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Introduction

Lodge [1987] asserts that the manner in which countries
or gani ze busi ness on both the macro (economic) and mcro
(organi zational )l evel s reflects the values of the culture. He
defines ideology as the link between cultural values and
practice. 1deol ogy beconmes a neans by which society legitimatize
itself. Lodge identifies two ideal-type ideol ogies:
conmmruni tari ani smand individualism Periodically, the "rel evant
context" (situation) of society shifts such that one ideology is
espoused, yet another is practiced.

The strategi c managenent discipline finds itself in a
| egitimacy dil emma as econom cs-based nodel s and constructs seem
able to explain fewer and fewer of the questions being asked
[ Hanmel and Prahal ad, 1996]. This paper shows how constructs and
nodel s of strategi c nmanagenent are an artifact of an econom c
system predi cated on individualist ideology, and that these
nodel s nust be augnented to reflect communitarian ideology if the
discipline is to nove toward a cross-cultural, global nodel of
strategi c managenent and conpetitive advant age.

The follow ng chart describes how inportant dinmensions of
soci ety and business differ between individualistic and

conmuni tari an cul tures.
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VALUE DI MENSI ON | NDI VI DUALI SM COMVUNI TARI ANI SM

Sur vi val Primarily through Primarily through
conpetition cooperation

Justi ce Equal ity of equal ity of result
opportunity

Resource all ocation | nvi si bl e hand of Active state
t he mar ket over si ght

Doctrine of the "What's good for the |"What's good for the

st at e. i ndi vidual is best state is best for
for the state.” its individual s"

strategy Primary assunptions Primary assunptions

formul ati on/ to all approaches are (1) strategy

i npl enent ati on are (1) anti-trust, nmust be harnoni zed
(1) |0ng_term with other firns and
r the firm gover nnent .

(1) firmwth best |(2) Firmwth best
connections to

Formul ati on takes government/ busi ness
pl ace within the will wn.
firm

(3) Market share
better reflects
val ues than profit
maxi m zati on.

Formul ati on i nvol ves
out si de st akehol ders

oosely adapted from Lodge (1987)

The effects of communitarian ideol ogy are being increasingly
felt in the global business environnment as (1) conmunitarian
(typically Eastern) nations rapidly devel op and capture a | arger
share of global GNP, and (2)Western firnms conpeting in
conmuni tarian countries are confronted with a new set of criteria
other than a "price-value relationship" for w nning business.
Gones- Casseres (1994) argues that gl obal conpetition is

i ncreasingly group vs. group instead of conpany vs. conpany.
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Mor eover, the paper argues that in many conpetitive arenas,
converging price-value parity renders the econom c bases for
under st andi ng conpetitive advantage subordi nate to non-market,

"cooperative advant age" bases.

This paper is organized as follows: first, evidence is

presented that suggests that the economc literature which has

i nfluenced the strategi c managenent discipline is substantially
an artifact of Western individualism Next, since the strategy
discipline is primarily concerned with overall firm performance,
what constitutes appropriate perfornmance neasures in

conmmuni tarian and individualistic societies will be contrasted.
Final ly, popul ar strategi c nmanagenent constructs and nodels are

examned in |ight of conmunitarian val ues.

IT Revisionism be True...

A school of econom cs disparagingly called "revisionisn has
energed, postulating that the econom es of Japan, Singapore,
Tai wan, Korea, China, and other rapidly devel oping countries have
fl ouri shed because of econonic practices that are contrary to
free-market capitalism Through such practices as governnent
mani pul ati on of markets, industry targeting, and unenforced anti -
trust |aws, these countries have devel oped nuch nore rapidly than
t hey woul d have had they played by |aissez-faire "rul es”

[ Johnson 1995, Stopford and Strange 1991, Prestwitz et al. 1991,
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Kuttner 1991, Wade 1990, Ansden 1989, Al am 1989, Vogel 1987,
Scott 1984, Hosum and Ckurura 1982].

It is beyond the scope of this paper to address normative
guestions about which systemis "better." Such questions are
better left for the economsts and the social theorists. Here,
the recei ved nodel s of strategi c managenent are examined in |ight
of the possibility that the rules of the gane may have changed -

at least in sone conpetitive arenas.

