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AN DVERVIEW

Competition  is & pervasive feature of all societies in which the desired
things -f life are provided by ~lternative sourcs . The neasd to withstand
compativicn must inevitably affect the structure and functioning of
cempating organizations, for competition makes multiple demands on tha:
organizationt fcr guick, well-coordinated adaptaticn to the competitive
moves of rivalss for ¢reative and innovative moves tc gain ap erge over
rivalsg for afficiercy in operations; for protecting the organiation
from future depredations.

The follouing points are developsd in the paper @

1) Unloss there is ingscapable or potantial conflict bf interest between
a.set of rival organizations, competitive conduct is unlikely.
Comoetitive conduct is therefore a property af thasn pival organi-
zations that hezvs a zero sum or variable sum struzturg %o thair
relations, that iss; have a competitive gsirugturg of relaticns.

2) Unlike several other features of ths srviraoneant, competition is
partly a grcisien varinble for the managsments cf oxganizations
with & corpetitive structure of -relatiops. The forn and the
intpngity of, corpatitive concduct are shapcd imporfantly by the
strobegic’eng tacticel cipices that competing organizatians meke
Ta gome extent one can foresee the seguence of intsractiva neuvas
thet may be unleashed by & compstitivye move, and 30 the decis..on
maker hasgy umuh_n limits, the frsedom tc hawe or rot to have or
have scme other sequence Of moves and counter—movee

3) Thers are several determinante of the intensity of inter-organi-

' zctional rivalry, such as number, size distribution; value
honcgeneity. ard coordination of competing orgenizatians and Lhe
orgsnizaticn and sephistication of their clientsle.  These
det .ainants ol rivalry are.shapcd in turn by -:ther factors. If ths
existence ©f tonpetitive conduct is a property of a conpetitive
structure cf relations, the: different intansities of vivalrou.
conduct 3T $ash A'prmoperty of differens clusters of the datecomirants
of rivalry, susih as thoeg idertified in the economic literatics as
market str\_ctu"esu ’

4) Compstitive conduct takes ssveral formmg, for examolae, price cempe ti-
tion, advert:slng and pramutlow, r@search and devalepment, var cical
integration, ang divereification. UWhat fo-m compatitive condugt
will take-is partly dete-mined by factors such as market coicertra—
tion, eExcess canaaity, pioduct dl?fprantlatlpn, :phnologﬁca'
oppertunity, and barriers to entry. It &s also, of course
dete*m1ﬁed by the preferences of kay declslon makirs in the soipeting
orgenlzaulona. “he fcrw -that competitive cenduct takes has . aortant
q;g&g;styat%ggxBOHSEQUGHCBS. The strategiaes af, c:mputlng ar;bnlzatlons,
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as well as the administrative arrangements these entail, are therefore
partially at lsast the properties of the domain's structural properties
like market concentration, product differentiation, excess capacity etc.
that importantly embellish the underlying zero sum or variable sum
structurs of relations,

5) The intensity of competition, too, has important administrative con-
sequences, particularly with regards to top lsvel goals, management
ideology, administrative and e xternal stratsgy, organizational
structure, and organizational functioning,

In short, the structural properties of a competitive domain, interacting
with (and partially determining) the opsrating orientations of kay decision
makers in the organizations constituting the competitive domain, give a
distinctive form (or forms) to the member organizations,

THE CONCEPT OF COMPETITION

Among social scientists, economists and political scientists have paid much
attention to competition between organizations. B8oth have ganerally seen
competition as being an engine of social good. In the case of firms, competition
is supposed to lead to greate? allocational efficiency, possibly also to

greater operating efficiency, In the cases of political partiss, competition
between them is supposed to lead to better representation of the wishes

of the electorate in the decisions of the polity and a more alert executiva
branch. Certainly, competition in the “markest place" for goods, services

and votes is a basic tenest of the dominant political and economic ideology

of western democracies,

Adam Smith conceived of competition as an independsent striving for patronage

by sellers: (1976). Such a view of competition is needlessly circumscribed,
Organizations compete not only for patronage but also for the means (raw
materials, inputs, equipment, labor, managers, etc.) by whi¢h to produce the
goods or ser ‘ices needed to secure patronage. In more recent times, economiste
have viewgd competition as rivalry in the markat place (e.g.. Phillips, 1962,
Scherer, 1970). As Scherer puts it, "ee.owe adopt the term Yrivalry' to
characterize much of the activity businessmen commonly call 'competition®,

The essance of rivalry is a striving for potentially incompatible positionse...e.
combined with a clear awarengsg by the parties involved that the

positions they seek to attain may be incompatible". (ibid,” p.9).

This view of compstition is a behavioural, psychological visw, for it
emphasizes a certain kind of striving or behavior, and also an awarghggsg of
possible consequences of such striving.2 But the definition also hints

at a certain structure in the relationship that may be best described as one
of at least potential negative interdependsnce. In other words, one
organization's gain could be the loss of a rival and vice versa, In ths
familiar language of game theory, the relationship may be 2 zero-sum rclation=
ship or, at begst, a variable sum relationship (Von Neumann and Morgehstern,
1844, Luce and Raiffa, 1957; for a game theoretic view of competition e3se
Henderson, 1954, Shubik, 1959)., Figures 1 and 2 illustrat: the assential
structure of zero sum and variable sum relationships,
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No collusion is posgible iIn a zero-sum game (?igure 1)e The best

strategy that can be followed is one of minimizing the maximum regqret

for the range of available alternatives. Competition for market share

has thi- structure, since one competitcr'e gain is the other's loss,
Collusion is possible in a variabls sum game (Figure 2). If the two
rivals colludas as by fixing prices, or by dividing up territory, or

by limiting advertising expenditures, or by forming a coalition government
stc.y they can do better than a minimax sclution., But a good deal of
mutual trust is necessary because if one party acts according to the
agrzament and the other doss not, the latter makes a windfall gain,

\s Scherer (1970, pp. 142-145) points out, in g variable sum structurs,
collusion is facilitated By (a) complete and immediate access to crucial
information and the possibility of exchanging information; () a continuous
rather than sporadic rivalry - thera is greater motivation to coms to
tarms with one another when rivalry is a day=by-day busingss than uvhen

it is a gporadic or oneg-shot =ffort (Por experimental evidenca, sss Lave,
19623 Fouraker and Siegel, 19633 Oolbear st al., 1968.,

A zsro sum oOr varighlse sum structura of ralations is :leo possible

betwsen organizations that do not compete, such as huysrs and sellers

o> uniong and matagements. Therefore, a sompetitive structure of relations
Bxists not only when the relstions are zero sum or varisble sum, but

the relations ars betwesn actual or potential rivals, In other wecros,

the competing organizations are alternatives supplisrs of substitute
products or services and/or ars alternats usars of the same or similar
gnough inputs, .

Economists, of course, hava'primarily heen concerned sbout competitan
batwsen firms, But a very widy rangs of organizations compets.
Political parties compete for votes and powerj uniaons for membership and
monopely in bargezining with employars; departments of government compste
for fundss universities for prize faculty ang studentsi and hospitals
for publiec or private funding, dcctors and patisnts. Indeed, it is
difficul. to think of a2 type of urganization that experisncss no competitian.
The heart of the economic problem is many claimants on limited resources
{(Robbins, 1936), To the extert that organizations are institutionalized
means fov making these claims, every organizetion is genesrally in
competition with every other organization.



Fiqure 1

The Perceived Pay—-off . cructure of a Zerc=Sum Game

Competitor 2

Altegrpative 1 Alternative 2
Alternative 1 5, =5 7, =7
Competitor 1 .
Alternative 2 -10, 10 -4, 4

The first number in gach cell is the pay=off of competitor 13 the
second figure, of competitor 2,

The summed pay=off for any cell is zero.

The minimax regret solution is both competitors taking alternative 1.
Competition betwezn firms for market share, competition betwesn political
parties for share of votes or betwsen unions for share of membership or
betwsen government departments for share of the budget has this form.



Fiqure 2

The Perceived Pay-off Structure of a Variable Sum Game
(Prisoners Dilemma)

Compgtitor 2

Alternatiue 1 Alternative 2
Alternative 1 10, 12 -4, 15
Competitor 1
Alternative 2 15, =3 6, 8

The pay-offs for any cell do not sum te zero. The minimax
regret solution ig both picking alternative 2,7 However, both can
do better if they each pick alternative 1, But this. requires mutual
trust and collaboration, Competition for profit often has this structure.
S0 has competition batween rival factions for power.



Howcvar, the intensity of competition of any one organization with

numbers of the organizatiomal universe is likely to be highly variabla,

being particularly intense uhers it perceives its relations with ancther
organization or a set of other arganizations that is/are rivals for acguiring
inputs or disposal of outputs.toc be approximately of the type depicted

in Figures 1 or 2 and not particularly intense ctheruise,

COMPETITION AS AN ENVIRONMENTAL UARIABLé

In recent years, crganization theorists have emphasised the distinction
between the organization and its ¢nvironment (e.g. Burns and Stalkcr, 19613
Lawrence.and Lorssh, 1967¢ Thompson, 1967 ). They G:ontingency theorists
especially) generally arque that since as a living system the organization®
is depsndent on the gnuircnment for survival Miller, 19555 Katz and Kahn,
1966 ), variations in thg properties of the environment must necessitate
corresponding variations in the propertiss of the organization, for an
organization, the environment is the givens the organization's structure
ig the variablua,

Competition illustrates the limitations of this perspective., HRs far as the
organization is conperned, competition is bath a-paramater and a variable,
a feature of the envirommgnt as well as a property of the organization,
Fory compegtition often is what the rival organizaticns chocss it to ba,.

.If they chooseg to cut prices, compstition will be fiercej if they chooss
to collude instead, there  may be no price compestitien, In this respect,
competition differs from szveral othar environmental variaplss. The legal
structure of a socigty is pretty much of a constraint for the average
organization., Not s, or not necessarily so, the form and intensity of
competition, The organization createcs part of the competition it confronts,
Thig ig Bspecially so in what gconomiste term oligopolistic situaticns,
that is, in situations where a few organizictions are in rivalry with ang
another ..g. Fellnsr, 1949). 1In these situations (*a quite commen typs
of situationy; certainly in the ingustrial spheres; Hendersan, 19543 Kaysan
and Turner, 1959) the acts of any one competiter may trigger collusive ot
competitive behavior cn the part of the others. A comman e¢xample is that
of price lsadership in an industry. During the early part of this century,
for instance; Reynolds, tha largest firm in the U.S. cigarette industry,
use genarally the price leadsr. However, in 1921, when American Tobacco
cut its prices, -Reynolds retclisteds, and a price war broke out despite
the generally non-compatitive traditions Gjrice wise ) in this industry.

The experience wae apparently highly unsettling, and Amarican Tobacca
thereaftur followed the price leads of Reynolds {Gcherer, 1970, p. 166 ).



FORMS OF COMPETITION

Compbtltlon is not demonstratad to be a unltary concept, as some organx—
fation theorists ssem to have -assumed (Negandhi and Prasad, 1971, Pfeffer
and Leblebici, 1973)., It has a multi~dimensional form. Following
Chamberlin (1933), economists generally distinguish betwesn price,
promotional, and product competitions. In the markgting literature,
compgtition in channels  of distribution and in after sales service 1is
additionally considered, {e.g. Qtteson, Panschar, Pattsrson, 1964).
Competition for marke* share is a rather ubigquitous reality of modern
busiress and of political parties.

One can readily think of other forms esuch as competition for factors of
producticn (equipment, labor;, technical manpouwsr, competent managers,

rau materials, location, etc.)., in fact, the variety in forms of compe-
tition isg likely to match the variety in the goals that organizations
pursue that inuvolve some conflict of interests with outside entitigs

and the varigty of the means by which these goals may ba accomplished

in the acquigition of which, too, the organization comes .into conflict with
outside entities.

There is no eason why all of these various forms should be interr:lated,
although some undoubtedly are., Also it may be that all of these Foms
affect organizations in some common ways. But this seems improbable, _
Khandwella, for example, has reported that price, marketing, and product
competitions have somewhat different impacts on the structures of top
management control in manufacturing organizations (1973 b), and that
partially non-overlapping sets of activities acquire strategic 1mportance
at high levels of these competxtlons (1976 b)

DETERMIL -NTS OF COMPETITIVE CONDUCT

Game theorists (<.g. Shubik, 19593 Schelling, 1960), economists (e.g.
Cournct, 1963; Chamberlin, 1933 Henderson, 19543 Phillipe, 1962),
Political scientists (e.g. Gatlin, 1968), and experimental social
psychologists (e.g. Deutsch, 1949, Sherif, *967), have attempted to

shed light on the determinants of competitive or rivalrous conduct.
Amongst these, the propositions developed by Almarin Phillips, -an economist
well~versed -in the contributions of the behavioural sciences, appsar to
have the greatest generality, certainly for firms, but also other organi-*
zational forms '(Phillips, 1962, pp+ 25=35).. Slightly adapted for
appllcablllty to most organlzatlonal forms, thgy are ctated beiow.

