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Course Scope and Mission
The course emphasizes both seminal research and recent developments in the application of economics to strategic management. We will explore theoretical analyses and empirical studies that address fundamental questions in research on strategy and organizations:  How do firms behave?  Why are firms different? What are the appropriate boundaries of the firm? What are the sources of differential firm performance?  In so doing, we will begin at the organizational level, and work our way up, embedding organizations first in inter-organizational arrangements and then within the context of an industry. 

We will examine contributions to strategic management from the following areas: 1) transaction cost economics and property rights theories; 2) agency and contract theory; 3) game theory and industrial organization.

Course Requirements
The course grade will be based on class participation, three progress reports, and a final paper.

Term Paper, and Progress Reports 
To help you develop your term paper, you should submit three progress reports for discussion and complete a final paper. You will need to begin thinking about your term paper early in the course.  Please feel free to discuss your ideas with me whenever you are ready to do so. 

1. Progress Report 1: Problem Definition (2-3 pages, typed, double-spaced). Describe a strategy and economics research problem that interests you. Describe why understanding this problem is relevant to scholars and practitioners in Strategy and Organization.  Due October 10.  
2. Progress Report 2: Literature Search.  Perform a literature search and develop a reading list of articles and books that address your research problem.  Format your reading list as a list of references following the format used in any of the major economics or strategy journals on the syllabus. Due October 24. 
3. Progress Report 3: Theory and Hypotheses (5-7 pages, typed, double-spaced). Discuss theoretical perspectives that address your research problem. Revise your research problem if you find that it has already been addressed in previous research. Provide preliminary modelling and discuss testable predictions from your modelling. How do the model and its predictions contribute to knowledge in this area?  Due November 14.  
4. Final Paper (20-25 pages, typed, double-spaced). Based on Progress Reports 1, 2, and 3, develop a research paper suitable for submission to an academic conference.  As well as including problem definition, contribution, theory and predictions, your paper should include a description of your research design, the data required to test your hypotheses, and methods used to collect and analyze the data (for empirical papers). For theoretical papers, you should describe extensions and further work. Due at end of semester
Discussion Topics
NOTE: for each week we will identify either two or three articles to read; you can read the remaining articles during all of your leisure time. 

1. Introduction: Why Strategy and Economics? 
 Rumelt, R.P., D. Schendel, & D.J. Teece (1991), “Strategic Management and Economics,” Strategic Management Journal 12(Winter): 5-30.  [NB: ONLY READ THROUGH PAGE 22!]
 Spulber, D. (1992), “Economic Analysis and Management Strategy: A Survey”, Journal of Economics and Management Strategy, 1(3), pp. 535 – 74.

 Porter, Michael (1985), Competitive Advantage. New York: The Free Press. Chapter 1.
 Armour, H.O. and D.J. Teece (1978), “Organizational Structure and Economic Performance: A Test of the Multidivisional Hypothesis,” Bell Journal of Economics, 9(1): 106-122. 
The first two articles are intended to give an overview of the economics-based strategy field.  The chapter from Porter is intended to show how this view influences strategy teaching and practice.  The final article is a classic in the field; it is intended to allow a critical discussion that will foreshadow our critical discussions of articles throughout the semester.

2. Economics of organization I:  Transaction costs, property rights, and the boundaries of the firm
Williamson, O.E. (1991), “Comparative economic organization: The analysis of discrete structural alternatives,” Administrative Science Quarterly 36(2): 269-296

Masten, S., J.W. Meehan & E.A. Snyder (1991), “The Costs of Organization,” Journal of Law, Economics and Organization, 7: 1-25.

