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Abstract

We do not have today a commonly accepted theory that explains how and why firms behave as
they do. This research seeks to address this gap and improve theoretical understanding of firm-
level behaviour and performance. This research considers different theoretical perspectives and
argues that the strategic perspective is the most appropriate level to investigate firm-level
behaviour. At this strategic level, this research challenges the widely used resource-based view
and instead calls for a return to the theory of the growth of the firm. Contrary to most contemporary
research, this research argues that the theory of the growth of the firm is distinct from, and
superior to, the widely used resource-based view. Despite arguing for a return to the theory of the
growth of the firm, this research identifies and seeks to address important gaps in the theory. It
does so by developing a new conceptual framework, defined as the Attitude and Time Based
View (ATBV) of the firm. The new framework is underpinned by the theory of the growth of the
firm and complemented by ideas from the theory of planned behaviour. In line with these theories,
the ATBV framework proposes that the most important resource available to firms is management
time, and that management attitudes determine how management time is used by firms. This
research tests the ATBV framework using a two-year longitudinal case study methodology with a
large logistics service provider (LSP) firm that seeks to carry out a planned strategic change to
develop a new Product Service System (PSS) business model. The data collected are analysed
using a newly developed DISC (Direction, Importance, Strength and Consistency) score of
management attitudes. The findings from the analysis demonstrate how management attitudes
evolved, how the change in attitudes impacted the allocation of management time and how the
change in management time allocation impacted the performance of the firm. An assessment of
the research methodology reveals several limitations. In particular, the potential for research bias
is highlighted due to the researcher performing the dual role of researcher and employee. The
mitigating actions taken to minimise the limitations are provided. The research concludes that the
theory of the growth of the firm and its focus on management time does provide useful insight into
firm-level behaviour and performance. The conclusions from this research are found to link closely
with the concept of ambidextrous firms and how firms seek to find the right balance between
exploring and exploiting productive opportunities. This research has theoretical and practical
implications. From a theoretical perspective, the research provides a new conceptual framework
and methodology to investigate firm-level behaviour and performance. From a practical
perspective, the research encourages managers to reflect on their own attitudes and the attitudes
of those around them and also encourages managers and firms to consider how they use their
time, and how this ultimately affects the behaviour and performance of the firm.
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1 Introduction

1.1 Introduction to the research

The only agreed-upon proposition we have today is that we do not have a commonly accepted
theory to explain how and why firms behave as they do (Wernerfelt, 2016). This is not due to a
lack of research. Some of the leading thinkers over the past century have attempted to develop
theory to better understand firm-level behaviour (Barney, 1991; Chandler, 1962, 1992; Coase,
1937; Conner, 1991; Friedman, 1962; Grant, 1996; Grossman et al., 1986; Hart and Moore, 1990;

Penrose, 1959) to name a few.

This research aims to contribute knowledge centred on understanding and explaining firm-level
behaviour and performance. To do this, this research begins by proposing that firms can be
investigated from four different theoretical perspectives: a macro, an economic, a strategic or an
individual perspective. This research then argues that the most appropriate perspective from
which to initiate an investigation into firm-level behaviour is that of a strategic perspective.

Viewed from this strategic perspective, this research then considers the Resource-based View
(Barney; 1991, 2001, Wernerfelt 1984), a view that dominates strategic management literature
(Halawi et al., 2005, Hoopes et al., 2003) and one that has become so embedded that it has even
been described as timeless (Walker et al., 2015). The Resource-based View is increasingly
accepted as a Resource-based Theory (Barney and Clark, 2007), and today the terms Resource-
based View and Resource-based Theory are used interchangeably (Barney, 2001; Barney and
Clark, 2007). For clarity, the term Resource-based View (RBV) is used in this research to refer to
both.