SO WHAT®"S DIFFERENT ABOUT THE COMMUNITARIAN APROACH TO ECONOMICS?
The econom c structure of a comunitarian society on both

the macro and mcro levels is best understood by exam ning the

relative inportance of institutions. Figure 1 below depicts a

series of social "institutions" in increasing order of scope.

insert figure 1 here

In the center is the individual, on the outside is the state.
For Americans in particular, representing the quintessenti al

i ndi vidual i st society, the outer rings exist to serve the inner
rings, with the world revolving around the individual. The
government and the econom c structure is legitimzed by the
effect they have on the individual. In communitarian cultures,

the inner rings exist to serve the outer rings. Hence, business
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and governnment exist to make a great state, and institutions and
behaviors are legitimzed by how they serve the state. Lenway and
Murtha (1994) tacitly recognize this difference in their notion
of the “state as strategist.”

The inplications of this sinple diagramare profound with
regard to economcs. |If the welfare of the state is the highest
good, then econom c efficiency may be subordinated to various
soci al objectives. For Western capitalism the econom c-
maxi m zing individual rules, and their state benefits
incidentally. In conmunitarian cultures, national economc well-
bei ng rules, and conpani es and i ndividuals benefit incidentally.
Boling [1990] confirns, "The [Japanese] bureaucracy is presuned
to be inpartial and i mmune to special pleading, and therefore
able to correctly pursue the best interests of the whole
according to the suprene principles of justice and public
interests.” Thus, the m ssions of the neoclassical firmand the
revisionist firmare fundanentally different. One pronotes
i ndi vi dual economic welfare explicitly; the other pronotes
societal welfare explicitly.

The follow ng five points highlights major differences
bet ween comunitarian econom c structure and Western capitalism
Variants of these five practices can be found in China, Korea,
Tai wan, Singapore, |ndonesia, Thailand [Wade 1991, Al am 1989,
Vogel 1987] and el sewhere.

(1) the state effectively substitutes its own agenda in
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place of "utility maximization™ on both the firm and individual
levels (Marshall 1967, Boling 1990)

(2) Allocation of capital is strongly influenced by
industrial policy or family business obligations (MCraw 1992,

Wei denbaum 1996). Notes Shinyasu (1992) regarding the process of
the allocation of capital, "The Postwar Japanese [econony] was
sonmet hing closer to a planned econony, not true capitalism but
capitali smunder strict control."” Widenbaum (1996) docunents
the responsibility of Chinese businesses to finance other

busi nesses within their extended famly net. The econom cs
underlying strategi c managenent do not account for the allocation
of capital based on anything beyond firmprofit maxim zation.

(3) Industry structure is subject to heavy bureaucratic
control and market tampering. (Haruo 1992, Fingleton 1995).
Unified strategies toward dealing with new entrants, pricing, and
foreign conpetition are devised, thereby reducing conpetition.
The economi cs that underlie Western strategy constructs relating
to industry structure do not provide for the whol esal e tanpering
of market nechani sns through the encouragenent of trust practices
such as cartels, keiretsus, chaebols (Korea), bid-rigging, and
the |ike.

(4) Domestic markets are heavily restricted to foreign
competitors or are highly regulated. Penetrating these market may
be nore a function of having the right connections, or being

willing to bribe than having the best product at the best price.
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(Fingl eton 1995, Johnson 1995)

(1) Outside shareholders are low-priority stakeholders and
have little or no influence on management. "The conpany
sel ects shareholders it wants to have acquire its shares”
(Elliot 1991). To illustrate, corporate raider T. Boone
Pi ckens was denied a seat on the board of a Japanese auto
parts conpany despite owning 26 percent of it [New York
Times 1990]. Hence, "sharehol der value", the ultimte
econom ¢ nmeasure of firm performance inplied by strategic
managenent research and nodels may be invalid in
communitarian systenms. According to Johnson [1995],
mar ket share may be a nore appropriate nmeasure, and
possibly nmere firmsurvival as the firmcontinues to

survive in service to its larger comunities.

Since strategi c managenent is concerned with overall firm
performance, we now turn to the issue of how different systens

esteem di fferent perfornmance outcones.

Performance
The strategi c nmanagenent discipline has historically focused
on overall firmperformance as the nmeasure of ultimate interest.
However, Chakravarthy [1986] shows how traditional neasures of
performance (ROE, ROA, ROS, ROTC) failed to identify excellent

conpani es because such neasures are unable to evaluate the
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transformati onal capabilities of the firm and neglect the
interests of stakehol ders other than stockhol ders. "A necessary
condition for excellence is the continued cooperation of the
firms multiple stakeholders (p.448)." He distinguishes between
adaptive specialization where a firmseeks a good fit with its
environment, and adaptive generalization whereby a firmw |l be
positioned to adjust to unforeseen and unknown environmnent al
changes. Traditional neasures of performance can eval uate a
firms success at adaptive specialization, but do not assess the
firms capacity for adaptive generalization. In comunitarian
soci eties, where these stockholders are of mninmal concern to
managenent, traditional measures becone even | ess useful.