Novak, S. & S. Stern (2007), “How does outsourcing affect performance dynamics? Evidence from the automobile industry,” NBER Working Paper 13235, forthcoming [I think] in Management Science.

http://www.nber.org/cgi-bin/author_papers.pl?author=sharon_novak_1 

[Plus: Think back to Pisano (1989) and Oxley (1997) from your Alliances & Networks course]
For the keener:

Anderson, E.A. & D.C. Schmittlein (1984), “Integration of the sales force: An empirical examination,” Rand Journal of Economics, 15(3): 385-395. 
Macher, J.T. & B.D. Richman (2006), “Transaction cost economics: An assessment of empirical research in the social sciences,” Duke Law School Legal Studies Paper #115. [Available on SSRN] http://papers.ssrn.com/sol3/papers.cfm?abstract_id=924192
Monteverde, K. and D.J. Teece (1982), “Supplier switching costs and vertical integration in the automobile industry,” Bell Journal of Economics, 13:206-213.

Muris, Scheffman and Spiller (1992), “Strategy and Transactions Costs: The Organization of Distribution in the Carbonated Soft Drink Industry,” Journal of Economics and Management Strategy, 1(1): 83-128.

Pisano, G.P. (1990), “The R&D boundaries of the firm: An empirical analysis,” Administrative Science Quarterly 35(1):153-176.

Silverman, B.S. (2002), “Organizational Economics,” in J.A.C. Baum (editor), Blackwell Companion to Organizations, London: Blackwell Press.
Williamson, O.E. (1985), The Economic Institutions of Capitalism, New York: Free Press.
Hart, O. (1995), Chapters 1-2 from Firms, Contracts &Financial Structure, London: Oxford University Press.

3. Economics of organization II: Agency, incentives & contract structure
Alchian, A. & H. Demsetz (1972), “Production, information costs, and economic organization,” American Economic Review 62(December): 777-795.

Corts, K. & J. Singh (2004), “The Effect of repeated interaction on contract choice: Evidence from offshore drilling” Journal of Law, Economics and Organization, 20(1): 230-260.
Lafontaine, F. (1992), “Agency theory and franchising: Some empirical results,” Rand Journal of Economics; 23(2): 263-283.

For the keener:
Crocker, K. & K. Reynolds (1993), “The Efficiency of incomplete contracts: An empirical analysis of Air Force engine procurement,” Rand Journal of Economics 24: 126-146.
Gibbons, R., G.P. Baker & K.J. Murphy (2002), “Relational contracts and the theory of the firm,” Quarterly Journal of Economics, 117: 39-83

Jensen, M.C. and W.H. Meckling (1976), “Theory of the firm: Managerial behavior, agency costs and ownership structure,' Journal of Financial Economics 3(4)
Joskow, P. (1987), “Contract duration and relationship-specific investments,” American Economic Review, 77:168-185.

Kalnins, A. & K. Mayer (2004), “Relationships and Hybrid Contracts: An Analysis of Contract Choice in Information Technology” Journal of Law, Economics and Organization, Vol. 20(1): 207-229.
4.  Aside: Decomposing firm performance [Guest professor: Anita McGahan] 

Rumelt, R. “How much does industry matter?” Strategic Management Journal 12 (1991): 167-185
McGahan, A.M. & M.E. Porter (1997), “How much does industry matter, really?” Strategic Management Journal 18(Summer): 15-30
Ruefli, T.W. & R.R. Wiggins (2003), “Industry, corporate, and segment effects and performance: A non-parametric approach,” Strategic Management Journal, 24(9): 861-879
McGahan, A. M. & M.E. Porter (2005), “Comment on ‘Industry, corporate, and business segment effects and business performance: A non-parametric approach,’” Strategic Management Journal 26: 873–880
Ruefli, T.W. & R.R. Wiggins (2005), “Response to McGahan and Porter’s comment on ‘Industry, corporate, and segment effects and performance: A non-parametric approach,’” Strategic Management Journal 26(9):  881-886
For the keener:

Schmalensee, R. (1985), “Do markets differ much?” American Economic Review 75: 341-351
Montgomery, C.A. & B. Wernerfelt (1988), "Diversification, Ricardian rents, and Tobin's q," Rand Journal of Economics 19: 623-632.

McGahan, A.M. (1999), “The performance of U.S. corporations,” Journal of Industrial Economics 47(4): 373-398.