1. Rivalry varies in intensity with the pumber of rival. Drgan;zatlons.
more humerous the rivals, the more difficult it is for any:-one” to 'sae the
consequences:of its actions on the others, and the more difficult it is
any kind of mordination of their actions, This thersfore can lead to
intense rivalry. If, on the other hand, there are few organizations so
gach organization can anticipate to some extent the retaliatory actions
of the others following its competitive moves, this perception of inter
dependent action may chill the competitive spirit, and increass thu
motivation the part of rivals to coordinate their activities. If this



coordination is realized; rivalrous bshavior may get reduced.

No very definitive svidence has been advanced or theory proposed for predicting
why, in an area of activity, there may be few or many rivals. Howsver,
sconomigs of scale (both of production and distribution), barriers to entry,
and differentiation in the preferences of clients may be important explanatory
variables,

If economics of scale are relativgly large, an industry is likely to

consist of only a few large organizations., This may be ona explanation why,
given the enormous expsnse of electioneering, there are only a few political
parties in the U.5. In the industrial sphere, the minimum optimal scale of -
onperations per plant varies greatly between industries (Bain, 1956, pp.71-86).
Bain estimated it to be 10f of national capacity for primary copper refining
versus 0.1% ‘to 0.5% for flour milling., No wondsr that there are a

great many flour millers and very few copper refiners., High barriers to
entry,; due to brand loyalty in favour of current producers, or due to high
capital costs, or due to hgavy patent pru. section, or due to govermment
legislation, ars likely to inhibit the entry of new firms and therefore

kegp thse number of rivals low, .0On the other hand, differentiation in the
preferances of clients (what is knouwn as a segmented market) is likely to
imply numerous rivals, each catsring to a narrow but partially averlapping
segment of the total market. This is the classic condition of monopolistic
competition (Chambdrlln, 1933), In the political sphere, too, multiple
parties become viable if there is a great deal of societal hetarogeneity
(Gatlin, 1968),

2, Rivalry varies in intensity with the degrese of equallty in the size of
the rivals.

Roughly asgual market shargs (or shares of.votes, funds, etc.) would tend to
induce grea..r rivalry than a situation where one or a few organizations
dominate the market, This is because where everyone is an equal, there is
no natural lsader to coordinate the actions of the group, but where there is
one or a few clear leaders by virtue of their size (Scherer, 1970, p. 167),
or resources, or otherwise, leader-follower relations can be sstablished,
and some form of coordination of the actions of the rival organizations
becomes possiblse, .

A number of factors may account for skewness in the size (or power )
digtribution of rivals. Economies of scale may be one factor. If

gconomies of scale (of production and:distribution) differ as betuween

the different market segments in an industry, different sizes will be optimal
for these segments, so that size distribution will tend to be asymmetrical.
In the automobile industry, for example, the production of care is subject

to very large scale sconomiss, but not repairs and servicing. Hence,

the size distribution is highly asymmetrical. Mergers may also lead to
asymmetrical size distribution in the industry, especially if some members



of the industry have a strong "urge to merge" and others do not. Governmgnt
policies may, by discriminating against or fanrlng the largest Plrhs in

an indu.cry in awarding contrac.s; affect the size distribution in’ the
industry (Scherer,’ 1970, pp. 122~125).

Stochastic processes may be 2 powerful factor explaining asymmetry

in size distribution, Gibrat's law of proportionate growth predicts that
gven if all firms in an industry have the came growth parameters (mean
and variance), the size distribution of firms will asymptots to @ lognormal
distribution (for a dzmonstration through slmulatlon_ see Schersr, 1970,
P.126) . The lognormal distrihution implies a skewed size distribution,
that is, a distribution in which a few organizations have much larger
sizes than others, even if initially they all had the same sizes (Gibrat,
19313 Simon and Banini, 1958). Indeed, the larger the variance o<

growth rates in an industry, the more asymmetrical islikely to be the
size distributioh due to the operation of chance facors (scherer, 1970;
p. 129)., Thus, a high growth, high risk industry like electronics,’

other thlngs being equal, is likely to get concentrated faster and to

a graater degres than a low growth, low risk 1ndustry such as the

dairy industry.

Apart from the growth phase of the industry which makes for high and
variable growth rates, other factors may affect the variability of growth
rates in an industry, A rapid rate of technological innovation may
increase thig variability since all innovators are not equally lucky or
successful. {Scherer, ibid, p.129, p. 374). Scherer also idertifies

heavy advertising as a factor making for variable growth rates and
therefore a skewed size distribution (ibid, p. 129, P. 342~3), e

argues that heavy advertising tends to make brand market shares unstabla,
and therefore legads to variable growth rates, Tha svidsnce for this ‘
ig, however, mixed (see Weiss; 1963 a for supporting evidence, but

Gort, 4. 33, for somewhat contraiy evidence). How..!er, Mann, Henhing

and Meshan Jr. (1967) found fairly strong correlations between
advertising outlays per sales dollar and four—-digit concentration ratios
for 42 firms in 14 adyertlslng-prone four-digit industries.

3. Rivalry varies with the heterogeneity in the valug systemg of

the rivals. The more homogeneous the values held by organizations in

an industry, as in the case of tanking, the greatsr is the ease and
frequency of intgr—organizational communication, and the greater
therefore is the resolution of inter-organizational conflict, and indsed,
the greater may be inter-organizational collaboration. The degres

of rivalry is likely to be more intense betwsen polarized parties

as in Italy or France than in the two §reat parties cf the Ameriean
middle cléss.
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The homogensity of the value system in turn 1ls likely to depend upon a
number of fe~tors, OUne factor is barriers to entry. The more difficult
it is for otner organizations to det into an industry or a sphere. of
activity, the sasier it may be to maintain a homogensous value systsm,
Homogeneous value systems may also tend to crystallise if a very similar
technologiss are utilized in an industry Marx, tr. 19125 Perrow, 1970,
ch.3), and organizations have similar cost and demand functions,

The higher the rate of innovation of new products. and processes in an industry,
and the greater the variety in the products and services offered by an
industryy the more likely it is that member organizations will reld differing
values and goals. Strong variation in'the perscnality characteristics

of the inter=organizational elites is also likely to be a factor making for
heterogeneity in value systems. Industrigs or spheres of activity that

arg not close preserves pf a class or a community are likely to experiefce
greater' rivalry than those that are. Unless convulsed by recent major
technological or market changes, old industries ars likely to exhibit a
greater homogeneity of values (through the force of traditions) than younger
industries (Khandwalla, 1976, ch. B). .

4, Rivalry within a group of organizations varies directly as the sfficiency
of the organization of outside pregsure groups, The more organized and
centrally coordinated the outside pressure groups such labor unions, ths
government, buyers, and suppliers are the more will they bs able to induce
rivalrous conduct in the industry. However, this is an unstable situation,
As Galbraith would argue {1956, pp. 113=120), countervailing forces will

be eet up in the industry to counteract organized pressure upon it, and

this will limit competition within it,., .Industry wide bargaining in many
industries is an example of the manufacturers banding together to match the
power of organized labor. Even in government sealed bid contracts, it has
been observed in the elsctrical eguipment industry that collusive practices
tended to de slop to match the monop.ly power of the gcvernment (smith, 1961).
Herice, the proposition has dubious validity, especially over a time psriod
that permits competing organizations to regpond collectively tb outside
organized forces.

5. Rivalry variss. inversely as the formality (i.e. the explicit: nature)
of the interfirm organization in the industry. This formality can range
from the formal and legal cartelization of theg industry as in the case

of some German carterls and international shipping conferences (Miller,
1962) to a lengally unenforceable "gentleman's" agreement to limit price
competition, such as was the case with the steel industry in the U.S.
employing the basic point eystem for this purpose (Adams, 1961, ch.5). to
no such collusive agreements at all. To the extent that collusion is
unanforceable at law, it is likely to break down during the periods of stress,
such as declining demand as in a recession, especially when unit costs of
production differ as betwegn firms in an industry.

Besides thuse five propositions of Fhillips, one is tempted to make a sixth
propositions
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6. Rivalry varigs directly as the sophistication of the industry's
clisentele. If the industry's clients are sophisticated, with professional
mechanis..s available to them to cvaluate the claims of the rival.

sellers, the chances are that the sellers will have to compete harder

to dispose off their products or services profitably. 0n the other hand, °
if the clients are relatively naive, it will be easier for the sellers
to differentiate their offerings artifically and so carve out semi-
monppolistic niches for themselves., '

It should be noted that there is a distinction betuwsen how organized
outsids pressure groups ars and how sophisticated individual clients of the
industry are. If oubside prassure groups are organized, that is,
centrally coordinated, then political and economic powzr is massed

against the industry, the survival and well=being of the industry as a
whole is at stake, and the industry as a whole reacts te the threat by
centrally coordinating the activitiss of its members. This lowers rivalry
between the latter. But if outside pressure groups remain fragmented

and yet sophisticated enough to evaluate the claims of ingdividual ssllers,
then the response is not likely to be central coordination of the actions
of sellers, but more vigorous efforts on the part of individual sellers

to market their wares. The emphasis shifts from manipulating the naive
to persuading the knowlgdgeable, and this is liksly to imply lower

prices and better quality of the products or services offersd.

Gensrally. speaking, clientsle consistipg largely of organizations is
likely to be more sophisticated than clientele largely coansisting of
individuals, Thus, rivalry on this accoynt is likely to be greater
among sellers of capital goods and producer goods than among retailers
of consumer goods. By way of analoqy with respsct to service organiza=
‘tions, rivalry bstween say political parties is likely to be greater on
this account were they to compete for the patronage of institutions and
organized pressure groups rather than the patrenagec of the citizenry.

The more literate the clients, the more sophisticated they are likely
to be. The less benign the economic conditions the more carefully
clientele is likely to place its patronage.  The cost of the product
or service offered by the industry may also be a factor: clients

tend to be mors careful about expensive items than rglatively cheap
ones, more carsful in buying care than in buying combs.

MARKET STRUCTURES AND DEGREE OF RIVALRY

Having listed some propositions relating to the degre= of rivalry

within a group of organizations whose relations inter se are approximately
as depicted in Figures 1 or 2, it might be useful to assess the possible
degree of rivalry in the major market structures identified by economists.
Since these market structures are widely believed by economists to
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be structural measures of competltlun, ths degres of rivalry associated with
each such structure can bs visiwed as 2 bghavioral property of the organl-
zatione w1th;n that structura.

The following major structures Have baen identifisds

1. Atomistic structurse with na product differentiation. Many small
suppliars supplying a homogeneous product or servics. Grain growers are
an axample., This structure has besn called a pursly CDmpetltlue
structure (Marshall, 1920)

2. Atomistic structure with procuct differentiation. Many small suppliars
supplying a diffsrentiated product or service. A differsntiatsd product

or service is one that that has baen differentiated in the mind of the
client ‘due to actuzl or imaginery qualitative differences. That is to say,
due to differences in physical prOpertles, geographic locatidn, sub jectively
perceived dlfferencas, etc.y ONg organization's products or servicss,

are clearly pre?erred by some clients ovsr thoses of tivals .at a given
orice ~Scherer. 1970, p. 10). This structura was ldQntlflGd as monopolistic
CDmpetlthn by Chamberiin [1933),

3. High market concentration {that is, a large share of the market
controllsd by few firms) with no product differentiation, This is approxi=
mately what Kaysen and Turner {1959) haue described as a Type I oligopoly.

4, High market concentration with product di?fsrentlatlnn. This may be
called the differentiated Type 1 oligopoly.

5. Modgrate market concentration (that is, 2 moderate shars of the market
controlled by the largsst firme ) with no product diffgrentiation., Kaysen
and Turner (1959) describe this as Type II oligqopoly.

5. Moderate market concentration with z differentiated groduct, whlch
may be described as a differentiated Type 11 01190p01y.

7. Monapoly or a single supplisr,

In Table -1, the propositions of Phillips have been applied to each of
these structures in order to deduce the degree of rivalry or compstitive
canduct within it,.
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TABLE 1

- MARKET STRUCTURES AND INTEMSITY OF RIVALRY

~- -— —— -

:Market Structure

Structural Rgsulting Comments
Characteristics Interfirm
- Rivalry
1. Pure Compstition 1. Large number High Rivatry betwesn orga=
(nany relatively of sellers
small Firme 2. Symmetrical High nizations ig liksly
selling a homo= A . .
gaeneous product). zlzg distri- to be gensrally very
Examples: lumber ution of
industry, farm sellers high unless prevented
products, coal 3. Generally Louw
homogeneous or curbed by govern-
values in
industry mental action
becauss of
product
homogeneity

4, Organization
of outside
forces not
known

5. Generally weak High unless

6.