The focus for many researchers has been on either enhancing, critiquing or even rebuffing the
critiques towards RBV (Barny, 2001; Kraaijenbrink et al., 2010; Priem and Butler, 2003). This
research takes an alternative approach; rather than adding to the plethora of discussions about
the benefits and drawbacks of RBV, this research calls for a return to the Theory of the Growth of
the Firm (TFG) (Penrose, 1959) as an alternative to RBV (Barney, 1991, 2001; Wernerfelt, 1984).
As such, this research argues that TGF, rather than RBV, is the most appropriate theoretical lens

through which to investigate and understand firm-level behaviour and performance.
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The arguments laid out in this research run contrary to the views of researchers who argue that
RBV (Barney, 1991, 2001; Wernerfelt, 1984) is an enhancement of TGF (Penrose, 1959) or even
that TGF and RBV are one and the same thing (Mahoney and Pandian, 1992). Instead, this
research agrees with Rugman and Verbeke (2002) that researchers should return to the original
ideas of Penrose (1959), as her original ideas have not been fully understood by contemporary

researchers and are therefore worthy of further research attention.

Although this research argues for a return to the key insights of TGF (Penrose, 1959), this
research also identifies seven notable gaps in the theory. To address the gaps identified, this
research develops a new conceptual framework entitled an Attitude and Time based view (ATBV)
of the firm. This research proposes this new conceptual framework as an alternative to RBV and
as a new and novel approach to investigate firm-level behaviour and performance through the
lens of TGF.

The ATBV conceptual framework developed composes of two main components, that of Attitude
and Time. Considering first the element of Time. Time is included in the conceptual framework
based on one of the key insights derived from TGF (Penrose, 1959), namely that management
capacity is the key resource within the firm (Penrose, 1959). This research restates Penrose’s
assertion that availability of management capacity is the key resource within the firm (Penrose,
1959) and specifies that availability of management time is the key resource available to the firm.
This focus on management capacity or management time as the key resource within the firm
differentiates research from other contemporary resource-based researchers such as Barney
(2001) who focus on investigating a much wider range of tangible and intangible resources

available to the firm.

Although this importance of understanding management time is derived from the ideas of Penrose
(1959), the relative importance of management time is also highlighted by other leading strategic

thinkers, one such example is Drucker (1967, pg 51), who states:

“time is the scarcest resource, and unless it is managed, nothing else can be managed”

More recently, Porter and Nohria (2018) provide research that aims to understand how
management time allocation influences the overall performance of the firm. However, Porter and

Nohria (2018) limit their research to understanding the time allocation of only the Chief Executive

15|Page



Officer (CEO) of the firm, whereas this research extends the investigation to include all

management time within the firm.

Thus, although evidence of research is found that highlights the importance of management time
for firm-level investigation, scant evidence is found of theoretical developments into the
investigation of management time and its influence on firm-level behaviour and firm-level
performance. This research, and specifically the ATBV conceptual framework developed in this

research, address this existing gap.

In addition to the construct of management time, which this thesis argues is the key resource
available to the firm, the second key construct included in the ATBV conceptual framework is that
of attitude. The decision to include attitude as a key construct is also derived from Penrose (1959),
who states that a firm is simply a collection of individual human beings trying to do something.
Such an insight moves the discussion away from conceptual economic theorising about the
behaviour of firms into the more practical realm of understanding how and why a collection of
human beings, organised as a firm, behave as they do. Although Penrose (1959) highlights the
importance of individual behaviours and the influence they have on the overall behaviour of the
firm, Penrose (1959) does not provide a means to examine such individual behaviours. This
research addresses this gap by complementing TGF (Penrose, 1959) with elements from the
theory of planned behaviour (Ajzen, 1991), a theory which posits that individual behaviours are
mediated by individual attitudes towards carrying out certain planned behaviours. As such,
attitudes, as well as time, are incorporated as the key constructs in the ATBV conceptual
framework developed in this research. The two elements of attitude and time are combined within
the ATBV framework and proposed as a means to investigate firm-level behaviour and

performance.

