rules or principles that
determine who can compete, how they compete, on what criteria they succeed or fail, and
what are the consequences of success or failure (Barnett 2008). However, logics of competition
vary over time and space and while strategic alignment with the context’s logic of competition

creates favorable asymmetries with rivals, once the context’s logic of competition changes, the



same strategic adaptations affect the competitive analysis of the boundedly rational focal firm,
making it difficult for the firm to anticipate and respond to competitive threats from unknown
rivals (Levinthal and March 1993; Barnett 2008).

Advocating the application of multiple theories to explain complex phenomena, Weick
(2007, p. 16) asserts that “It takes richness to grasp richness”. Accordingly, we use the Red
Queen as our model’s overarching theory, and apply multiple theoretical insights to understand
the complexity of asymmetric competition. To resolve the paradox of asymmetric competition,
we follow Poole and Van De Ven’s (1989) recommendation and situate the paradox at two
different levels of the firm, at the level of competitive analysis and at the level of competitive
rivalry.

The main argument in our paper is as follows: Asymmetric rivalry occurs when, relative
to its competitors, the focal firm strategically adapts to the logics of competition, prevailing in
the institutional, political and social context of the market structure. However, paradoxically,
some of the same strategic adaptations create systematic errors in the focal firm’s lessons of
competition, leading to the unintended consequence of asymmetric competitive analysis. For
example, strategically adapting to the context’s political logic of competition, by way of
financing political campaigns and government lobbying, enables the focal firm to carry out a
greater number of competitive actions compared to its rivals. The rationale being, currying
political favors allows the firm to enact legislation, pass laws and set industry standards,
without having to worry about adapting to market contingencies. However, the power of being
able to influence the market rather than adapt to its contingencies, reduces the firm’s incentive

to develop new adaptive capabilities. The strategy of manipulating the political logics is



exploited and refined into a skill, leading to the atrophy of capabilities necessary in responding
to change.

Our study modeled asymmetric competition in terms of the action-response dynamic of
firms, by using methodology from competitive dynamics theory (Smith, Grimm and Gannon
1992). To that end, we defined asymmetric rivalry as the total number of competitive actions
taken by the focal firm, relative to rival firms. In line with competitive dynamics methodology,
an action was defined as “externally directed, specific and observable competitive moves
initiated by the firm to enhance its relative competitive position” (Smith, Ferrier and Ndofor
2001; p. 321). We conceptually defined asymmetric competitive analysis as the reduced ability
in the focal firm in responding to competitive threats. We operationalized the construct of
asymmetric competitive analysis in two ways. First, in terms of action repertoire simplicity that
measures the extent to which firms engage in only a narrow set of repetitive actions, typical of
exploitative learning behaviors of asymmetric competitive analysis. And second, we use the
metric of market share erosion, to capture impaired awareness associated with asymmetric
competitive analysis (Ferrier, Smith and Grimm 1999).

The context’s institutional, political and social logics of competition were
operationalized in the following ways: we measured the proactive manipulation of the
context’s institutional logic of competition by the number of active registered trademarks and
service-marks filed annually by the firm each year; and we operationalized the defensive
manipulation of political logics by the total amount spent on campaign finance and lobbying by

firms annually.



Adaptation to the context’s social logics is captured at two conceptual levels: positional
and structural embeddedness. Scholars have proposed board interlocks to be indicators of
firms’ network embeddedness (Mizruchi 1996; Granovetter 1985). A board interlock occurs
when a board director affiliated with one company sits on the board of directors of another
company, joining the two companies into an interlock. Positional embeddedness highlights the
informational benefits that accrue from network centrality, i.e., the extent to which firms
occupy a central position in the network by virtue of being connected to many significant ties
(Wasserman and Faust 1994). Positional embeddedness is operationalized in two ways, first,
using degree centrality, expressed in terms of the number of corporate boards that the focal
firm is connected to via interlocks. Secondly, networks of interlocking board directors represent
a particular type of network known as affiliation or two-mode networks that have two distinct
sets of nodes or social entities (corporate boards and directors), where ties occur between
corporations as well as between directors serving on the corporation’s board (Borgatti and
Everett 1997; Robins and Alexander 2004; Opsahl 2013). In network research, a distinction is
made between two-node sets based on which node set is more responsible for the
embeddedness of the firm (more responsible for tie creation). Scholars consider both nodes of
directors and corporate boards as primary nodes (Mizruchi 1996; Shropshire 2010; Opsahl
2013). Therefore, we also captured positional embeddedness among board members of focal
firm by using a metric of inequality, such as the Gini coefficient, to gauge the impact of having
board members that vary in embeddedness (degree centrality) on the focal firm’s board. Since