Helfat, C.E. & E.H. Bowman (2001), “Does corporate strategy matter?” Strategic Management Journal 22(1): 1-23.
5. Economics of organization IV: Dueling Views of Trucking 

Nickerson , J.A. and B.S. Silverman (2003), “Why aren’t all truck drivers owner-operators? Asset ownership and the employment relation in interstate for-hire trucking,” Journal of Economics and Management Strategy 12(1): 91-118.
Baker, G.P. and T. Hubbard (2003), “Make vs. buy in trucking: Asset ownership, job design, and information,” American Economic Review, 93(3).

Lafontaine, F. & S.E. Masten (2002), “Contracting in the absence of specific investments and moral hazard: Understanding carrier-driver relations in U.S. trucking,” NBER Working Paper 8859.
      http://www.nber.org/papers/w8859
For the keener – dueling views of Fisher Body – General Motors:

Klein, B. R.G. Crawford, & A.A. Alchian (1978), “Vertical integration, appropriable rents, and the competitive contracting process, Journal of Law and Economics 21: 297-326  [esp. pages 308-310]
Coase, R.H. (2000), “The acquisition of Fisher Body by General Motors,” Journal of Law and Economics 43(1): 15-31

Freeland, R.F. (2000), “Creating holdup through vertical integration: Fisher Body revisited,” Journal of Law and Economics 43(1): 33-66

Casadesus-Masanell, R. & D.F. Spulber (2000), “The fable of Fisher Body,” Journal of Law and Economics 43(1): 67-104
Klein, B. (2000), Vertical integration as organizational ownership: The Fisher Body – General Motors relationship revisited,” Journal of Law and Economics 43(1): 199-213

6.  Market structure & rivalry I: Entry and exit  
Sutton, J., 1991, Sunk Costs and Market Structure, chapters TBA.
Bresnahan T. and P. Reiss, 1991, “Entry and Competition in Concentrated Markets,” Journal of Political Economy 99, 977-1009.

Lieberman, M., 1990, “Exit from Declining Industries: Shakeout or stakeout?” Rand Journal of Economics 21, 538-554.

For the keener:

Dunne, T., M. Roberts, and L. Samuelson, 1988, “Patterns of Firm Entry and Exit in US Manufacturing,” Rand Journal of Economics 19, 495-515.

Lieberman, M., 1987, “Post-Entry Investment and Market Structure in the Chemical Processing Industry,” Rand Journal of Economics 18, 533-549.

Bresnahan, T. and P. Reiss (1987), “Do entry conditions vary across markets?” Brookings Papers of Economic Activity, 3:833-881.

7. Market structure & rivalry II: Collaboration, collusion, and defection
Lederman, M., “Do enhancements to loyalty programs affect demand? The impact of international frequent flyer partnerships on domestic airline demand.” Rand Journal of Economics, forthcoming
      http://www.rotman.utoronto.ca/mara.lederman/papers/FFPintl_FINAL_oct20_06.pdf
Busse, M. (2002), “Firm financial condition and airline price wars,” Rand Journal of Economics, 33(2); 298-318.

Evans, W. and I. Kessides, 1994, “Living by the Golden Rule: Multimarket Contact in the US Airline Industry,” Quarterly Journal of Economics, 341-466.

For the keener:

Staiger, R., and F. Wolak (1992), “Collusive Pricing with Capacity Constraints in the Presence of Demand Uncertainty”, RAND Journal of Economics, 23(2), pp.203-20. 

Porter, R., 1983, “A Study of Cartel Stability: The Joint Executive Committee, 1880-1886,” Bell Journal of Economics, 301-314.

Ellison, G., 1994, “Theories of Cartel Stability and the Joint Executive Committee, Rand Journal of Economics, 37-57.

Bresnahan, Timothy, 1987, “Competition and Collusion in the American Automobile Industry: The 1955 Price War,” Journal of Industrial Economics 35, 457-482.
Genesove, D. and W. Mullin, 1998, “Testing Static Oligopoly Models: Conduct and Cost in the Sugar Industry: 1890-1914,” Rand Journal of Economics, 355-377.