2. Monopolistic Com=~" 1.
petition
(rany relatively
small firms selling

2,

a differsntiated 3,

product ) Examplest
‘Footwear, clothing

regulatory prices and
structure in output ragu-
industry unless lated under
industry is the law
cartellised by

law

Clignts often High generally
quite sophisti -

cated, gencrally

bging other orga-

nizations rather

than naive consu-

mers
Many sallers High Rivalry is likely to
Symmetrical size High

distribution be generally high
Somewhat hetero— Fairly
genecus values High
because of pro-

duct differentia=

tion
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Market Structurs Structural Resulting Commantse
Characteristice Interfirm
Rivalry

4. Grganization

of cutside

forces not .

kK nown
5. Gererally wsak High

3. Type II Cligopoly

(2 relatively

or non~gxistent
regulatory
structura in
industry

Sophisticaticn
of cliente
gensrally {aw
becausa most
are cofsgumers

Fairly large

" number of

modast ghare of
market controlled
by largest firms)
with Homogeneous

saellars

2. Someuwhat
asymmetrical

product, Exampless
stesl, 0il;, chemi~

cals .

size digtri-
bution

Fairly high
homagencity of
values

Strength of
organization
of outside
forces wn~
known

fFairly strong
regulatory
structura, for
grampls through
price leadership
and industry
asspociation
Yquidalines"

Fairly sophisti=
cated clientela,
since they are
mostly likely to
be other organi-
zationg,

Low

Moderately
high

. Moderately

Low

Louw

Fairly
lou

Fairply
high

Generally,; probably
fairly low rivalry
unlegss varying unit
costs in the industry
destablize industry
wids coopgration in
recessions (Scherer,

1970, p. 140}
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Structural -

Rasulting

Market Structure
. = . L 1 n
) : Characteristicsg Intexrfirm - Bpmmé te
_Rivalry
4. Type II\Dligbpdly 1. Fairly iérge Moderaly Ganerally probably
with Differentiated number of K igh . )
Product. Exampless ssllers. fairly high rivalry
qrugs, data process- 2. Somewhat Moderately especially if unit
ing, machinery .
asymmetrical low ‘
’ . costs of production
3, Fairly hetero- High _ S
geneous values vary from fiem to firm.
4,.Strangth of ‘ o
.organization of
outside forces
unknown
5. Regulatory Fairly
structure of high
industry likely.
to be somewhat
veak because of
product differ-
entiation
6. Fairly sophisti~ Fairly
' cated clisntele, - High
being mostly
other organiza=
tions
5. Typs 1 Gligopoly 1. Faw gellars Low fairly low rivalry
(few laroe sellers . ) , ‘
controlling a large - Fa;ﬂ?’ Bym“.’at‘:%_ Fairly generally unless unit
share of the markst) .cat.SLze distri~ high " kedly di ,
with a Hom neous bution costs markeédly differ
Produet, Exampless 3, Highly homogene~ Low from firm to firm

aluminium, nicksl

4.

5l

ous values

Unknown strangth
of outsideforces

Strong regulatory Low

structure in the
industry dus to
price leadership,
“"traditions™,
strong industry
association
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Structural =

Market Structurs : Resulfiﬁg Comménts
Gharacteristics Interfirm~ ' AR
: Rivalry
6. Sophisticated High
clientale, being
mostly othar
orgahizations
6. Type 1 Gligopoly 1. Feuw sellers Lou Fairly high rivalry
and a Differentia-~ . . - . )
O 2, Fairly symmetri- Fairly especially if unit
ted roduct, A . .
; cal size distri- high
Exampless cigaretto bution costs vary from
industry, automobile , ] )
manufacturing, highly* Somemhatlhetero- Egl;ly. firm to firm and
specialized machingry f89Us _values 19 i ;
P e ery dus £6 product. clientele is
diffsrentiation sophisticated
4, Unkno@n strength
of outside forces
5. Fairly weak regu= Fairly
"latory structure high
in the industry
due to product
diffarentiation
6. Clientele variss Variablg
from naive to
highly sophigtica=-
toed
7. Monopoly Monopolisfiév

béhauieur'often
¢oﬁstraiﬁed by
government and
curbed by counter-
vailing outside

forces
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It ie unlikgly, howgvar, that the conesquences of tha -general-degree

‘of rivalry will be identical for all Pirms in. the industry. The
rela%lve y large firm in an inductry (ulth or without product
differentiation) is likely to be more impervious to competitive
-pressures than the relatively small firm in the same industry because

of the former's larger resaurces and greater control over prices. A
study of "large firms by Shapherd (1972) indicates that the market share
of & firm is strongly and positively related to profitability sven uhen
residual market concentration, size of the firm, its growth rate, and
advertising intensity are controlled for.  Thus, the prediction of
competitive pressure on the individual organizationr ‘ang: ite- competltlue
rasponse to this pressure within.a given market structure should be raised
if the organization is rpelatively small, and lowered if it isg rglgtlv_z
larges.

Table 2 furnishes some smpirical support for the precedlng speculatmons.
The table shows data gathered by the author from ‘the senior managament

of a’ sample of Canadian firms, The data were gathered by means of a
guestionnaire. The, respondents were: asked to rate the lntBnSLty of each
of: price competition, promotional and distributional combetiticn, and -
product competition in their ingustry. They alsc rated the attention _
the firm's top management paid to each ong of these in viaw'of its

impact on the long range profitability and growth of the firm. The
perceived intensity of sach competition was weighted by the rated attention
the top management paid to it to derive a measure of the compatitlua
pressure each competition exerted on the firm. The scoras for the three
forms of competition were summsd to derive an index of pressure on the -
firm stemming from competition in its principal markets. Ges Appendix
for operational definition, reliability, etc.)., The index dlstribution
was trichotomized. Thirty=four firms were in the tap third, of . the index,
and 27 firms in the bottom third of the 1ndex.3 These 61 flrms wgTe
classifi. { into two sets of industriest industries that, based on.the
analysis in Table 1, had high-predicted rivalry,-and industries “that

had low predicted rivalry. They were also classlfled by whath@r ‘the firm
was ong of the four largest in its principal- lndustry or hot (és 1nd1caLad
by the respondents). The identification of: the type of market’ structure
was done on a best judgement basis with the- help of .two economlsts and

an accountant with wide experience of Canadlan 1ndustry. '

Table 1 predicts that industries with an atomlstlc or: monopol;stxc
compastition structure or a type I or II oligopoly. structurs with
differentiated products would tend to be characterized by greater
rivalry than industries that are monopolies or Type I or II ollgopollqs
with homogeneous products. Table 2 shows that 7{% of the Flrms in" .
the high predicted rivalry industriss reported high cumpe$1t1vs pressure
while only 29% of these firms reported lou companatlue prassure, amd
65% of the fimme in the ‘low predicted rivalry industriés reported
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TABLE 2

PREDICTEDN DEGREE OF RIVALRY IN INDUSTRY, RELATIVE SIZE OF

THE FIRM, AND REPORTED COMPETITIVE PRESSURE ON THE FIRM

High and Low Predicted Rivslr
Indugtrigg

Firms-in high predicted rivalry

industries = Type I and II

differentiated oligopaolies,

monopolistic competition, purs

competiticn ) 35 - 25 (71%)
{software data procsssing,

printing and .publishing mercham

dising, trust and loan, propariy

‘devalopment, brand foodstuffs,

trangportation and storags,
broadecasting, consulting enginee-
ring, textiles, home electri-
cal appliances, tlces, bank;ng
and inland shipping),

Firms in low predicted rivalry

industries = Typs I and Il un-

differentiated ullgopolles and :
moncpolies, : .26 g (35%)
'Gneat packlng, chemlcbls, 0il

and gasy flour mllllng, construc—

tlon materials, fish processing,

gas d:.strmutmn. logging egquip~
ment, matal powders, dairy .products,
lumber and saw mill, refractories,
glectrical transformersy NGn—
ferrous metals, railwaey, telephone,
a minority language monopoly

‘nawspaper)

fFirm's Relative: Slze in Ingu§tr¥

One of the 4 largest in 1ndustry 21 - .10 (a8%)

Not ong of the 4 largeat in

Thirty—-four Twenty=-sevagn
Reported High Reported Low
Competitive Competititve
Pressure Firms Pressurg Firms

10 (29%)

17 . (65%)

11 52%)

.16 140%)

1ndustry ' S 40 24 60%)
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low compatitive pressure while only 35% of them reported high

competi.ive pressure. The tabl. alsc shows that while relatively large
size did not sarn much of a respite from competitive pressurg, relatively
gmall size distinctively invited it., Thus, competitive conduct is very
likely to be induced by compstitive structures, and may therefore be
said to be a property of the organizations operating in such structures.

The number of organizations in an .industry or activity domain, thair

size distribution, interorganizational similarity in values, formality

of a coordinative interorganizational organization, the organization and
sophistication of outside forces may well be the proxlmata determinants
also of competition betwgen organizations of othar typas, such as
political partles, unionsy, universities, hospitals, ete. Such factors

as barrlers to entry, economiss of scales, government policias, product

or service differentiation, rate of innovation, growth, and hetarcgensity
of client values may, as in the casg of firms, be the more ultimate
determinants of competition betwesn organizations of other types.

It is tempting to so assume. But we simply do not know at the momant -
whether the assumption is well=founded or not. Gatlin'g wobk on party
competition in North Carolina suggests that it may be well-foundod at
least for political parties -in respect of client heterogeneity  (in Crotty,
1968, pp. 217-245). He found support for his hypothesis that the
intermsity of intsr=party competition is positively related td env1ronmental
heterogeneity since "™variations in party competition ars a function

of enwironmental group and clase conflict 'as mobilizsd through the
activitigs of party organizations" (ibid, p. 218). 0One may speculate
that in types of organizations that must compete with ones andther

for survival, that is, whose relations with other rival organizations
have the structure shown in Figures 1 or.2, the foregoing may indéed be
the determinants of how fiercely they compste. OTne may also speculats
that the '@ determinants of rivalry between firms may also bs operative
whera the performance of the organizations is clearly identifiable,
measureable, and comparable, as in the case of.political parties and
unions. In such caseg, the clients have a basis for choosing between.
organizations offerlng similar sarvices, and that tnlggers cnmpetltaon
betwesn the organizations. for securing patronage. Where the organizations',
perfommance is not clearly identifioble, measurable, and comparable,

as in the case of hospitals ang:- government agencies, clients, may

not be able to discriminate well between organizations, and the
administrators of thesec Urg“nlzatlons may. not perceive their relations
with other organizations as having zero sum or variable sum structure
depictud in Figures 1 and 2. : ‘

Su far, -we have indicated the degree of rivalry associated with sach of
sgveral market: structures (barhaps it may be more appropriate to.call
them domain structurss in visw of our attempt to talk about all drzaniza-
tional forms, not just business firme). Let us now ses the differunt
forms this rivalry takes, the asescciated market structur939 and tha
possible administrative conseqUences of these forms of competitive -
conduct, These different’ forms -of rlvalrous ‘conduct nnd “their possiblg’



20

administrative consequences may be considersed as properties of competing
organizations to the extent that the structure of competititve relations
within each assocdiated market structure has at the minimum the form shown
in Figure 4 or 2,

DOMAIN STRUCTURE AND COMPETITIVE CONDUCT OF GRGANIZATIONS

There is a very large empirical and analytical literature on the relationship
betuweaen market structurs and what industrial economists .term market conduct,
The latter encompasses advertising, research and development, vertical
integratian, dluar51f1catlon, competitive or collusive pricing, price
stabilization through cutput, inventory, and order backlog policiss, etc,

For greater’ ganarallty, we prefer to call these activities domainerelated
activitiee, the .domain bging raughly synonymous with the organization's input
ang output markets. We shall in the main Focus on the empirical rather than
the analytical literature, for the latter is rather heavily grounded in
simplifying -assumptions such as about profit maximization not generally
acceptable to organization theorists {see for example, Simon, 1959) and the
hgavy use of mathematics that does not lend itself to brisf summarising,

For recent oxamples of analytical efforts, see Bhagwati, 19703 Sandmo, 1971;
Kamien and Schwartz, 19723 Cyert and De Groot, 19733 etc,

Several caveats nsed to be borne in mind in a review of the industrial
organization or market structure = market conduct empirical literatures

1. Our unit of analysis is the organization. In much of the structure~
conduct literature, the industry rather than the individual firm is the
unit of analysis. Inter—firm differences within an industry tend to be
ignored. ' : "

2. Our coneern is Wwith organizations in general, not just with business
firms. The structure~conduct literature is wholly centered on busingse firms,
Thers may be unique.:institutional aspects of the corporation that may limit
the generalizability of findings pertaining to it to .other organizational
types. The profit motive ang private ownership may be two of-these institutional
aspects that in conjunction are a2lmust never found in other organizational
forms. Measurability of performance is another feature that distinguisheas.
the firm from many other organizational forms, We simply do not have a

clear idea how far these and other institutiocnal aspects limit the
genarallzablllzy of the findings on business firmg to other types of
crganizations,

3. In the industrial organization literature, the two mest commonly

utilized measures of market structure are market concentration (the share

of the top four or eight firme in an industry's sales) and the extent of
barriers to new entry into the industry. There is no very persuasive evidence
that as market concuntration increases there is a monutonig decrease in
competition. While an unconcentrated industry may be highly competitiva

and a monopoly not competitive at all, there is little. theoretical or -
empirical reason to justify the assumption that, say, an industry with a
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concentration ratio of 40% is more competitive than one with a

ratio of 50%. Added toc that is the problem of using census data on
industrios., The publishaed data in the U.S. employ a very high level

-of aggrugatlon.> COHCbntrdtlon data -are mot commonly available at )
the four‘dlglt industry level. But a four=digit industry ie often.

not an industty at all but a number of industries that may or may not be
closely related in the sense of having high cross-elasticates of demand
(sec Scherar. 1970, pp.52-57 for a discussion of othsr llmltatxons)
Barriars to entry ars difficult to estimgte accurately. Uhsen they have
been estimated (e.g. Bain, 19563 Mann, 1966 ), the level of aguregation
~is quite high. Besidaes, high barrisrs may prevant entry, but do thay
necessarily dampen competiticn among existing firms? As against thase
problems, there is evidence that market concentration as measured -and used
is p031t1valy correlated with profitability (Bain, 19513 Waiss, 1963 b
Collins and Prestoft, 1969, ‘etc.), and so is the helght of the bﬁrrler

to entry (Baln. 19563 Mann, 19663 Gecrge, 196B8)¢"

Bearing -in mlnd these qualifications, let us turi to forms of compgtitive
conduct, their pussible structural determinants, and the likely
adm;nlstratlve or 1ntarna1 consequences of sach form of competitive

‘onduct,

Compgtitivg pricingt’ Price competitian is hlghly visible, It is also
quite painful, since even a small Teduction in price multiplied by the
total quantity sold can amcunt to a uery large loss of revenue.S

Few forms of competitive conduct are as disliked by bu31nessmen as Price
cutting, No wonder they strive mightily to avoid 'it, Apart f.rom
cunspiratorial or contractual price fixing, price leadership ard admi=-
nistered prlces are other means for- regulatlng prlce competltlon.

