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J.L. Rotman School of Management

University of Toronto

MGT 3003--Winter 2005
Advanced Topics in Strategy & Economics

Instructors:

Kenneth S. Corts
RSM 572
105 St. George Street

416.946.8600 phone

416.978.5433 fax

kenneth.corts@rotman.utoronto.ca
Office hours by appointment

Joanne Oxley
RSM 568
105 St. George Street

416.978.0305 phone

416.978.4629 fax

oxley@rotman.utoronto.ca
Office hours by appointment

Class Logistics:

Time:
Wednesday, 2-5 PM

Room:
Rotman 448
Course Scope and Mission
The course emphasizes both seminal research and recent developments in the application of economics and game theory 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.

Required Texts

There is no “required” text for the course since we will be studying parts of texts and journal articles listed in the detailed week-by-week reading list that follows.  Students are expected to obtain these readings from the library’s online journal collection.  We will provide copies of any materials not available from the library. 

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

Participation (20% of the course grade)
Regular attendance and participation are critical to your successful completion of this course. We cover a great deal of material in each class and the material in later classes is related to the material covered earlier in the term. You should complete the assigned readings and assignments prior to each class. You are encouraged to prepare for class with your colleagues, however, each member of the class should be fully conversant in the material—expect to participate in class. You should be able to outline the topic that readings address, describe the core points of the reading, and, most importantly, offer your analysis of the strengths and weaknesses of the reading’s central argument. Over the course of the term, individual students will be assigned responsibility for presenting specific material to the class and leading the discussion of the material. These assignments will be made a week prior to the presentation. 

Term Paper, and Presentation (80% of the course grade).
To help you develop your term paper, each student will submit three progress reports, present their ideas to the class 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 us whenever you are ready to do so. 

1. Progress Report 1: Problem Definition (2-3 pages, typed, double-spaced). Describe a strategy and organizations research problem that interests you. Describe why understanding this problem is relevant to scholars and practitioners in Strategy and Organization.  Due Session 6.  5% of the course grade
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 Session 8.  5% of the course grade
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? Paper 2 should incorporate the content of Paper 1.  Due Session 11.  5% of the course grade 
4. Presentation Present Progress Report 3 (10-15 minutes) in class. Due Session 13.  5% of the course grade
5. 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. Revise your ideas based on comments you receive from commentators.  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 the week following Session 13.  60% of the course grade

Class Schedule
Session 1. Introduction: Why Strategy and Economics? 
Ghemawat, P. History of Business Strategy.

Porter, Michael (1985), Competitive Advantage. New York: The Free Press. Chapter 1.
Rumelt, R.P., D. Schendel, & D.J. Teece (1991), “Strategic Management and Economics,” Strategic Management Journal 12(Winter): 5-30.
Spulber, D. (1992), “Economic Analysis and Management Strategy: A Survey”, Journal of Economics and Management Strategy, 1(3), pp. 535 – 74.
Mahoney, J.T. (1992), “Organizational Economics within the Conversation of Strategic Management,” Advances in Strategic Management 8, pp. 103-155
Session 2. Economics of organization I:  Transaction costs, property rights, and the boundaries of the firm
Williamson, Oliver E. 1985. The Economic Institutions of Capitalism: Firms, Markets, Relational Contracting. New York: Free Press. Chapters 2, 6, 9
Monteverde, K. and D.J. Teece (1982), “Supplier switching costs and vertical integration in the automobile industry,” Bell Journal of Economics, 13:206-213.

Anderson, E.A. and D.C. Schmittlein (1984), “Integration of the sales force: An empirical examination,” Rand Journal of Economics, 15(3): 385-395. 

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.

Masten, S., J.W. Meehan and E.A. Snyder (1991), “The Costs of Organization,” Journal of Law, Economics and Organization, 7: 1-25.
Nickerson, J. and B. 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, George P., and Thomas Hubbard. "Make v. Buy in Trucking: Asset Ownership, Job Design and Information." American Economic Review 93, no. 3 (June 2003).
Session 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.

Joskow, P. (1987), “Contract duration and relationship-specific investments,” American Economic Review, 77:168-185.

Lafontaine, F. (1992), “Agency theory and franchising: Some empirical results,” Rand Journal of Economics; 23(2): 263-283.

Crocker, K. and K. Reynolds, 1993, “The Efficiency of Incomplete Contracts: An Empirical Analysis of Air Force Engine Procurement,” Rand Journal of Economics 24, 126-146.
Kalnin, A. & Kyle Mayer (2004), “Relationships and Hybrid Contracts: An Analysis of Contract Choice in Information Technology” Journal of Law, Economics and Organization, Vol. 20, No. 1.
Corts, K. & Jasjit Singh (2004), “The Effect of Repeated Interaction on Contract Choice: Evidence from Offshore Drilling” Journal of Law, Economics and Organization, Vol. 20, No. 1.
Session 4. Economics of organization III: Horizontal integration and alliances
Montgomery, C.A. and B. Wernerfelt (1988), "Diversification, Ricardian rents, and Tobin's q," Rand Journal of Economics 19: 623-632.

Silverman, B.S. (1999), “Technological resources and the direction of corporate diversification: Toward an integration of transaction cost economics and the resource-based view,” Management Science 44:1109-1124.