The ATBV conceptual framework developed in this research draws on Penrose’s theory of the
growth of the firm (1959) as the principal theoretical basis with which to understand firm-level
behaviour, and complements TGF (Penrose, 1959) with elements from the theory of planned
behaviour (Ajzen, 1991) to better understand the attitudes and behaviours of key individuals within
the firm. This research identifies the key individuals within the firm as the central managers of the
firm, a group identified by Penrose (1959) as the individuals within the firm who act as the court
of last resort and define the firm-level strategy. The identification of this group of central managers

allows a deeper investigation into the attitudes and behaviours of these specific individuals and
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allows a deeper investigation into how central management attitudes influence, both positively
and negatively, the behaviour of other managers in the firm, and ultimately the behaviour of the

overall firm.

To summarise, the ATBV conceptual framework created in this research enables an investigation

into

1) Management attitudes, and particularly the influence of central management attitudes in
determining how all managers within the firm use their time.

2) The importance of management time as the key resource available to the firm and how
the allocation of management time acts as a key determinant of overall firm-level
behaviour.

3) How management attitudes influence how management time is used within the firm, and
how a deeper understanding of how firms make use of management time can be used to

investigate how firms behave as they seek to grow.

In terms of investigating attitudes, the theory of reasoned action (Fishbein and Ajzen, 1977)
subsequently developed into the theory of planned behaviour (Ajzen, 1985, 1991) has been used
extensively to understand consumer attitudes. However, it has not been widely used to evaluate
management attitudes and decisions within the context of a firm-level decision making (Southey,
2011). This is mainly because management decision making is considered as multi-person, multi-

departmental and multi-objective in nature (Southey, 2011).

To overcome this, this research develops a new and novel approach to applying the theory of
planned behaviour (Ajzen, 1991) to understand management attitudes and behaviour in a
business context. Specifically, this research creates a new DISC score to measure attitudes of
managers within the firm, with the acronym DISC referring to the four dimensions of the attitudes
measured; the Direction, the Importance, the Strength and the Consistency of the attitude. The
DISC score is used in this research to measure central management attitudes towards pursuing
certain productive opportunities available to the firm. The DISC score created in this research is
novel, in that it considers three common constructs frequently employed when applying the theory
of planned behaviour (Ajzen, 1991) to measure attitudes, that of the Direction, the Importance,
and the Strength of the attitude. But, in addition to these three constructs, this research adds a

fourth construct of Consistency. Consistency is added to consider the level of agreement, or
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consistency of the attitudes held by central managers within the firm when considering whether
to pursue certain productive opportunities available to the firm.

The specific focus of the ATBV conceptual framework on understanding firm-level growth is also
worthy of note. The emphasis on growth further distinguishes Penrose (1959) and the ideas in
this research from other contemporary resource-based researchers who focus more on the
attainment of a sustainable competitive advantage and above-average economic rents as the
desired outcome of firm-level behaviour (Barney, 2001; Wernerfelt, 1984). Instead, this research,
in line with Penrose (1959), considers firm-level growth as the desired outcome of firm-level

behaviour.

However, despite the importance of growth in TGF, the term growth is identified as an ambiguous
concept within Penrose’s original theory of the growth of the firm (Penrose, 1959). Penrose
(1959) does not provide clarity on how to measure firm-level growth, a difficulty that contemporary
researchers such as Davidsson et al., (2006) continue to investigate. The new ATBV conceptual
framework developed for this research aims to address this ambiguity and provide more clarity
on how to measure firm-level growth. This research argues against using fixed assets or number
of employees, and instead argues that firm-level growth should be measured from two
perspectives; top-line revenue growth and bottom-line profit growth, and that each type of growth
is also predicated on one hand, by how managers within the firm spend their time, and on the

other, through mediation by the market.

Despite the principal aim of this research being to further develop and improve theoretical insight
through the creation of the ATBV conceptual framework, it is not the aim of this research to
develop a grand theory of the firm (Makadok et al., 2018). Instead, this research leans more
towards developing a practically applicable theoretical framework, one which can be applied and
tested to investigate and understand actual firm-level behaviour. Such an approach is in line with
Lewin, who argues that “there is nothing so practical as a good theory” (Lewin, 1951, p169)
Consequently, the focus of this research is on developing the ATBV theoretical framework so that
it provides new insight and understanding of how firms actually behave, rather than aiming to
understand how they should behave.