Whether an organlzatlon is a cooperatlue pricer or a competltlus pricer
is likely to depend on the kind of domain structure it is in. Schserer
summaris .s well the properties urfl the market structure that affect
price rivalry in an 1ndustry ( 970, p 212)2

..¢cooperatlon to hold prices above the CDMpStltha leval is less
likely to be sdcoessful, the less cancentrated an ‘industry isj “the
larger the COmthlter fringe is; the more heterogeneous, complax,
and ehanging the products supplied ara, the higher the ratic of
fixed or overhead to total costs is§ the more dépressed buginess
gonditions are$ the more dep«ndent_the industry is oh largse, -
infrequent orders; the mors opnortunltlas there are for unﬂerrthe-
‘counter price shading; and the more relatlons damung company.
execut;u%s arg marred by distrust and.an}m931ty'
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If price competition is relatively suppressed, as it often is in highly
concentrated industries, fluctuaticns in industry demand will (in the
absence of cortellisatiun) tend to result in largs fluctuations in the
inventories and in the backlog of orders, rather than in price variations.
In these industries, during recsssions, prices and production may .not move
down by wvery much, but inventories will accumulate and the backlog of
orders will get deplsted. In a boom, prices and output will not rise very
much, but inventories will be run down and the excess demand will be
absorbed in a build up of order backlongs, This way, in concentrated
industries, a relative smoothening of production and price stability are
achisyed .over ths period of the businsss cycle.

If price competition is not suppressed, as usually is the case in relatively
unconcentrated industries, fluctuations in industry demand will tend to
rasult in large price variations (Fujino, 19603 Zarnowitz, 19623 Mills, 19623
Scherer, 1970, pp. 154=155), The administrative consequences are likely to
be a, grsater long=tgrm production planning and inventcry control costs.
In unconcentrated industriss, the'planning horizon is likely to be more short
term since price and output fluctuations are not controllable variables.

r -
Advertising and promotion: Advertising is an important tompstitive tool,
Unlike price cutting, it is more difficult for oligopelists to regulate it,
because, as Scherur points out (1970, De 335), price cuts can usually be
matched instantly, whereas it takes much longer to retaliate to’ a heavy
advertising campaign. During this time lag, the initiator geins’ market shars
and profits at the expenss of his compestitors., The fear of being left behind
by rivals provokes an advertising race. In addition, it is not easy to
counteract completely the advertising campaign of a competitor, The outcome
of an advertising campaign is unpredictable. If price compastition is
suppressed through common consent, oligopalists might bare their
claws through promutional competition. Thus, for a variety of reasons,
where the.structurg of relations betuween firms is competitive (Flguras
1 and 2). advertising is likely to be intensa.
Thg<nature of the custamer is likely to determine the level of advertising
effort by competitors., Where customaers are relatively ignorant or lmpres-
sionable, as in the case ©of consumer goods industries, advertislng '
expenditure per unit of sales are likely to be high., Where customers
ars relatively sophisticated, as in the case qubapital and producer
goods industries, advertising expenditures per unit of gales are likely
to be low, although the promotional effort is likely to-be 1ntense
and sophisticateds Given the type of customer (sthlStlcated - naive ),
the intensity of advertising is likely to depend upon a number of
structural factors. One factor is market concentration. Within limits,
the higher the market concentration, the more likgly 1is perception of a
zero sum structure of relations bstween competitors with regards markst
sharas, and th@refore the greater the incentive to engage in advertising
rivalry, There is evidence of a modest positive relationship batween
market concentration and advertising intensity (Telser, 19645 Elecec, 1956¢
Mann, Henning, and Meshan, 3r., 1967).

‘.
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Excess capacity in industry is likely to accentuate a perception of
zero=sum relations amcng rivals, and thersfore raisu advertising

rivalry. . Innovatioh of, new products may also initiate heavy advertising
campaigns.. Thus, competlng organizations may be hgavy advertisers )

if thelr customers-'ara, naive rather than aophlsticated, if the

kzhdustry is at least moderately rather than infinitessimally concentrated,
if there is excess capacity, and if there are numsrous innovations of

new prodﬂcts. Empirical evidence in gupport of these cnnjectures is,
hUNBVETg not abundant,

One may also conjecturs on the administrative conseguences of advertising
and--promotion. The higher it is, the more the internal powsr balance.

in the organization is likely ta shift to those with strong marketing
values, Rather than structure, order, efficisncy, the prevaillng valuas
are llkaly to becoms flexibility, public and human ralntions. craativity,
etc. e A
Divergificationt * Gort, in a study of 111 American manufacturing fimms,
found that diversification was:positively associated  with market concen=
tration in the primary industcy of the firm . (1962, pp. 135—143) Diversi-
fication was. measured by computing the: percentage of tha firm%s tetnl manu=
facturing payroll outside, 'its primary industry class. Apparentlyu

high ‘concentration makes it difficult for the. firm to prand in :
traditional product lines without treading ofi' the toes of ats ma jor rluals.
So it chooses to muve into grsener pesturss..\Apparently, it is the:
fear of potential competition with major rivals rather than actual cumpetl-
tion that is a cause of firmg gattlng dlverslfledhh U VUSSR

Diversification in turn has a major 3dministrat1ve consequence, namgly
divieionalization (Chandler, 1962). Thus, if ths organization responds
to competitien or- threat of competition by diversifying its activitigs,
at senior management levels it.tends to acquire a divisional structdre. 

Vgrtical in ggra;;ont Vartical integration is the. ) acquisition of control
over -sources” of suppliss (backward or upstream integration) and channels
of distribution (foruard or downstream 1ntegrat10n) Besides boeing 4
toul for reducing costs of production, vertical integration is
known to-be a powerful competitive tool . (Hulton, 19623 Gort, 19623
Comanor, 1967 2). As Scherer points out (1970, p. 70), backuard integta~
tion can "gnsure that supplies of raw materials will be available
in time of shortage and protect the firm from a price sQuewsze by
monopolistic suppliers. Downstream integration gives the fitm greater
control over ‘its.markets, lessening the probaBility, among other things,
of foreclosure (being shut cut from the markst) by powerful buyers or
middlemena«ea Firme integrated vertically may kesp Taw materials out
of rival hands, or forsclose markets to rivalg, or sstablish a vertical
price structure (relating raw material to intermediate and end product
prices ) which squeezes profit margir® of the less integrated compstitor™.
Thus, vertical intsgratiun is a defensive as well as a potentially offensive
competitive toocl.
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Khandwalla (1970) found that his measure of price, distributive, and

product compstition as rated by the presidents of 72 U.,5. manufacturing
firms was moderatsly but significantly corrslated with the degree to which
the firm was vagrtically integrated as reported by thess presidents,.

Vertical integration had a similar modest but significant positive associatior
with firm size (Gort, 1962, too had found a similar association). The
positive association betwesn compgtition and vertical integration remained
significant sven after controlling for firm siza. Thus, at least for
manufacturing firms, vertical integration is a response to competitive
pPressures, . -

When an .organization gets vertically integrated in response to competition,
the organizaticnal conseousnces of vertical integration may be greater
decenttralization of decision making at ‘top levels of management (Khandwalla,
1974 a, pp. 77-80, 88), This may be becauss vertical integration gets

ths organization invulved in a number of other activities basides its
primary activities, This is likely to ouvsrluad the top management, thus
necessitating considerable delegation of authority. Partly to counteract
organizational differentiation due to decentralization and partly to

ensure coordinatieon between the work and material flows that are characteri-
stic of vertically integrated organizations, the latter adopt sophisticated
control systems {Khandwalla, ibid, pp. 77-80, 88). Thus, if an organization
responds to competitive pressures by getting vertically integrated, it

may also:tend to.get decentralized at top management levels and acquire

a saphisticated control systsm,

R. & D, _and tuchnclogical innovationt Thers are two broad categories of

innovation, ong .of new products of serv1cas. the other of new operatlng
processes. Firms apparently expand thé wvast bulk of their lnnovatlon
effort in improving their products rather than their ‘operating processes
(Business Week, May 7, 196, pp. 164=165), This implies that the higher the
rate of innovation of new processeg in industries using these producéts.

‘r, .
There is a tendsncy in the industrizal organlzatlon llterature ‘to.canfuse
technological 1nnovatlon with research and deuelopmant effort (é.g. Horowitz,
19625 PHillips, 1966} .Scharer, 19674 Comanur, 1967 b).’ ngh ressarch’
‘and development effort may imply a high rate of technological innovaticun ,
but a high .rate of technolog;eal innovation may not imply an expen31ve
research and development effort. In the fiuld of services and counsumer
goods like ¢lothing and cosmetics, many innovations can arise from a
few fartil@é minds and relatluely minor desvelopmental efforts. Thus; as
between industriss, rates of research and development expsnditures may
sumetimes be more a measure of the capital intensity of innovations (that
is, of the minimum expenditure needed an the average to prouduce an
innovation) than of the rate of innovation,
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Research and development is a potent.competitive tool, In a questlonhalre
and interview-study of the factors that play an important part in :
research and development decisions of 91 largs corpuorations hclding 3% of
all U.,S, curporate patents in 1956, a large majority emphasized that
competitive leadership or remaining competitively viable was the most
important factor, rather than patent protsction (cherer, Herstein,
Dreyfoos et all, 1959, pp. 107, 118, and 149).

As far as research and devalogment is concerned, the magnitude of the
effort has been found to be associated with market concentration (Phillips,
19663 Scherer, 19%7; Comanor, 1967 b). However, when technological
opportunity or the industry's potential for making innovations (usually
subjectively astlmatad) is contrdlled for, -the p031t1ve association
between market concentration in the Lndustry and rescarch and development
effort in the industry is weaker (cherer, 1970, pp. 374+5). Moreover,

the association between market concentration and ressarch and

develomment effort was strongsr in“industriss with low potential for making
innovations (the clders more traditional industries) than in industries
with high potential for, maklng 1nnovatlons (the younger, fMmore scishce

based industries) (Sche F» 19673 Comanor, 1967 b)., The findings seem

to suggest that in the diticnal industries, when competition is low,

the surplus profits of an organization are partially absorbed in
prestigeous research and developmsent effortsj and/or to develop

products to exploit markets less subject to oligopolistic constraints,

In the younger, growing, scientific knowledge based industries, ressarch
and deveclopment is more certainly a compstitive tool, a necessity for
tapping the many growth opportunities and for hedging against obsolescence.
The discreticnary spending power that monopoly offers is less of a
potent determinant of research and development: activity'. Thus, in
traditional industries, the preggncg of research and development effort

may imply an attempt at sscape from oligopolistic constraints, or

a managemgnt sgo trip, and the ab-uncs of ressarch and development

effort may be a response to competitive pressuras., In young, dynamic
industries, .fhe pregence of research and devi:lopment effort may be

a responss to competitive pressures.