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

Oxley, J.E. (1997), “Appropriability Hazards and Governance in Strategic Alliances: A Transaction Cost Approach,” Journal of Law, Economics, and Organization, 13 (2):

McGahan, A. & B Villalonga (2003), “The choice among acquisitions, alliances and divestitures,” mimeo.
Session 5. Firm performance I: What drives profit differences? Resources and market structure effects

Wernerfelt, B. (1984), “A resource-based view of the firm,” Strategic Management Journal 5(2): 171-181.

Barney, J.B. (1991), “Firm resources and sustained competitive advantage,” Journal of Management 17:99-120.

Schmalensee, R., 1985, “Do Markets Differ Much?” American Economic Review 75, 341-351.
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
Villalonga, B. (2003), “Diversification Discount or Premium? New Evidence from BITS Establishment Data”, mimeo
Session 6. Firm performance II: Alternative performance measures and endogeneity issues

Shaver, J.M. (1998), “Accounting for Endogeneity When Assessing Strategy Performance: Does Entry Mode Choice Affect FDI Survival?”, Management Science, 44(4), pp. 571-85.

Anand, B.N. and T. Khanna (2000), “Do firms learn to create value? The case of alliances,” Strategic Management Journal 21: 295-315.
Henderson, R. and I Cockburn (1996), "Scale, Scope and Spillovers: The Determinants of Research Productivity in Drug Discovery." Rand Journal of Economics, 27(1): 32-59.

Henderson, R. and I Cockburn (1994), "Measuring Competence? Exploring firm effects in drug discovery." Jointly with Iain Cockburn. Strategic Management Journal, Volume 15, pp 63-84, Special issue Winter 1994.
Hall, B., A. Jaffe & M Trajtenberg, (2005). “Market Value and Patent Citations,” Rand Journal of Economics, forthcoming
Session 7. Firm performance III: Corporate governance and financial condition

Demsetz, Harold, and Belén Villalonga (2001): "Ownership Structure and Corporate Performance," Journal of Corporate Finance 7, 209–233.(2)

Chevalier, Judith A, 1995, “Capital Structure and Product-Market Competition: Empirical Evidence from the Supermarket Industry,” American Economic Review, vol. 85, no. 3, pp. 415-35.
Gompers, Paul; Ishii, Joy; Metrick, Andrew, “Corporate Governance and Equity Prices” Quarterly Journal of Economics, vol. 118, no. 1, February 2003, pp. 107-55.
Jensen, Michael C; Meckling, William H, Theory of the Firm: Managerial Behavior, Agency Costs and Ownership Structure, Journal of Financial Economics, vol. 3, no. 4, Oct. 1976, pp. 305-60.

Busse, M. (2002), “Firm Financial Condition and Airline Price Wars”, RAND Journal of Economics, 33(2), pp. 298-318.

Lerner, J. (1995), “Pricing and Financial Resources: An Analysis of the Disk Drive Industry, 1980-88”, Review of Economics and Statistics, pp. 585-598.
Durnev, Art; Morck, Randall; Yeung, Bernard, 2004, “Value-Enhancing Capital Budgeting and Firm-Specific Stock Return Variation,” Journal of Finance, vol. 59, no. 1, pp. 65-105. 
Session 8.  Market structure & rivalry I: Entry and exit

Sutton, J., 1991, Sunk Costs and Market Structure.

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

Bresnahan T. and P. Reiss, 1991, “Entry and Competition in Concentrated Markets,” Journal of Political Economy 99, 977-1009.

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.

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.
Session 9. Market structure & rivalry II: Collusion
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.

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

Lafontaine F. and A. Kalnins, (2005). "Multi-Unit Ownership in Franchising: Evidence from the Fast-food Industry in Texas" forthcoming, RAND Journal of Economics.

Session 10. Market structure & rivalry III: Non-price competition and vertical restraints
Kwoka, J., 1984, “Advertising the Price and Quality of Optometric Services,” American Economic Review Papers and Proceedings 74, 211-216.

Milyo, J. and J. Waldfogel, 1999, “The Effect of Price Advertising on Prices: Evidence in the Wake of 44 Liquormart,” American Economic Review 89, 1081-1096.

Schmalensee, R. (1978), "Entry Deterrence in the Ready‑to‑Eat Breakfast Cereal Industry," Bell Journal of Economics, 7(2), pp. 305‑327.
Judd, K., (1985), "Credible Spatial Preemption," Rand Journal of Economics, 16(2), pp. 153‑166. 

Adkinson, W. and T. Lenard, 2002, “Orbitz: An antitrust assessment,” Antitrust, 76-83.
Carl Shapiro, 2002, “The FTC’s Challenge to Intel’s Cross-Licensing Practices.”
Fisher, Franklin M and Rubinfeld, Daniel L, “U.S. v. Microsoft--An Economic Analysis” Antitrust Bulletin, vol. 46, no. 1, Spring 2001, pp. 1-69.
Session 11.  Industry evolution
Langlois, R.N. (1992), “External economies and economic progress: The case of the microcomputer industry,” Business History Review, pp. 1-50.

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

Mowery, D.C. "Industrial Research and Firm Size, Survival and Growth in American Manufacturing, 1921-46:  An Assessment," Journal of Economic History, 1983
Henderson, Rebecca, “Of life cycles real and imaginary: The unexpectedly long old age of optical lithography,” Research Policy Volume: 24, Issue: 4, July, 1995, pp. 631-643

Session 12. Institutional environment, organization and performance
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.
Henisz, W. J. 2000. The Institutional Environment for Multinational Investment. Journal of Law, Economics and Organization, 16(2): 334-64).  

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.

Session 13. Presentations