Podolny, J. and F.M. Scott Morton (1999), “Social Status, Entry, and Predation: The Case of British Shipping Cartels 1879-1929,” Journal of Industrial Economics 47(1): 41-67. 
8. Economics of Innovation

Stern, S. (2004), “Do Scientists Pay to Be Scientists?” Management Science 50(6): 835-853.
Henderson, R. (1993) “Underinvestment and incompetence as responses to radical innovation: evidence from the photolithographic alignment equipment industry,” Rand Journal of Economics 24(2): 248-270.
Teece, D.J. (1986), “Profiting from technological innovation: Implications for integration, collaboration, licensing and public policy,” Research Policy 15(6): 285-305.
Gans, J. and S. Stern (2000), “Incumbency and R&D incentives: Licensing the gale of creative destruction,” Journal of Economics and Management Strategy 9:485-511,
9.  Industry evolution
Klepper, S. & Simons, K. (2000). The making of an oligopoly: Firm survival and technological change in the evolution of the U.S. Tire Industry. Journal of Political Economy.  [OR ANOTHER KLEPPER PAPER] 

Tripsas, M. "Unraveling the Process of Creative Destruction: Complementary Assets and Incumbent Survival in the Typesetter Industry." Strategic Management Journal 18 (1997): 119-142.

de Figueiredo, J.M. & B.S. Silverman (2007), “Churn baby churn: Strategic dynamics among dominant and fringe firms in a segmented industry,” Management Science 53: 632-650
For the keener:

Mowery, D.C. "Industrial Research and Firm Size, Survival and Growth in American Manufacturing, 1921-46:  An Assessment," Journal of Economic History, 1983
Klepper, S. & Simons, K. (2000). Dominance by birthright: Entry of prior radio producers and competitive ramifications in the U.S. Television Receiver Industry. Strategic Management Journal.
Langlois, R.N. (1992), “External economies and economic progress: The case of the microcomputer industry,” Business History Review, pp. 1-50.
10. Economics of Institutions I: Non-market strategy

Demsetz, H. (1967), “Toward a theory of property rights,” American Economic Review, 57:347-359.

Stigler, G. (1971),  “The theory of economic regulation,” Bell Journal of Economics, 2:3-21.

Weingast or McNollGast?

For the keener:

Hodgson, G. (1988), Economics and Institutions, Cambridge: Polity Press, chapter 9.

North, D.C. (1990), Institutions,Institutional Change, and Economic Performance, Cambridge: Cambridge Universiry Press, two chapters TBA.

Greif, A. (1991), “The organization of long-distance trade: Reputations and coalitions in the Genizi Documents and Genoa during the eleventh and twelfth century,” Journal of Economic History, 51:459-462.

Weingast, B. (1993), “Constitutions as governance structures,” Journal of Institutional and Theoretical Economics 149:286-311.

11. Economics of Institutions II: Institutional environment, organization and performance
Henisz, W. J. 2000. The Institutional Environment for Multinational Investment. Journal of Law, Economics and Organization, 16(2): 334-64).  

Shaver

Oxley

For the keener:

Khanna, T. and J. Rivkin, “Estimating the Performance effects of business groups in Emerging Markets,” Strategic Management Journal, 22(1): 45-74.

Oxley, J.E. and C.L. Ahmadjian, “Using Hostages to Support Exchange: Dependence Balancing and Equity Ties in Japanese Automotive Supply Relationships,” mimeo

Greif, A. (1989), “Reputation and Coalitions in Medieval Trade: Evidence on the Maghribi Traders” Journal of Economic History, 49: 857-882.
Branstetter, L., Fisman, R. and C.F. Foley, “Do Stronger Intellectual Property Rights Increase International Technology Transfer: Empirical Evidence from U.S. Firms-Level Panel Data,” mimeo.
C. Fritz Foley with Mihir A. Desai and James R. Hines Jr. (2004) "The Costs of Shared Ownership: Evidence from International Joint Ventures." Journal of Financial Economics 73, no. 2: 323-374.

12.  No class – work on your research projects!
13. Student presentations