Liks market concentration, barriers to entry into the industry are
widsly regarded by <conomiste as a negative measure of competition in
the industry. Comanor's work suggests that modsrate barriers to
entry into the industry are associated with a relatively higher
research and development effort in the industry than sither low or
high barriers to entry (1967). His findings suggest that research
and development expenditures may bes too risky (because of uncertain
future returns) undsr highly competitive structures, and not needed
under low compstition structures.
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It an organization responds to competititve preseurss by undertaking
reszarch and cdevelopment, some important administrative consequences

may feollow, It is likely that research and development activity will.
reinforge technocratic, management science oriented values in. top manage=~
ment (Khandwalla, 1274b, p.19). Substantial efforts will be devoted. te-
market research, forecasting and the like in order to allocate the rase2rch
and development dollars more efficiently and also to identify market
opportunities for the developed products (Cosper and Khandwalla, 1975). If
research and deuelapment is an organizational responss to competition, then
what Braybrooke and Lindblom-have termed as the rational-=deductive ideal
(1963, p.9) and what writers on marketing have called the market oriented
firm (Cotler, 1972, Ch. 1=3) may be attendent organizational consequencess.
In addition, due to the nesd to develon and market ths complex products
resulting from research and development effort, ths organization weuld tend
to get a divisionaly evn a matrix structure (Galbraith, 1971)

Lonversely, in circumstances in whlch abgtxggnge from research and develop=.
ment is a response to competitive prgssuges, the opposite administrative
consequences are likely ¢ a reinforcement. of . sgat=of=the=-pants style of
management, an -operating rather than a marketing origptation, and possibly,
unless the orgam.zatlon is. dlvera;f‘led. a f’unctlonaﬁ departmentalized
structure. : ' . '

Each of the competitive strategies we have considered (competitive ‘
pricing, advertising and promotion, diversification, vertical inte="*
gration,, research and development, and abstlnence from . research and
development) may be thought of as prOertles of competihg organiza-—

tions. Table 3 lists them along with structural conditions in the

market that may increase the probability that these compatitive strategles
will be useds The table also lists p0551ble admlnxstratlue consequences
of the use. of: these strategles.
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TABLE 3

COMPCTITIVE STRATEGIES, CONGENIAL DOMAIN STRUCTURES, - AND
ADMINISTRATIVE CONSEQUENCES OF COMPETITIVE STRATEGIES.

oy

Competitive Strategy

— i e e —— -

" Congenial Conditions

of Domain Structurg

- . - -

=

- Possible Administrative

Consequences of Compe= -
titive Strategy

Compstitive pricing

Advertising and promotion

Diversification

Vertical integration

1.

Atomigtic structurs
with and without product
differentiation

High:ouarheads
Racession
Large, infrequent orders

Opportunitigg for secret
prices shading

Distrustful ‘relations amang
corporate executives of
different fimms

. Naive rather than

sophisticated clients

Monopclistic comoetition,
Type I or 1I diffsren=
tiated oligopoly

Excess capacity in the
industry

Innovation of new products

Moderate tao high market
concentration

Type I oligopoly in the
organization'’s primary
sphere of activity

A market structure that
leads to high levels of
price, promotion, and
product competition
(Monopolistic competiticn,
Type I or Il diffsrentia=
ted oligopoly),

Short=term planning
crisntation in the
organization

Graater prevalence of
marketing supportive
values in the organi-
zation =~ flexibility,
public image awareness,
human relations, creati-
vity, etc.

Divisionalizatian

Decentralizatiun of
authority at top levels
of management, sophi-
sticataed control

system to coordinate
aperationg
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Competitive Strategy

Congenial Conditions
of Domain Strudture -

Passible Administrativ%
Congequences of Compe-

Research .and dgvélbpmént

Ab;tinence from rssearch
and devalopmant

High - technclogical
opportunity (industry's

. potential for making.

“innovations )

~Low technologigal

opportunity and high
market concentra~
tion

Moderate rather than

:bigh or lcw barrisrs to

gntry.

Low technological

‘opportunity and low

market concentration -

Low barrisrs to entry

titive Strategz

Reinforcement of techno
cratiec, managemont

. eciahce. orianted values

in top managemgnt.
Market crigntation,
matrix, divisional
organizational struc-
turs

Reinforcemant of seat-
of=-the-pants stylc of
management, an
operating rather than

"z marketing orisnta-

tion, and poseibly
a functionally depart-
mantalizsd structure,
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EMPIRICAL STUDIES OF THE INTERNAL, ADMINISTRATIVE CCMSEQUENCES
UF _COMPETITION

The literature here is distressingly sparse. It is howevsr, rich in the
diversity of research settings. Sherif (19567) noted some of the

~ consequencas of sports competition between organization like groups of
boys in a camp. Rose (1955) examined the sffacts of competition and
conflict on 91 voluntary associations. Williamson (1953} studied
managerial comoensation under conditions of organizational slack arising
out of the corporstion being in a relatively non=competitive environ=
ment. Nzgandhi and Prasad (1971) tried to relate weakness of competitian
with structural varisbles in 2 cross=cultural study of business firms,
Crotty (1968) relatad inter~party compstition to the organizational
structures of two pclitical parties in North Caroline. Pfaffer and
Leblebici (1973) saught to relate competitivensss of ths ordanizatianys.
gnviromment with the organization's etructiire in a study 06, 38 manufacturing
firms., ¥handwalis (197G, 1973a, 1973b, 1973c, 1974b, 1975, 1975a, 1976b)
explored a somgwhat more variegated terrain in a study of 72 to 96 U.S,
manufacturing firms and another of 103 Canadian firms. Pernings {1975)
reported relaticnships betwsen number of competitors, knowledge about
competition, organizational intelligence, and @ number of internsl

power and influence variables for a sample of 40 branch offices of a
national brokerage company. LBt us brisfly raview thess studiss in some
detail, for thay are much richer in the administrative implications

of competition than a review of the industrial organization literatuyre.
The unit of analysis is the organization, not tha industry, the

coverage is wider than that of just businasas firms, 2nd the measures of
competition are cften perceivesd behavioural measuras rath.r than
Yobjactive™ structural measures.

In a.gtudy that has bacoma a clagsic in tha social psychology llteraﬁureo_
Sherif (1951, reorintec in Sherlr, 1967), studied the behauxour af .
competing groups of buys at a summer camp in Northern Conhegcticut. After
an initixl period of 'spontaneous grouplngs on the basis of personal’
inclinaticns and interssts, the boys were assigned to twe 51m11ar
experimental groups. Efforts were made to develop these as in-groups,
that ie to say, to securs a class identification of the members with thgir
group. In the third st=ge, ' the groups wers made to compete with one
another in a numbsr of sports events. The structure of relations was
designed to be z zers sum ane (sce Figurs 1), since one group would win
and the cther woulg losz the sports contest, It is best to summariss the
results in Sharlf‘s own words (ibid,t967, p. 419) 3

In brief, the canssguences of the inter-group relations in

competitive situatians and in f rustrating situations which members

of uhe droup perceived as cuming from the othar group weres

(1) to solidify the in-group beleongingness and solidarity, to’

ghhance in.group democraty, and tu strengthen in=group friendships;

(2) to gensrate and increase out=group hostility, to nroduce derogrtory
name—galllng which came cluse to gtandardizing of nsgative stersctynes

in relation to the out=group (i.e. rudimsnts of prejudice).
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The study suggasts two administrative consequences of competition, one
struetural, and the uther affsctive. The structural consequence is more
demccratic, partlclpatqu gdecisicn making. The affective consequenca

of competition is pularized feelings « strong positive feelings

towards Psllow organizatiunal membsrs and the organization as an

abstract entity, and strong negative feelifigs towards the “enemy".

Rose (1955) conducted structursd interviews with the chief exacutive
officers of 91 voluntary associations in Minneapclis~S5t. Paul are=,

The primary functions of 24 organizations weré reportedly opposed by
other groups in the area (Massociations with opposers"). 'In the case of
4B organizationg the interviewees menticned the existence of cthgr
groups with similar primary functions, These 48 organizations were
called "associatiuns, with competitours but not opposers™®. " The remaining
19 were categorized as "associations with opposers, 20 out of the 24
organizations has “vompstitors™. Without further informstion, it is
nct possible to know whethern "dye Telatlmns of the D:ganlzatluns
oppusing them or _pursuing similar goals were of the zera sum variety
(Figure 1), or uarlabla sum variety (Figurs 2), or nsither,

While Ruse*reports a number of findings, the ones that sscem to be the
strongust are the following 3

(1) Voluntary associations with oppusers and/or cumpetitors tended

to pursue secondary functions much more actively than the associations
with naithsr opnosere nor competitors. As a cunseduence, perhaps,
their exscutives tunded to meest oftensr.

{2) The associations with oppossrs and/ur competitors appeared to
have morg bureaucratic features than thuse without opposers and compe=
titors. For example, 2 substantially larger percentage of the -
latter had nu paid staff members nor a ?1lling system.

(3) The assocxatlons with oppcsers -and/or cumpetitors appeared to be
mors dyhamig than the ones without opposers and' competitars. A much
Iarger percentage uf the former categorias rapurted taking. up nem
activities after imception than the. associations without oonosers
and computltors. A -much larger percentage of the lattar maported

no changs in the techniguss of working touard group goalse

(4) A notably larger percentage of. aséobiatioﬂs'with opposers and/
or competitors reportad falr to strang leadersh;a-lnfluenca on
members, .

Although it ie not clear that Rose is measuring rivalry, assuming that
he is, his findings sugdest that competition tends to diversify an
organization's activitiss, make its structurs 'and functioning moreg
bursaucratic, maks its administrators morg dynamic, increase their
puwar, and induce a graater ‘Yegree of JUlnt up’ participative’

decisich making on their part.
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Cliver Williamson has argued (1963 ) that managers have = prefsrence For
certain classes of expenditures, Thass principally are their salaries
and perquisites [™managerial smoluments") and the size of their staff.
Increasas in the sizs of ths staff can, he arqgued, be a springbaoard for
increaszs in the manager’s salary, perguisites, job sacurity, pouer,
prestige, ste.. Excess profite gained through the monopoly powsr of the firm
are likely tu.be absorbed in costs as increased managerial emuluments

and managerial staffs., Thus, the more benign the envircrment, that is,
the more monoupuly power the firm has, the larger will be managarial staff
(bayond its marginal’ pruductlulty) ang. the higher will be managerial
-amoluments (beyond the managers® marginal productivity), The argument is
sssentially the same as that of Cysrt and Mapch (1963 ), who have arguad
that in good times organizaticnal- slack, which they defing as payments to
members of the ruling coalition in excess of the payments reduired to
maintain the coalition (ibid, p.36), gets built up, and gets squeezed out
in bad times. : 5 -

#illiamson tested his hypothesis with data ‘from the ‘two largest firms from
sach of 26 industries, since as hs put it, "it’ is.in the larger corporatiagn
that.manlfestatlons of discretionary bshavioe "are. allaged to be important,
and &g’ complete datz are most readily available among‘largsr industrial.
firme than their smellér counterparte"” (lbldc Pe 1541) fhe statistigal’
tests werg cross=sectional, and covered the years 1953, 1957,‘3nd 1961,

Wis dependent variahle was the cempansation of the firm"s chief axecutiva.
Two of the four” 1ndependent Jariatiles were inversy measures. of cumpet;t;on.
flamely the concentration ratic in the industry f(the share of market of the
faur largest firms)}, and the height of barriers to entry into the industry
{Bain, 1956 ). Administrative, gesnaral, and selling expénss, presumad to
b a muasure of the size of staff, was ths third independent, variable.

The compositicn of the board was.the fourth independent: varlable. Though
52 firms were chosen for analysis, data on only betwser 28 and 30 firms ware
actually utilized in testing the hypothasis "largely due to the lagk of
estimgtes on the condition. of entry for many cf the Lndﬂstrles" TBpTBREN™.
ted in the sample (ibid, p. 1044 }.

Ragression analysis indicated that administrative, general, and selling
expenss was positively and significantly associasted with the chief
executive's compensation for all three years (1553, 1957, 1961). So

was market concentration., Composition of the board was not significantly
associated with the chief executive's compensation, thpugh the betas

wera positive for all three years. The term for barriers was pasxtluely
associated with tha chief exscutive's campenaatlnn'Fom all three years.
but its beta wae glgnlflcant cnly in tmo yaars. e . L

" .
x

Bome communte on .tHe results are ;n ordar. ulllxamsnn repﬁrts a strong
porralation af 75 between:1og size: of Fitm and log "sgaff® oxpense -
(ibid, p. 1043). Thue, it is 1iRely that the size' of the firm

might be g predlctor of‘the compensatian of “the-chiasf executive. If
managing a large firm 15 a more complex affair than managing a small firm,



and if exwcutive compgnhsation is tied to how complex the sxecutive's
job is, then ocne may postulate a somewhat differsnt chein of reasoning
than the cne proposed by YWilliamsont large size increases the
comalexity of ths decisicn making process, thereby requiring additional
staff to assist in dacision mzking and the hiring of highly paid
excoutives with special talents.for managing large, complex enterprisaes.
Indeed, there is evidence that size and staffing are fairly strongly
corralated {Pugh ot al, 19493 Child and Mansfield, 1972).

Additionally, it is not clsar why “staff® shculd show a positive.
assocliation with the chief executiyw's compensation when compatitian

is countrolled for through the concentfation ratio and barrisrs to

ghtry terms in the regression. It 1s the abeence of compstition that

‘is supposed to laad ta excess profits that in turn are utilized to

build up "staPf* that in turn provides the sxcuss for higher manasgerial
remungration. If the source of the chain reaction is controlled for,
there should be o association betwsen the- remaining tarme. Tho fact
that "staff™ is strongly associstad with compensation despite controlling
for the degr.e of competition indicatses that the rsascns for the
association may be different from thoes advanced by Williamson. Indeed,
when a mgasure of the firm'e profitahility was introduced into the
ragression, its beta wass significant and pasitive for only one of the
thres years and negative in another year! The concentratian ratic =nd the
entry=barriers variables retained their criginal sign and statistical
significancs in svery year (@illiamson, pp. 1046=7),

Particularly interegsting is the positive assqciation batwesn market
concentration and exscutive compensation gven aftecr controlling for

the firm's profitability, This could be because market concentraticn
is assuciated Wwith research and development effort in the industry
{Fhillics, 19663 Scherer, 197§ Comancr, 1957). .Since largs scals
rasgarch and develosment implies high tachnological sophistication, tha
suggestion again is that. the complexity of cperations cf the enterprise
lesads to highly paid executives rather than a managsrial conspiraecy

to dafraud the stockholders. UFf courses; thHese tuwo alternate rationalgs
for high exscutive compensation are not necessarily mutually exclusive,
Williamson's data, howsvers provide little help in assessing the '
relative merits of thé tuwo.