One of the attractions of the theory of the growth of the firm is that Penrose (1959) argues that no

firm is limited to the product/service that it provides today, nor limited to remain in the market the
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firm currently serves. Instead, Penrose (1959) argues that firms are only limited to the productive
growth opportunities that the firm’s managers are able to identify and have the time and capability
to exploit. Such thinking suggests that any firm could potentially diversify and develop any type of
new productive opportunity in any new market. Such a broad perspective is one of the advantages
of Penrose’s theory (1959) but such wide thinking also poses a challenge to researchers; if any

firm can do anything, where does one start to research why firms do what they do?

Consequently, after developing the ATBV conceptual framework but before empirically testing it,
this research first sets out three contextual boundaries for the application of the ATBV framework;
Firstly, it sets a boundary in terms of the type of strategic change initiated by the firm, secondly in
terms of the type of productive opportunity pursued by the firm, and thirdly in terms of the type of
firm pursuing the productive opportunity.

In terms of the first contextual boundary, the ATBV conceptual framework is applied in the context
of a specific type of strategic change initiated by the firm, that of a planned strategic change
(Lesseure et al., 2010). This type of strategic change is selected as it is a planned, deliberate
change, where managers within the firm elect to pursue the change, rather than it being imposed

on the firm from external forces.

In terms of the second contextual boundary, the ATBV conceptual framework is considered to
understand the rationale for pursuing a specific type of productive opportunity available to firms,
that of developing a Product-Service System (PSS) business model (Goedkoop et al., 1999). The
principal reason for selecting this particular productive opportunity as the contextual application
for the ATBV framework is that the decision to develop a new PSS business model can be
considered as a deliberate and planned strategic change for the firm (Lesseure et al., 2010) and
also that for many firms, the development of a PSS is a diversification from its existing core
business model. As such, understanding why a firm would elect to move from its current offering
to a new PSS offering provides a useful contextual field in which to understand a change of firm-

level behaviour through the application of the ATBV conceptual framework.

In terms of the third contextual boundary, that of specifying the type of firm pursuing the PSS
business model, the ATBV conceptual framework is applied to understand the behaviour of a
specific type of service firm, that of a Logistics Service Provider (LSP). The rationale for this is

that most PSS research to date has sought to investigate the phenomenon of manufacturing firms
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adding a service element to their existing manufacturing offering to create a PSS (Ahamed et al.,
2013; Pal, 2016; Sassanelli, 2011). In contrast, researchers have largely ignored the alternative
scenario of PSS productization strategies, in which a service firm seeks to develop a PSS by

adding a tangible product to their existing service offering (Leoni; 2015, 2019).

Bringing the three contextual boundaries together, it can be summarised that this research aims
to test the applicability of the ATBV conceptual framework to understand why an LSP would elect
to move away from its core offering of providing logistics services in order to pursue a PSS

productization strategy by means of a planned strategic change.

To empirically test the ATBV conceptual framework developed in this research, this research uses
a two-year longitudinal case study approach with an LSP firm that seeks to move away from its
core offering of providing pure logistics services to pursuing a new PSS productization strategy.
It is by doing so that this research not only develops the ATBV conceptual framework but also
tests its applicability in a novel contextual setting (namely that of understanding why an LSP firm
would pursue a PSS productization strategies). This first application of the ATBV conceptual
framework is proposed as a first step in using the ATBV conceptual framework to develop a
broader theoretical understanding of firm-level behaviour that can then be applied in other
contextual settings and for other types of firms.

To summarise, this research aims to contribute new knowledge first and foremost in the
development of theory to understand firm-level behaviour. It does so by identifying gaps in the
theory of the growth of the firm (Penrose, 1959) and addressing the gaps with the creation of a
new ATBYV conceptual framework. As well as developing this conceptual framework, this research
also applies and tests the ATBV conceptual framework with a case study of an LSP seeking to

develop a PSS productization strategy by means of a planned strategic change.

To ensure that the ideas outlined in the above introduction are fully addressed, the next section

sets out two specific research questions that this research aims to answer.