Chakravart hy proposes an el aborate performance function
that enphasized a firnmis ability to generate and effectively use
"slack" resources. He argues that excellent firnms use the
resources to build bridges to an unknown future by buil ding
bri dges with stakehol ders and by spendi ng on internal
conpetencies. Both of these activities nmay be at the expense of
st ockhol ders.

Firms of comunitarian cultures view the state, keiretsu
chaebol , muni ci pal bureaucrats, famly connections and the like
as those structures which wll assist themin adaptive
generalization. Resources may be spent maintaining these
rel ati onshi ps beyond what econom c efficiency would require.

Hence, individual conpanies may be expected to bail out a
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faltering bank in their keiretsu at their own expense. But the
keiretsu will also provide "slack™ to its manufacturers who need
time to adapt to changes that caught them unawar es.

G ven such econom c relationships, market share is the
performance nmeasure of choice for comunitarian conpanies
[ Fi ngl eton 1995, Johnson 1995]. \Whether the market is defined
globally or locally, market share begets influence with both
custoners and suppliers. Mreover, market share is the vehicle
t hrough which jobs are created, foreign exchange is earned and
ot her devel opnental objectives are net - all “macro”
consi derations which would not likely influence managers of
individualistic cultures. Wile Buzzell, Gale, and Sultan [1975]
have established a general |ink between market share and
profitability, firnms of comunitarian societies are less likely
to manage the fruits of high market share in a manner that shows
up in profitability ratios, preferring instead to maintain
organi zati onal “slack” sufficient to support their adaptive
general i zation.

Eval uating strategies in terns of effect on sharehol der
val ue and traditional neasures of firmefficiency only is to set
the strategy question in the wong framework in a marketpl ace
that is increasingly turbulent and di scontinuous. Mbreover,
managerial prescriptions designed to maxi m zed sharehol der val ue
or firmefficiency mght ignore the shared values of the firm

wor k agai nst the stakehol der network upon which the firm depends
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for survival, or leave a firmpoorly positioned to accommobdat e

di sconti nuous change.

Industry structure

The determ nants of industry structure differ considerably
bet ween comunitarian and individualistic societies. Wile
Porter [1980] specifies inportant features of industry structure,

t he significance of non-market influences such as coll usion,
i nterlocking directorates, bureaucratic managenent of industry
structure, and the like receive little attention.

Porter [1990], concedes that the governnmental roll should
be as "catal yst and chall enger” toward stinulating conpetitive
rivalry. He commends Japanese bureaucracy as understandi ng
governnent's roll better than any other country's. Ironically,
Japan has nmanaged conpetition in a way that only selectively
encourages conpetition, and quite often discourages it.

Austin [1990 p.109], in witing how Porter's Five Force
nodel relates to devel opi ng econom es, states, "It is necessary
to el evate anot her el enent, governnent actions, to the status of
a 'negaforce'. [ G overnment's influence over industry structure
and dynam cs is so pervasive and powerful that it constitutes a
sixth conpetitive force... ." Austin views governnent as the
critical determinant of industry structure - a far nore
aggressi ve involvenent than Porter would prefer. Austin offers

two broad categories of governmental agenda in nediating
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interfirmrivalry: inmport substitution or export orientation.
Those who woul d di srupt national policy objectives or industry
structure are not allowed to conpete regardl ess of the price-
val ue relationship they m ght be able to offer potenti al
custoners. Figure 2 below captures the way in which this
governnental influence and communitarian institutions of
cooperation noderates interfirmrivalry both directly and
indirectly.

Insert figure 2 here

The governnent bureaucracy is the center of influence on
interfirmrivalry. It may influence interfirmrivalry directly
t hrough price controls, market share controls, and other industry
specific regul ations that pronote the devel opnment plan (line 1).
The price supports for Japanese rice growers, coupled with high
tariffs on inported rice, shape the conpetition in the Japanese
rice industry by decreasing interfirmrivalry.

Furt hernore, the governnent controls the anobunt of business
trust it wll permt. Mst communitarian cultures allow high
| evel s of cooperation and collusion in business (lines 2,3).
Mechani snms for encouraging trust practices within an industry
i nclude trade associations, bid-rigging, price fixing and ot her
"anti-conpetitive practices"” [Johnson 1995]. Mechani sns for
encouragi ng cross-industry trust, up and down the val ue chain,

i ncl ude chaebols, keiretsus, and the nore i nformal notion of
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guanxi in China. The power of buyers is attenuated by intra-

i ndustry cooperation (trust) (line 4), while the power of
suppliers is mtigated by the relationship that a conpany has

Wi th other conpanies in its value chain (line 5). These

rel ati onshi ps are based on extensive cross-sharehol di ng and
interlocking directorates. Such practices are commonly forbi dden
by anti-trust laws in individualistic cultures. Lines 6 and 8
show buyers and suppliers influencing interfirmrivalry, but only
to the extent allowed by the aforenentioned non-market

mechani sns.