Crotty (1968) studied the effects of party competition on the organi~
zaticnal practices of the Democratic and the Republican parties in
North Carolina. The data werc gathsred through a mail survey of 195
(100 pemocratic, 95 Republican) country chairmen in North Carolina, and
were supolemented through personal intervisws, attendance at mestings,
reference to published materials, stc. (ibid, p. 250). The response
rate to the nucstionnaira was 884 {ibid, p.41). The measure of party
competition was *pased on the winning party's margin of victory for
three levels af competition = county, stats and national - at the last
election at which the offices (eheriff, stats representativa, state
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senator, governor, and president)..s. were contestédes. The Mean victory
percentages :or the affices used in the index were computed and

the counties were than grouped into high competition (34 ) and low
competition ( 66) categories, depsnding on whether the mesan percentage

of the county e vote camg within 10 percentage points of an sven
division" {ibid, p.258). Thus, the closer the vote, the greater was
deemed to be the inter—party competition in the county {snalogous

to the Phllllps (1962 ) proposition, revieuwsd earlier, that the more
symmetrical the markot shares, the grsater the rivalry).

Crotty found that for both parties, high inter-party competiton was
associated with “high" bureaucratic party.organization and low=inter=party
compgtition was assOG1ated with "low™ bureaucratic party organization (lbld,
p.259, Table 3). A "high" or strong party organization was one in which
(1) some of the county's precincte wers actively organized; (2) the
county chairman kept records for .campaign and organizational purposess
(3) some of the precincts in the county maintained files, records, etc.}
(4) the county committse of the party -held four or more meetings in non=-
election years; and (57 all of the precincts in the county kept precinct
records. It was congidered "high" evan if ltem (5) was‘abssnt. The
“medium” strength party ‘organization was one in which at least the first
two items were to be found. The "lou"™ strength party organlzatlon had
nons of these items or at most only the first .one - (1b1¢! p.300, Table A,5).
The index of party organizatiop thus had Guttmanescale properties.
The coefficient of reproducibility was .97. Crotty'e findings suggest
that compegtition tends to impart bureaucratic prOpertles (in UWeber's
(tr.1947) sense of ths term) to the organization. It alsc tehds to
increass participative decision making (to the extent that holding of A
meetings by the county's committés can be so construed). And it tends. o -
to disperse geographically the organization's activities (to the extent
that the active organization of precincts within a county can be so
construed ).

Neganghi and Prasad (ﬁ971) conductad a study of managemsent prattices

in Argentine, Brazil, India, Phillippines, and Uruguayj-comoaring.
management practices of local companies-uwith those of U.S. subsidiaries in
the same business. The depth of inquiry and the scope of amalysig
were, howsver, greatest in the case of India (ibid, p.v). Some 154 companlss,
congisting of American subsidiaries, local companies, and ‘U.S. parent
companiss agreed to cooperate in the study. (ibid, p.31). HolWever, the
data on 92 of thegse are reported in the study. These 92 firms. consist of
47 U.S, subsidiaries and 45 local firms. The information wn management
philosophies, processes, oractiges, and gffectivenass wag gathared

through personal interviews. Somg 570 personal intsruiews wera conduoted,
440 at upper and middle managament lgvels.. Structqred and nonstructured
interview guides wete prepared, and seven- investigators conducted .

these interviews 'in the' five, countries (1b1d, p.31) The firms appear.

to be all manufacturing. firms (ibid, p.32).
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While much of thslr data and analysis seek to relate managerlal
philosophy to management planrung9 organizing, leading, ‘and control
activitic sy they. report some hypotheeses and data relevant to propertles-
of competing. prganlzations {see particularly chapter 10 of. their

book)e Thus, they propose {ibid, p. 171) 3

The greater the dagree of competltlon, the greater will be the
need Fnr long-range planning by the 1nd1v1dual firms.

Agigupport; they indicate that 58% of the 570 exacutlves 1nteruiewed._
mentioned lack of competition (seller's rather than buyer e market,) &g a .
factor (ibid, p.174, tablg 10.2). -Presumably (but this is by no means
clegar) this- means thet 58% of the respondents indicated-lack of .
Cﬂmpstitxon as ‘a factor 1nhlb1t1ng long range planning in their firms.

Another releuant,proposltlon is (ibid, p.175) t

. Companigs in. a relatlvely weak competitive markct are. more likely
) to be. centrellzed than thOSQ within a ralatluely straong campe- ;
U7 titive market.

In a footnote (ibid, p.175) they indicate that the centralization-
decentralization: aspsct refers only to routine day~to=day decision

maklng. but that "Pplicy decision making may show almost reverse relatione
ships"®. No data are citad from their study in support of this
proposition,

A third proposition is (ibid, p.176) 3
The uweaker the competitive situation, the lesser the concéfn -for-
quallty or cost of products, and the lesser the comprshensiuve .
control devices employed by *.e firm,

Again, no data arg cited from their study in support of this proposition,

In view of .the absence of éupporting data and of any sophisticated
theorstical: analysis by the authors in support of these predictions,
the . purported affacts of competition probably are mersly thalr
intuitive Judgements.

Praffar and Leblebltl 51973) studied the effect of the competitive= -
ness of an organization's environment an organlzatlcnal ‘structiyrs.,
Theirs was a sample of. 38 small mdnufacturing. firms operatlhg kG
Illineis. Their data.wére .gathered through a queetlonnalre filled
out by the chief axecutive. Thedr data purport to be 34 test-of- their
hypothesis that competition raises the need of manzgément for internal
control and coordination of operations. As they put it (ibid, p.270),
"if the organization has some degree of control over its enviromment,
€0 that its output can be disposed of regardless of cost or quality,
then efficiency in operations is not as nacessary, mistakes are not as
important, and responsiveness to customgr demands is also not vital,
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On the other hand, an organization facing & highly competitive setting
cannot afford to make many major mistakee, nor can it be substantially
less efficient than its important comnetitors. The grester external
pressure on an organization undeT conditions of competiticn leads to

a demand for even more interlocking of organizational behaviors and mors
coordination and control within the organization". The degree of
competition was operatlonally measured by a single Questions dhat is

the extent .of competltlon in your 1ndustry7 “The -ratings were secured on a
5-point scale ranging from "very high” to "very little competltlon"

No tests -of validity or rellablllty were reported.

The findings wsre somewhat dlsapp01nting. bnly one correlation, tkat of
the degree of competltion with the extent to which decisien nrocsdures

are well specified in advance, was significant at the 5% level (onetail).
By wey of contrast, the size of the organization (number of employees -in
the organlzatlon) was significantly correlated with three structural
variables, - Pfeffer and leblebici purport to report the partial

. corrslations ‘of competition with strugtural variables holding- size
constant. But these makas no sense. For example, the Spearman rank
correlations of "frequency of reporting®™ with size and compstition are
respectively indicated to be .174 and,.057 (ibid, Table 2). The Spearman
rank correlation between size and competition is reported as =.01 (ibid,
p.274 ), - And yot, the partial correlation of competition with frequency

of reportlng, holding" size constant, is reported as 421 (ibid, Tabla 2).
The latter would-imply a correlation of arqund =.90 between size and
pompetition? In additioRy their Table 2 indicates a negative correglation
between competition and "percantage of oral communication in decision
making", but the result is described as positiug in the text (ibid, p.275)}

Pfeffer and. Leblebici go on to test their hunch that technological
uar;ablas,ﬁsumh as production technology, the numbér of products, and

the extent.of prdduct design and production process change affect |
structuraL variables more strongly in a non-competitive env;ronment

than in a competlfxue envirenment, Their argument ils that technologlcal
forces have‘a'grédt'r chance to assert themselves in an enulronmant without
contrary pressures from competition, Oue to the unreliablo gata analy31s,
it is difficult to -deal serlcusly with the data relovant to the
administrative sonsequences of the interactlon between campeult;on and
technological uarlables. »
Khandwalla has reported ‘the strpctural and other consequences-of

perceived ‘competitive pressure (1970, 19732, 1973b, 1973c, 1976b).

In these ctidies; thaugh the original sample was 101 U.S.;manufactordng
firme (1970), his samplc has ranged from 72 to 9 firms, depending upon
the availabillity of complete information with respect to the uazlables
under examipfation. The data were gathered uhrqugh structured QUesglonnalre
addressed to the presidents of these firme. The samplo of firms was picked
to represent a wide range of industrial characteristics, While the rangs
of size was very great, the average annual firm sales uere about ¥ .50
#illicns.
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Competitive pressure was measured. through six scales. Three anchored
scalgg measured ths perceived lntsnslty of price, distributivg and
product .ompetitions in the industry. Three others measured the
importance. of each of these thres to the top management in uiew of their
impact on the Pirm's profitability. The rated intensity of each -

form of compgtition was multiplied with its rated importance to the

top management to secure a measure of the pressure. on:the firm through
that form of compstition. An imdex of competitive pressurs was s
secured by aggregatlng the scores for the three-forms of competltlon.
The reproducibility {see Nunnally, - 1967, P.193, for the mgasure.
employed) of this index of compatltlve pressure wasg -.50. Subsaequent.

to securing the responses of the presidents, a.questionnaire was

sent to the responding firms' marketing Executiyes incorporating
questions on competition. ' The marketing exscutjves of 34 firms
responded. A comparison of the responses of the presidents with the
markusting exscutives indicatid fair to good agreehsnt for the four measures
of competition {all were statistically slgnlflcant at: the 5% level;
three at ths 1% level).

The firndings .may be summarised as féllous:

1. Product and marketing competitions tended to accentuate the stra~
tegic, lohg term importance to top management of a number of modern
managemsnt activities, particularly product development, forscasting

of sales; formulation of marketlng strategy, and hiring and firing

of managerial personnsl. Price competition tended to depress: ,

the strategic importance of two activities, the planning of long - dl
térm investments and the hiring and firing of mamagerial personnel
(khandwalla, 1976b, Table 1). * The agtivities were' grouped undsr

the functional staff arcas oFégrowth and financing; product development;
markuting, and managerial perspnnel, The data indigated that price
competition tends to depress the strateglc importancs of the grouth

and financing and managerial personnel areas, and.marketing and product.
_competitions tend to raise the importance of the product developmest,
marketing, and managerial persunnel argas., The data indicatsd.that:

the markgt and administrative stratugies of the top managementeare Tikely
to get more comprehensive and therefore mare complex-as pressures f rom
markuting -and product competitions increasey and are likegly to get

lgss complex as préssures from price competltlon 1ncrease.

2. QOverall competitive pressure- 15 pDSlterly but only weakly to .
moderately associated with four dzmunslons of. organlzatlonal structure *
(Khandwalla, 1973b). The four dlmenslons are $ delegation of. '
authority by the chief executive ot the firms. select1v1ty io the
delegation of authority by- ‘the chief executlue, the use of cophlstlcated
management controls, and seleCthlty ifF the use of managemgnt controlsi
Delsgation of authority by the chief executive was measured by
aggregating the ratings of the extent to which the fim'g chief executive
had delesgated authority to his subordinates with respect to each of nine
strategic areas of decicion making., Selectivity in the delegation

of authority was measured by computing,; for esach firmy, the variancc of
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the ratings of delegation for the nine strategic areas. The use of _
sophisticat.d management controls was measured by aggrsgating the president’s
ratings .of the extent of use of nine sophisticated controls. Selecti-
vity in the.use of controls was measured by computing for each firm, the
variance of the ratings of the usz of the nine contols. -

The data suggested {(ibid, 1973b, Table 1) that product competition had the
largest positive (and significant) relationships with each of these

four structural variables, Price competition was significantly pesitively
asgoclated with selectivity in the use of controls, and markating
competition with the use of controls,

Delsgation of authority by the chief executive differentiates the organi-
zation, that is, permits differcntiated structures ta devslop within

the organization. The use of controls, especially the sophisticated
variety, integrates the organization's activities. The data suggest
therefore that competition for patronage generally, and praoduct
competition particularly, has the effect of making the organizational
structure both more differsntiated and more integrated, that is, more
complex, at least as far as manufacturing drgénlzatlons are concerned,
They also tend to make for more sclectic dlffarentlatlon and.integration.
This is likely to be bacauss competition for patronage tends to make
various demands on the organization: for more accurate information about
the market, for creatively meeting the negds of the clients, for adapting
quickly to changes in the rules,of the market game, for internal .éoordi-
nation of operations, for efficicncy in opérations, for responding quickly
and effectively to local pressures, for influencing thes fo::es bn the
market, etc. Pulled in many different directions, the organization

must develop uncertainty reduction structures, diffsrentiation strictures,
and structures for integrating and coordinating the uarlety of its - '
1nternal st~ ictures,

3. Khandwalla {(1973a, 1973c) reported some 1ntaresting uarlatlons in
the administrative responsgs of the firms he studied when they were
dichotomized into 38 high profit and 41 low profit firms, The cut=off
point was 12% return on sharsholders' funds before taxes. Whilg the
group means of a number of administrative vafiables wers about the same,
competitive pressure was-significantly and positively associated with
part1c1pat1ve management at top levels, vertical integratian, delegation
of authority by the chief wxecutive, and functional. departmentallzatlon
in the group of high profit firms. It was significantly associated with
only one variable, the use of sophisticated contrpels, in the group of
low profit firms. UWhen the administrative variables werz grouped as-

. uncertainty reduction, differentiation and integration variables, it

was found that the average cdrrelagtions of competition uwith these

three sets of variables were .27, .29, .32 respectively for the high-
profit group and .01, .00, .71 respectively for the low prefit group



{ibids 1973a, Figure 4; participative management which wag treated
as both an uncertainty reduction v.riable, and an integration variabla,
has besen treated hars as only an integration variable). To the

extent thet competition for patronage is 3 dynamic, diverse, complox
phenomznon, the data suggest that. a complex organizational structure
that boasts uncertainty  reduction mechanisms: Tike uert;cal 1ntagratman
and intelligence gathering and processing staff services, leFerentla
tion- mechanisms like decentrazlization of authority, divisionalization,
and functional departmentalizaticn, and integrative mechanisms like
ParthlpatlU&, team management and sophisticated control systems;

ig not only likely but may bs desirable. Conversely, other things
being sgual, in the reletive absence of competitiort fur patronage,
. a complex struccure is not only less likely but may be undesirable..