1.2 Research aims and research questions
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The overall aim of this research is to increase understanding of the behaviour of firms.
Specifically, it aims to challenge the widely applied Resource-based View (Barney, 1991;
Wernerfelt, 1984) and instead question whether the theory of the growth of the firm (Penrose,
1959) is in fact a more appropriate theoretical lens than RBV to investigate firm-level behaviour.

To address this question, this research sets out RQ1 as follows:

RQ1: How does the theory of the growth of the firm (Penrose, 1959) explain the behaviour
of a firm that seeks to grow?

It is in investigating RQ1 for this research, that several gaps are identified in the theory of the
growth of the firm (Penrose, 1959). To address the identified gaps, this research develops the
theory of the growth of the firm (Penrose, 1959) into a new conceptual framework which focuses
on understanding management attitudes and management time allocation as a means to
investigate the behaviour of firms that seek to grow. To apply and test the conceptual framework

developed, this research sets out RQ2 as follows:

RQ2: How do management attitudes and management time allocation influence the

behaviour of a firm that seeks to grow?

To facilitate reader orientation as to how these research questions are addressed, the next
subsection lays out the structure for the remainder of this research. The following section is
considered of importance, as this research does not follow the standard PhD structure (White,
2011). In fact, it is considered necessary to point to Penrose’s advice when laying out her own
theory of the growth of the firm (Penrose, 1959, preface xlviii):

“the reader is encouraged to read the research in the order in which it is written, as the entire
study is essentially a single argument no step of which can be omitted without the risk of

misunderstanding later conclusions”

Readers of this research are equally advised to follow this suggestion.
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1.3 Thesis structure

Research is often convoluted, intermittent and non-linear (Wells and Nieuwenhuis, 2017). Thus,
to write up research in the order in which it was carried out can be problematic for readers to
follow. Therefore, although a number of research frameworks (Bryman and Bell, 2011; Creswell,
2009; Saunders et al., 2012; Watson, 1994) were drawn upon to complete this research, the
research is written using a reader-centric approach (White, 2011). A reader-centric approach
indicates that the research is written in such an order to provide the reader with a logical flow of
the findings generated from the research, even if this is not fully reflective of the order in which

they were discovered.

The structure of this research also draws on the structure used by Wernerfelt (2016) in developing
adaption cost theory. In this, Wernerfelt (2016) develops a new theoretical position based on
existing theoretical knowledge then tests and applies the new theoretical position with empirical
data to draw conclusions about the suitability and relevance of the theoretical position adopted.

This research follows a similar logic and structure.

Like Wernerfelt (2016), this research begins with a chapter dedicated to reviewing and critiquing
existing literature related to theories of the firm. As such, the next chapter, chapter 2 centres
mainly on RQ1 and begins with a broad overview of different theoretical perspectives that could
be used to investigate firm-level behaviour. After considering four different theoretical
perspectives, the research focuses on the strategic perspective and considers both RBV (Barney,
2001, Wernerfelt, 1984) and the theory of the growth of the firm (Penrose, 1959) as alternative
theories to investigate firm-level behaviour. The chapter argues that the theory of the growth of
the firm (Penrose, 1959) is the most appropriate theoretical basis to understand firm-level
behaviour and performance. The chapter returns to the original theory developed by Penrose
(1959) and seeks to discover and highlight any gaps. The chapter concludes with an overview of
the gaps that remain unresolved in the theory of the growth of the firm (Penrose, 1959).

Chapter 3 seeks to begin to address these identified theoretical gaps in the theory of the growth
of the firm (Penrose, 1959). The chapter proposes a new conceptual framework that combines
ideas from the theory of the growth of the firm (Penrose, 1959) with ideas from the theory of
planned behaviour (Ajzen, 1991) as a means to improve understanding as to why a firm would

diversify away from its core offering to pursue a new productive opportunity to achieve growth.
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The new conceptual framework developed in the chapter is the Attitude and Time Based View
(ATBV) of the firm. One of the proposed advantages of the theory of the growth of the firm
(Penrose, 1959) and the subsequent ATBV conceptual framework built from it in this research, is
generalisability; The ATBV conceptual framework can be applied to any firm looking to grow and
develop in any direction. Such a broad proposition is advantageous from a theoretical perspective
as it facilitates a high degree of generalisation. However, from a practical research perspective,
the breadth of applicability of the ATBV conceptual framework provides a challenge to set the

boundaries of the research in this research.