Line 9 indicates that governnent may |imt substitutes
either by technical specification, distribution channels, or
price controls. Beyond such limtations, the attenuated effects
of substitutes on interfirmrivalry inpact the industry directly
(line 10). Line 11 indicates that government may restrict new
entrants directly, and in any case, they may be required to be
menbers of the trade association (line 10), etc. which may
constrain their conpetitive tactics in favor of managed
conpetition.

To summarize, the main forces determning industry structure
are non-market in nature and include (1) direct bureaucratic
intervention, (2) nechanisns for intra-industry cooperation, and
(3) nechanisnms for inter-industry cooperation. Finally, (4)
substitutes may effect inter-firmrivalry directly, but only to

the extent that the bureaucracy is wlling to allow
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Discussion of Industry Structure Model

Porter's (1980) notion of supplier "power" and buyer "power"
nmust yield to the nore communitarian notion of cooperation. By
allowi ng collusion, cartels, price-fixing, price maintenance
agreenents, bid-rigging, kickbacks and the |ike, the bureaucracy
can indirectly mtigate the influence that buyers have on
interfirmrivalry. By presenting a unified front toward buyers,
interfirmrivalry can be managed in a way that will benefit the
i ndustry at | arge.

For exanpl e, throughout Tokyo, the barber's union has
effected a cartel that keeps the cost of a haircut well above
what market prices would support [Johnson 1995]. These cartels
can al so serve as barriers to entry for prospective conpetitors
through regulations regarding entrance into the cartel. 1In
i ndividualistic societies, Porter's [1980] notion of "signalling"
is the nost "collaboration"” that anti-trust laws will allow
bet ween conpetitors

The nodel offered here enphasi zes cooperation, yet it
substantially collapses to Porter's nodel in the absence of non-
mar ket forces. Hence, this nodel should prove to be robust in
anal yzing industries in any econom c environment. It should al so
be noted that while cooperation characterizes intra-industry and

inter-industry relationships, co-optation through power
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characterizes the way that a united industry deals wth unwanted
new entrants, substitutes, and buyer power. This nodel also
suggests how strategy fornulation in conmunitari an econom es nust

i nvol ve st akehol ders outside of the corporation.

Business-Level Competitive Advantage

Conpetitive advantage in the broadest sense is obtained by
being either differentiated or | owcost [Porter 1980]. The
critical assunption of such an assertion is that the market of
econom ¢ maxi m zers will buy the product that offers themthe
best price-value relationship. In many cases, however,
bureaucrats, corporate personalities, or famly nmenbers are
gat ekeepers of the market. They deci de what options wll be
avai lable in the market and frequently do so on non-market based
rationale. Figure 3 below shows the sources of market and non-

mar ket based conpetitive advant age.

insert figure 3 here

The mar ket bases for conpetitive advantage are wel |
devel oped in the strategi c managenent field and shown on the |eft
side of Figure 3. Wether organi zational or economc factors are
enphasi zed, the debate anong researchers seens to focus on the
relative inportance of the itens on the left side of the

equati on.
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However, in many markets, conpetitive advantage is a
function of non-market based advantages. The right side of Figure
3 presents a framework for understanding conpetitive advantage
where non-market influences are permtted; this includes nost of
the world. The nodel can be applied to both donmestic and

i nternational conpetitive advantage.

Sources of Non-Market Based Competitive Advantage:
A firmthat |acks compelling differentiation or cost
advant ages may succeed because of personal or business
rel ati onshi ps, national econom c policy, or national identity.
Advant age by personal rel ationship can take several fornms.
Anong the nost conmon, business is placed in deference to one's
famly [Harris and Moran 1994]. Alternatively, "stuck in the
m ddl e" firnms may wi n busi ness because of close friendships with
bureaucrats or corporate officers awarding the contracts or
licenses. This is the essence of Chinese guanxi (network).
Net wor k obl i gati ons cone before price-value rel ationshi ps.
Finally, conpetitive advantage can al so be secured through
bribery or reciprocal sal es agreenents. Because some countries
such as the U S. penalize their owm firnms for such behavior,
firms fromcountries wthout such [ aws secure a sustainable
conpetitive advantage over sonme of their conpetitors in certain
situations. The Wall Street Journal [1995] docunents instances