In a follow up study of 103 Canadiah manufacturing as well as non=
manufacturing Fers, Khandwalla (197ﬂb) teported that in a group-of

57 high performance firms; competitive pressure was significantly

and positively’courrelated with an organic style of .top management,

while in- the residual group of 46 low perfcrmance organizations, thaere
was 2 smallqnbgative correlation, - Parformance‘was measured objectively,
in terms ofWet only the long term average profitability of the firm,

but alsd the stablllty of profitabhility, and the growth rate of thw
firm's sales/ravsnues. Compeatitive pressure index includad two mora
competitions basides price, distributive, and product competitions, the
two being competition for technical persenngl ang competition for

inputs (auch 28 raw materials). The measure of compat;txan therefore -
encompassed the factor as well as the proguct markots.. The measure

of organic styls had ‘several of the dimensions of crganlc mahagemsnt
idaentified by Burns and stalker (#961), namely, (1) loose, informal
control. of operatlons and dependence on informal telationships and

the nomm of cooperation; (2) emphasis on getting thzngs done evan

if this r-ant-disregarding formal procedures; CS) tandency to adapt
Ffaely to changing circumstances withoUt much concern for past practices
(4, support of situationzl expertlsa in decisipn making, even if this
meant temporary devaluation of fomal authorzty, (5) managarial

styles permitted to range freely fraom the very formal to -the vsry
informal; and { 6) open channels of communicaticn with impartant
informetion flowing quxte fre«ly throughout the organization. The scales
were so anchoraed thst-a high aggragate scere indicated an organic

style ang-a 1ou total score a mschanlstlc style.

Th his study cf 103 Canadizh firms, Khandualla also found (1575a,

Chaptsr 10) tRat- compatitive pressure WYas positively 'and significantly
associated with 'high performance aspiraticns (high félative to rivais)

on the part of the top management in respect of profltablllty, growth,
solvency, employae morale, and publie- gﬁodw111. This may bs bucausc

tvigh achiivers may’ comg to the fore in organlzatlons experiencing intense
rivalry, a peint of conexderable importance in cconomic development
(McClelland, 1961). It may also be because kcy organizational goals
achigve a traﬂscendance, and their functlonal interrelationship is. more
tlearly appreciatcd. in the -$trésses and straing of a competitivo environ-
~ment, It was alsc associated with & strongly market orientation, ovicenced
by the importance given to forecasting and markct reswarch (Coaper and
Khandwallay 1575).
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- Pznnings (1975) has reported findings on 40 branch offices of a nationa.
brokerage company. Each of these 40 coffices provided the same set af
seruxces, but the broduct mix varied somewhat as betwean the offices.

All had the same formal organizational &tructure. . In size they varied from
31 employees to 141 smployees. Pennings employed a purposlue, stratified
sample of large and small, high and low performance btanches of the
company. The data were gathered from the salesmen-brokers employed

by the offices. In each offics, part of the data was gathered from:ons
group of brokers, and the other, partially ouerlapp;ng part from andther
group of brokers. The correlations df scoras on the pertion of over—
lapping data were modest but slgnlflcant. Thg reproducibility or )
rellablllty of multi-item measures was generally satisfactory. Na checks
on the validity of the uarlables were rsported. R ’

The primary medsure of compatltlon utilizeg was the numbar of competitors,
presumably bf the,branch (the operational definition of number of.
competitors was not glven) It should bs remembarsd- from our earller
discussion of the detsrminants of the intensity of rivalry that the

number of compstitors is only one of several determinants of the degree

of rivalry. The number of competitors was ‘significantly correlated with
the powsr slope, a measure of how centralized the running of ‘thea office
was, The number of competitors was correlated negatively, but tiot
significantly, with a number of other organizational variables like

lateral communlcatlon, vertical communication, partlclpatlueness, Gnarket)
meetingsy total power or influence, and social 1ntar-dependence. Generally
spgaking, competltlon, to the extent it was measured by the number of
compatitors, seemed to have the effect of maklng the organlzatlon

moré cehtralized, less democratic, and less.organic, a.finging not generally
consistent with the, studles discussed earlier,

Twa other var*ables may fairly be said to be dlrth responsgs to
compgtition., U(ne wds "knouledge about competltlon“, a measure of how
informed the brokers felt about the local competltors with respect to

the latter's polidies and strategies of selling, electronic and mechanical
aids in selling, special services and facilitiss to attract new customers,
activities of their rescarch staff, activities of their planning staffs,
and advertising and salss promotion. The other was the "quality of
organizational intelligsnce", a measure of how much the broker—-salssmen
learned about their local competitors from newspapers and finangial
magazings, attending local conferences and meetings, reading material

put out by the research and planning staffs of competitors, friends
working in the competing organizations, informal gatherings and gossip,
customers visiting the broker's organization from compsting organiza~=
tions, and other sources. Knouwledge about competition was strongly
correlated (.75) with organizational intelligence. However, neither was
correlated significantly with the number of compstitors{ This affects
adversely the validity of treating the number of competitors as a

measure of competition. Knowledge about competition was eignificantly
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corrplated with work specialization, and the correlations with power siops
(centralization), total power ( a measure of perceived equality of influencs
of the differznt organizational levels in the way the office is run), and
social interdepsndence wers sizeable and positive, but not significant.
Quality of organizational intelligence was significantly cormelated with pouwer
slope and social 1nterdapendence, and nearly significantly correlated with
work specialization.

If one assumas that both knouledge about competition and thg guality of
organizational intelligence are partly at least uncaertainty reﬁuctlon mechanisms
pressed into ssrvice .in rgspensg to ﬁJnmeasured) competitive PrEeSsUTES,

than other internal conseousnces of these latter seem to be a sharper
vartical division of labor (between thase who make decisions and those who
carry them out), more functianal and role specialization, and greatsr

social intersgtion and 1nterdependence at work, If we can think of specis=
lization as .a measyre of organlzatlonal differentiation,; social ‘interdenendsnce
as a measure of drganizational intsgration, and power slops or vertical
spacialization with respect to decision making as partly a measure of
nrganlzatlonal gifferantiation ( differentiation of power between tha
managers -ahd the 0perat1ues) and partly a measure of organizational coordina=
tion or 1ntegratlon {through greater .centralization of decision maklng)

than the Pennings Findings indicate that the greater the compatitive
pressure on the organization; the mors uncertainty reduction, dlfferentla-
tion, . and integration mechanisme doss the organizaticn tend to employ, '

a Pinding consistant with that of Khandwalla [1973c)}. Uf course, it is

worth stressing that Pannings did not measurs competitivs pressure on his
sample of organizations, and we have assumed that the variation in

knowledge about competitioh.and in organizational intelligence is- accounted
for by unmeasursd variation in compstitiva:pressure on his organizations,

Table 4 provides a summary q? the administiétiue canseguences of .
ccmpe;}tion as revealed by thas review of empirical studies,
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TABLE 4

SUMMARY OF THE ADMINISTRATIVE CONSEQUENCES OF COMPETITION

REVEALED BY EMPIRICAL STUDIES

Classes of Administrative
Variables

Top level goals for the
organization

Ideology of top management

Administrative and external
strateqy

Structure of the organization

Functioning of the organization

Effect of Compétition

Aspirations with respect to. a

number of organizational goals®
_rige (Khangwalla, 1976a ).

Managerial aspirations with
respect to pgrsonal goals
decling (Williamson, 1963)

" Tends to become more organic in

high pgrformangce organizationg

" (Khandwalla, 1974b). Tends to

become more market oriented
(Cooper “and Khandwalla, 1975).

Becomes more complex, in the
senge that a large numbegr of
activities are perceived as
strategically important
(Khandwalla, 1976b). |,

Greater bureaucratization (Rosa,
19553 Crotty, 1968; Pfeffsr and
Leblebici, 1973); more uncertainty
reduction, differentiation, ang -
integrative mechanisms (Khangdualla,
1973a, 1973c} Negandhl and Praaad,
1974, Penhlngs, 1975). ‘

More internally cohesive Gherlff.

1951)5-more aggressive and dynamic
(Rose, 1955: _Crotty,’ 1968).
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SUMMARY, INTEGRATIVE MODEL AND CONCLUSIONS

Competition is rivalry in ths domain of activities in which the -
arganization operates, be they activities connected with the acguisition
of resources by the organization Of. activities connscted with

the disposition of- its outputs. Competition has a strustural” aspect

and a behavioural *aspect. The strugtural aspsct relates to

the degree of negative interdepsndence and the potential for cooperation
rather than conflict, as shown. in Figures 1 and 2 and amplified in the
propositions of Pnillips (19%62). The form and intensity of competitive
conduct is the behavipral aspect of competition., The structural

aspect and the:hehavioral aspect erz obviously rdated, as indicated by
the propositions of Phillips (1962 ), but the relationship is likely

to be stochastic in nature rather than being a deterministic one.

This is becausd, given a: domain structure, the organization often has

a choice in the way it responds to it. Thus, for example, in highly
concehtrated industries with litile product differsntiation, whils
generally therg may be parallel priging, somatimes one may encounter a
maverick prige cutter. To a degree, the distinction between compstition
and organizationdl response to it is blurred becauss guite often
competitive conduct is what rivals chooss it to be.

We have viewed ths degres of rivalry exhibited in a domain of activity
as a congequence of the competitve structurse of that domain., It is

in this senes that the deqree of rivalry is a property of competing
organizationg. Tahle 1 shous the pradictad degree of rivalry to which
an erganization may be sub;acted to f{and which in turn it may subject
ite rivals to) in each of the méjor market structures identifisd by
aconomista, - Atomlstlc. monopolistically competitive, and oligopolistic
structures with differentiated PdeUctS or services are likely to
gehgtate more rivalrous behaviour than oligopolistic structures

with hemogenaoys products. or services. Rglatively smallar organizations
within any ‘given structurs are l1kely to be subjected tos and possibly
emit, more comphtitive conduct than’ relatively larger organizations

in that styucture. Some empirical support for these predictions is
shouwn in Table 2, '

Rivalyous conduct can take many formms, including price cutting,
advertising and promotion, diversification, verticsl integration,
research and development and innovation. Table 3 summarises the
likely relationghips bestuwsen these various forms of competitive
conduct (which are clearly properties of competing organizations) and
assoclated domain structures. It alsoc indicates some of the adminis=
trative consequences aof thesa formg of competitive conduct,

Several empirical studies of the administrative consequances of
competition wers reviswsd., In some cases tha measure of competition
was a structural one (Sheriff, 19513 Rose, 19553 Williamson, 1963).
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In other cases, it was a behavioral ong (PfeffeL and LebLgbAclh 1§Z§,
Khandwalla, - 370, 1973a, 1973b, 1973c, 1974b; 1975, 1975a,. 197&1;3

The evidence is e=ummarised in Table 4.- -Competition seems: tt.g}gqg,h tlae
organization in & ﬁumberwaﬁgﬁﬁrectlons: 'Towards a more V1gorous pursuzt
of the legltlmat!‘gcals~of tﬁﬁ.organlzatlon, greater. flexlbllltypgmoﬂg~
key decision makers, a more eXternal-relations orientation Emopgm#bem,

a more complex survivial and growth strategy,  greater structural
complexity as svidenced by a greater use of uncertalnty Téduction,
differentiation,”a"d integration mechanisms, greater bursaucratization,
and possibly greater” internal cohesion,

These various strands of information can be integrated into a model of the
properties of a competing organization (see Figure 3). The structurs

of interorganizational relationships in the domain may approximate to
either the zero sum varisty (Flgure 1), or the variable sum variety
(Figure 2). 1If the relationships are of the zero sum variety, intanse
rivalry is likely. If it is of the variable sum varigty (the prisoners®
dilemma type), intense rivalry may or may not erupt depending upon

whether the rival orgahizations are not or are able to coordinate their
activities, They are not likely to be able to cocrdinate their activities
if thers are too many of them, if they have all roughly equal power,

if their value systems are dissimilar, if their cost and demand functions
are dissimilar, etc. Under opposite conditions they are likely to be

able to coordinate their activities to eliminate “wasteful" competition,
Rivalry is also likely to be exacerbated if the clientele is gsophisti-
cated.