research suggests that a lopsided distribution of positional embeddedness among board



directors influences group dynamics and decision-making in firms, we model its impact on
asymmetric competition (He and Huang 2011).

Structural embeddedness refers to the structure and configuration of a firm’s network
of ties, which help organizations gain access to unique information through indirect ties, to
monitor competitors, and to enjoy reputation effects of being associated with high status
partners (Burt 2010). Structural embeddedness is operationalized by the number of Fortune
1000 firm directors on a focal firm’s corporate board, indirect corporate board ties to rival
firms, and the representation of financial institution representatives on the focal firm’s board.

Our study sets forth to answer the question: Why are firms their own worst enemies?
Specifically, why do strategic adaptations made by firms to the context’s logic of competition
create favorable asymmetries with rivals, and why do some of those same strategic adaptations
create the unfavorable consequences of asymmetric competitive analysis? Unlike previous
studies we: (a) consider the cognitive and inferential limitations of firms in dynamic competitive
encounters that are asymmetric in nature; and (b) take into account the context-specificity of
competitive interaction.

Our results strongly suggest that while strategic adaptations to a context’s logic of
competition lead to asymmetric rivalry, some of the same adaptations lead to the adverse
effect of asymmetric competitive analysis. We found that firms’ defensive manipulation of
political logics is significantly and positively related to the focal firm’s ability to carry out greater
number of competitive actions relative to rivals. However, defensive manipulation of political
logics was also found to be significantly and positively related to its market share erosion,

indicating impaired awareness of asymmetric competitive analysis. Similarly, we found that



when firms had a hierarchical distribution of positional embeddedness among its key decision-
makers they were able to perform more competitive actions compared to their rivals. However,
we also found that a hierarchical distribution of positional embeddedness among its key
decision-makers to be positively and significantly related to the firms engaging in a narrow
repertoire of competitive actions, indicating exploitative behaviors associated with asymmetric
competitive analysis. Our results have important implications for the concept of asymmetric
competition, a topic that has been largely overlooked in the marketing strategy literature.

Our findings challenge existing conceptualizations of asymmetric competitive analysis.
Namely, asymmetric competitive analysis has been attributed to reduced awareness that
occurs due to firms ignoring rivals who are not similar in resources or share common markets,
meaning firms are very vigilant of rivals that are similar to them in terms of resources and
market commonality (Chen 1996; Upson, Ketchen, Connelly and Ranft 2012). However, in our
study we found compelling evidence of asymmetric competitive analysis in firms that were
similar in resources and had sufficient market overlap, demonstrating that these factors alone
are not sufficient determinants of competitive analysis. By explicitly modelling the cognitive
limitations of firms and the context-specificity of competition in our study, we offer a better
understanding of the complex phenomenon of asymmetric competition.

This thesis proceeds as follows. The next section reviews the literature on asymmetric
competition, and outlines the theoretical framework for the relationship between strategic
adaptation by firms to context’s logic of competition and asymmetry at the levels of rivalry and
competitive analysis. In the third section we use the theoretical framework as a guide for

developing specific hypotheses that relate strategic adaptation of firms to asymmetric rivalry

10



and asymmetric competitive analysis. In the fourth section we describe our data, measures,
and methods, and in the fifth section we provide our results. Next, we discuss our findings,
considering how our results extend theory and extant literature. We also offer the managerial
and policy implications of our findings. Finally, we conclude with limitations and suggestions for

future research.
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Chapter 2: Conceptual Development

2.1 Asymmetric Competition: Asymmetric Analysis and Asymmetric Rivalry

Theoretical perspectives from the Resource-Based View (RBV) theory have
acknowledged that the existence of asymmet