where American businesses |ost contracts to foreign firns because
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of ficials demanded bri bes, or where American businesses won
contracts but |later received a heavy fine for violating the | aw
Finally, a firmis national identity can serve as a non-
mar ket basis of conpetitive advantage or di sadvantage. China has
recently been vacillating between awarding a |l arge contract to
Boeing or Airbus Industries, and using the contract as |everage
agai nst U. S. policymakers who threaten sanctions for human rights
abuses and | ack of protection of intellectual property. Here,
t he outconme of the contract nmay be based nore on which flag the
supplier flies than on any price-value rel ationship. Politicians,
bureaucrats, and managers may find it necessary to award or deny
business to firnms for national political reasons. Current
under st andi ngs of conpetitive advantage fail to systematically
accommobdat e conpetitive advantage not associated with a price-
val ue rel ationship. Yet such advantages seemto be increasingly

i mportant.

Conclusions: Strategy Formulation as
Harmony in Communitarian Cultures
Strategy fornulation in comunitarian societies involves
harnoni zing firmstrategy with state agenda, while coordinating
actively with industry partners and conpetitors. Snothers [1990]

describes the resulting strategy as a "pattern of patterns”.
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Communi tarian cultures would nore |ikely recogni ze "resources”
and "conpetencies" as lying outside of the firmthan would firns
of individualistic cultures.

The state assists in this process through comerci al
(e.g.trust) policies, protectionism and industry targeting.
Resources may be found in the keiretsu, the trade association,
the firmitself, or the mnisterial bureaucracy. As a result,
the process of strategy formulation has to enconpass a mnuch
| arger scope of constituents than is necessary in typical Wstern
firm It can be thought of as two figure "8s" with a common
center. The circles of the | oops represent the firm governnent
mnistries, trade associations (conpetitors), and business
famlies (e.g. keiretsus, guanxi).

Strategy fornul ati on becones a series of iterations where
proposals are submtted to each of four "bodies". A consensus
decision is eventually fornmed as the strategy circul ates between
t he bodi es and wi thin each one.

Several inplications of this view of strategy formnul ation
enmerge: First, the firmis not viewed as an "island", attenpting
to better itself at the expense of the world and neasuring
performance by how wealthy it beconmes. Rather, the firmviews
itself as an integral part of a loop. Firm performance is
substantially measured by the ability of the firm to remain in
the loop, thereby showing itself to be contributing to the

multiple interests of the larger loop.
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Secondly, strategy must be formulated in explicit
cooperation with various external parties: cartels, chaebols,
municipal bureaucrats, etc. Because of the interconnectivity of
these groups in comunitarian cultures, it is inpossible to have
a coherent strategy without explicit coordination with external
st akehol ders. In individualist cultures, such collusion may be
penal i zed.

Thirdly, the process is as much political iIn rationale as
economic. Hence, neither the process nor the resultant strategy
may nmake sense fromstrictly the rational -analytic perspective of
Western econom cs. Comunitarian firns are sonewhat insul ated
fromthe Darwi ni an econom c environnment by being a part of a
| arger system yet the organizational constraints placed on the
firmare considerably greater than firnms in individualistic
cultures; their choices are circunscribed by their ability to
come to harnony with extra-organizational strategy influencers.

Finally, while the communitarian firmhas nore
organi zati onal constraints than an individualistic firmin
determ ning strategy, those very constraints afford nore
organi zational resources fromwhich it can draw to effect the
strategy, once it is determ ned.

Concl usi ons

Thi s paper has sought to expose the strong | eaning that the
strategi c managenent discipline has toward individualistic

ideology. This bias is reflected in the econom cs on which the
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discipline is based, effecting received notions of performance,

i ndustry structure, and conpetitive advantage. The role of the
various social institutions through which the autononobus

bur eaucracy works becone sources of conpetitive advantage, and
not just "macro environnmental forces" that effect all firns
equally. Firmperformance is subordinated to the well-being of a
| arger group (the state, chaebol, nunicipality, etc.) The nodels
of industry analysis and conpetitive advantage devel oped in this
manuscri pt provide a nore full-orbed perspective of factors

i nfluencing conpetition including such non-market forces as
col l usion, nepotism and national interest. The inplications of
how changes in these constructs mght inpact both the process and
the content of strategy were briefly noted. It is hoped that the
redefined constructs can be useful in stinmulating the discipline
toward a view of strategy that recogni zes the powerful effect of
non- mar ket forces in shaping industries, securing conpetitive

advant age, and devel opi ng strat egy.
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