If the rivalry is intense, it will result in two sets of ognsequsnces. .
Firstly, the organlzatlon will tend to make some strategic, domq;n

related moves, such—as 1n1tlat1ng or matching price CUtSﬂ.UEPtiC?i
integration, diversification, introduction of new producté!g:4sgrv1ges,__“
heavy advertising SRg Promotiton, etc. The relatively smaller organization
will tend to fee¥ ¥lie stingsief competition more sharply and ‘thefgfore~
will tend to react more actively. However, ahsolute smallﬁess‘in,slze
may; due to pauclty of resourcesy make it difficult for. tha organization
to be as aggresslve as it might prefer to-be; certainly with Tespect.

to heavy aduart;slng, vertlcal integration; diversification, and
innogvation 6f nsuw prodUcts or services, and ,may indeed fupction:guite
passively’. The splrlt may be strong, but the flesh may be Quite

weak,

The second set of conssquences of intense rivalry will be internal to

the organization. High achievers with high capability will tend to be
vested with power and resnonsibility. Key decision makers will tend

to focus more sharply and. pursue more vigorously the egltlmate,

goals of the organization, possibly at the expense ‘of their personal
goals, They will tend to develop mare comprehen51ve. multiplex strategies
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Figure 3

HE DOMAIN STRUCTURE OF & COMPETING ORGANIZATION,
COMPETITIVE CONDUCT, AN AOMINISTRATIVE CONSERUENCES

" Domain Structure

~—

Parceived “Perceived .

Z8TO sum Variable

Relation= Sum Rala- .

ships with tionships

Rivals uitb,R;uals

. ‘\\\.

Breakdown or " ~.Coordination of.
Absance of _ Interorganiza-
Interorgani- . tignal Relatioms
zational Co= P
ordination
+ -

Sophistication . Intensity Relative Size
of .clientele E{ of Rivalry ¢ _ of the
' with Rivals, Organization
- \
\t&)
Daomain Directed Administrative
Activities Cohegguernces

Price cucting,
advertising and
promotion, verti-
cal imtegration,
diversification,
innovation of new
proddicts or
services

Y

7

Increased importance
and pursuit of legiti=
mate .organizational
goals, :formulation of
complex, many=sided’
strateqgy, external
relations orientation,
compl=x organizational
structure; more cohe-
sively functioning
organization

Notet -{1) The above modsl seems appropriate for organiza=
tions abous some minimum sizs. Small organizations
may simply not have 'ths resources to gngage in
several domain directed activities.

(2) Plue sign implies convariaticn And Negative sign
implies inverse or nfegativeé convariation.
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for coping with competition., They may practice an organic, flexible
management style at least amongst themsslvés, They -sill tend to
initiate uncertainty reduction, differentiation, and integration
structures like a sophisticated domain oriented-information system, -
divisionalization, decentralization of authority, functional specializa=-
tion, the establishment of standard operating procedurss for lowsr
lgvel management, sophisticated control systeme; participatory

decision making at thke higher levels, etc.

Naturally, the domain related activities of the organigzatipn will
influence its internal changes, and to some extent, the vice versa

may alsobe true, Vertical integration and diversificationy 'df
pursueds, will tend to cause the organization to get divisionalized and
decentralized, and cause it to adopt a sophisticatéd control system
and a team decision making. structure.at top lesvels to ensure proper
ccordimation.and control of the resulting diversity in activities.
The decision to markst new ar improved products or services will tend
to propel the organization. towards setting up a sophisticated domain
oriented information syetem. Heavy advertising and promotion will tend
to make the top lsvel decision makers marketing oriented. : Conversely,
internal changes like a sharpening of the organization's objectives
and a more multiplex organizational strategy will in turn.tend to
make the organization reach for options like diversification, vegrtical
integration, etc. Rather Opposlte will be the domain related and
agministrative consetunces of low rivalry.

Finally, one may raise. two questions ¢ Ig it "good" for the organi-
zation to be subject to competition? 1Is it “good" for society to
have organizations subjectsd to competition? "No definitive answers
are available, of course, but soms conjectures are worth making,

From the p.int of view of the organization, the."good" presumably
represents degirable cansequences for its long term viability and

for those that are most intimatasly connected with it, such as its
owners, its members, and also its clients, As far . as -owners.ate
concerngd, if. profit is what they are looking fory, it -is not sasy to
see haw competxtlon will affect profits. Price- competition may
reduce profits-but the initiatives that the organization takes as a rgsult-
in the marketing of new products or services, in making its internal
operationg more efflclent, in getting achisvement oriented,
resourceful 1nd1ulduals to occupy key pos;tlans etc., will tend teo
compensatg for the erosion of profits due to price competitions Thus -
the net result'ls hard -to predlc;,

As far as the clients of the organization are concerned, competition
should generally result in their getting better products or services
at less cost. But Buen this is not unambiguous. Pointluss
advertising competltlon for differantiating the products where no
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differences objectively exist simply adds toc the cost to the client
without much cenefit to him. ~ In addition thereé is the temptation of
fly=by~-night opgrators palming off inferior prodycts or services to the
unwary customer in order to beat. competition. One might conjecturg that
compet ition between organizations is good for their clients when the ;
latter are well=informed and discriminating; under opposlte condltlana,
the results are likely to be very mixed.

As far as the organization's members are concernsed, competition is
likely to engender an innovation=supportive organization. Those with
a certain amount of tolerance for change and ambiguity, and an ability
to update their technical .and other skills are likely to find

the environment congenial, Those with strong needs for stebility,
structure, ordsr etc. are likely to find their skills progressively
devalued and sa might get quite unhappy. Thuss whether organizational
members find life in a competitive organization satlsfylng or not

will tend tp depend on their parscnality structures.

As far as .the u1ab111ty of the arganization is concerned, there is
little questlon that- except for small, vulnerable organlzatlons that
may perish in a competltlve environment, competition forces the'

. organization to buwild up some real strengths and adaptablllty. It
professionalises its managemsnt, makes it more proactive, more aware
of the opportunities and pitfalls of the environment in which the
organization opesrates; more intarnally cohesive and collaborative, and
thereby increases the capacity of the .organization to withstand
unexpected changes in the ‘environment. ~ In the author's study of
Canadian.firms mentioned garlier, of the firms experiencing strong
compatitive pressura, 34% had top managements that were. moderately to
strongly risk taking, organic, technocratic and long term plannlng
orlented,.ggg partieipativa. OF the firms experlenclng sggak’ competlthe
pressura, only the top managements of 14% had. such an orlentatlon.5

Lastly, uwhat good does rivalry among organlzatlons do to sociaty? Flrst
of all, it provides checks and balances to the power of .organizations,
and thus furthers libertarian ends. Competition among organizations
provides an outlet for thg imgenuity and creativity of ths glfted, not
to mention a. constructlue outlet for the :3nergies of the aggressive
or the vicious (khandwalla, 19760) - But then competition is a two-
edged sword which leavegs many maimed and bleeding in its’ wake.
Competition undoubtedly contributes to the frenetic, possxbly 'insans
pace of maodern life, inundatesths civilized with a multitude of adver=
tised vulgarities. It is also, of course, a cornucopia of need
satisfiers and stimulants.
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fFoot notes

L Traditional sconomic analysie assumaes away the issue of operating

efficiency, since the firm is aluways supposed to be opsrating at

its production possibility frontier, that is to say, at the hlghBSt
attainable leuels of efficiency consistent ulth the technology
employed by the firm ( see for example Samuelson, 19674 che 27).
Housver, several sconomiste have discussed the possibility that
operating efficiency is a decision variable, not a parameter (e. Q.
Llebﬁnsteln, 15663 Comanor and Liebenstein, 19693 Cyert and de Groot,
1973

Note that such a vieuw impliss that what economists call perfect
competition is not really competition at all. Under the rigorous
assumptions of perfect competition no seller has any motivation

to compete, that is; raise or cut price, increase or decreass
marketing activities, differentiate his product. It is a situation
of perfect inertia induced by the realization that nothing any
seller can do can improve his lot. In point of fact, of coursa, sven
if there are many sellers and ths product is relatively homogeneous,
as say in wholssale trade, many competitive issuss remain,; such ag
operating efficiency, correct anticipation of price flucturations,
locaticnal advantages, goodwill, reliability, etc. stc. Thus, an
atomistic market structure is quite consistent with furiously
competitive behaviour on the part of rivals,

The scores for the index of competitive pressure were trichotomizsed

on the assumption that the underlying distribution was normal,

Of the total of 9% Canadian firms for which data relating to industry
affiliation were fully available, 34 were in the top third of the
distribution, 35 in the middle third, and 27 in the bottom third,
suggesting a reasonably normal distribution. The procedure of ignoring
the firms in the middle third of the index resulted in data loss, but
greatly cut down the probability of classifying a firm as experiendng a
high (low) competitive pressure when in fact it was experiencing a

low Gwlgh) competitive pressure, The mean competitive pressure

score of the "high" group was 18.1 (standard deviation of 1 .5); that

of the "low" group uwas 9.5 (standard deviation of 2.5).

Indeed, fha work of Hall, Haas, and Johnson (1967) suggests that
organizational differencss tend to be quite marked as between f irms
and other types of arganization.

The actual loss of revenue will depend upon the price élasticity of
demand, If it is high, thsre may be no loss of rsvenue at all, and
in fact there may sven be an increass.
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Strong competitive pressurs firms were those that scored in the top
third of the distribution of competitive pressure on the firmy; while
weak competitive pressure firmms scared in the bottom third of the
‘distribution. See Appendix for the operational definition of compe~
titive pressure. For operational measures of risk taking, technocracy
and planning fcalled “optimization" in the reference); organicity

(called "flexibity" in the refersnce), and participation, see Khandualla,
1976a, Appendix A, ™Moderate to high" on these dimensions means scoring
in the top two=thirds of the distributioh of the scores of thess
dimensions, o
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APPENDI X

Index of Competitivg Pressure

Definitions Competitive pressure on the firm from price, marketing and
product competition was defined as follous?

(a) There were three scales that measured the perceived intensity of
sach form of campetition, -The wurding was?

Houw ;ntgaga is each of the following in your main industry? Please
circle the numbar in each scale that best gpproxlmatac the actual conditions
in it, If an item is not relevant to your indhstry,.mrita:N,A.

Competltlon in promotion, advertising, selllng, dlstrlbutlon, etc,
in main 1ndustry

Ulrtually none = a 1 2 3 4 5 6 7 Extremgly intensa

single seller in ' {e.qg. cigarettes, cars,
the market. detergents, etc.)

Compatit;on in the quality and varisty 6%<ﬁfodubts or services

Virtually none = a 1 2 3 4 5 6 7 Extremsly intense, such
homogensous product as the auto industry,
or service industry textiles

such as an elgctric

utility

Price competition in industry

None, e.g. a monopoly 1 2 3 4 'S5 6 7 Extremgly 1ntense, “out
throat", as in discount
ratalllng, garments, gtc.

(b) Three other scales measured the attention paid to thaese forms of compg=
tition by the firm's top management, The wording wast

How much attention does top management pay to the following characteris-
tice of your main industry. In other words, considering their impact on
long term profitability or growth how much importance does your top manage=
ment attach to these aspects?

Competition in quality and variety of products or servicas

Little importance 1 2 3 4 5 6 7 Extreme importance
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Price competition in the industry -
Little importance 1 2 3 4 5 6 7 Extreme importance
Competition in promotion, advertising, s&llifg, distribution, etc,

Little importance 1 2 3 -4 -5 6 7 - Extreme lmportance
(c) The rating of the 1nten31ty of a form of competltlon was multlplled
by the rating of its. importance.s The positive’ square’ roct of this *
product was taken to dampen the excassive variability in higher magnituds
numbers. The three square rootg were aggregated to secure an index

of prgssure on the firm through competition. for patronage,_, -

Reliability ang Uallg;tg " In 60 out of the 103 Candian firms which

data were secured, two senior exscutives independently completed

the " questlonnalre. The competitive pressure score of these 60 pairs

of "eXperts“ on their firms were correlated to serve as one crude
measure of validity. The product moment correlation was .71 (N= 60).
The average intercorrelation betwsen the thrse items in the index of
competitive pressurs was .50, yielding a coefficient of reliability
or reproducibility of .75, Besides, competitive pressure as measurad
was correlated significantly, as we should sxpect, with perceived
anvzronmental heterogeneity, as well as with perceived snvironmental
hostility, and perceived envirommental turbulance (for operational
definitions of thess thifee envirommental measures, see Khandwalla,
1976a, Appendix A). Thus, as measured, both ths validity and
reliability of competitive pressure are quite satisfactory.
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