To overcome this challenge, chapter 4 specifies the contextual boundaries of this research, and
provides a contextual situation in which to apply and test the ATBV conceptual framework and
allow for RQ2 to be addressed. The chapter considers different types of change available to firms
and selects a planned strategic change as a contextual boundary to test the ATBV conceptual
framework. The chapter goes on to propose one specific type of productive opportunity that a firm
may seek to pursue as a planned strategic change, that of the development of a Product Service
System (PSS) business model (Goedkoop et al., 1999). This chapter provides the rationale for
the selection of PSS as the contextual field in which to apply and test the newly developed ATBV
conceptual framework. The chapter provides a broad introduction to PSS and highlights that
although an abundance of research exists related to firms developing a PSS through a
servitization strategy (where firms add a service element to an existing product), there is limited
research about the alternative possibility of a firm developing a PSS through a productization
strategy (where a firm adds a tangible product to an existing service). This lack of research and
understanding as to why a service firm may elect to pursue a productization strategy to achieve
a PSS thus provides an attractive opportunity to apply the ATBV conceptual framework and test
its applicability to increase understanding of firm-level behaviour. The chapter concludes with a
section which considers existing literature related to the potential for logistics service firms in
particular to develop PSS business models. It does so to demonstrate that such a strategy is rare
but potentially attractive to logistics firms, particularly as new production technologies such as
additive manufacturing continue to reduce the barriers to service firms pursuing new PSS

productization strategies.

Due consideration was given as to whether the contextual setting, as laid out in chapter 4 above
should appear before or after the chapter laying out the research methodology for this research

in chapter 5. It was elected to provide details of the contextual setting before the research
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methodology, as the information for the contextual setting in chapter 4 was principally derived
from existing literature, rather than empirical data collection. Furthermore, specifying the
contextual boundaries in chapter 4 allowed a more specific and carefully designed research

methodology to be developed, as laid out in chapter 5.

Chapter 5 then contains the research methodology used in this research to empirically test the
ATBV conceptual framework developed in chapter 3. The chapter considers three different
research methodologies that could have been used in this research before electing to use a 2-
year longitudinal single case study methodology to address the research questions. The rationale
for this selection and the inherent limitations of the methodology selected are also provided in this
chapter, as well as the steps taken to mitigate any potential limitations in terms of research quality

and ethics.

Chapter 6 provides the principal findings generated as a result of this research. It does so from
the testing and application of the ATBV conceptual framework in line with the case study
methodology developed in chapter 5. The chapter principally addresses RQ2 and provides the
key data and analysis generated from applying the ATBV conceptual framework in the longitudinal

case study.

With the ATBV conceptual framework applied, chapter 7 provides the conclusion drawn from the
testing and application of the framework. The first section of chapter 7 returns to the specific
research questions set out at the start of this research (RQ1 and RQ2) and brings together all of
the theoretical knowledge and practical insight derived from the data and analysis to specifically
answer the research questions set out in this research and specify the areas of knowledge
developed in this research. The next section of chapter 7 provides an overview of the practical
and management implication of the knowledge generated from this research. The third section of
the chapter provides an overview of the limitations identified in this research. The fourth and final
section of chapter 7 is dedicated to suggesting areas of future research to further develop the

knowledge created in this research.

This section has provided the structure of the remainder of the research. Before providing the
content, it is considered necessary to make a comment related to the spelling system used
throughout the remainder of the research. Throughout this research, the UK spelling system is

used, meaning for example that the UK spelling of “realise” and “colour” are preferred to the US
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spellings “realize” and “color”. However, over the course of the research, certain words were
identified that were more frequently used in academic journals (both UK and US based) with the
US spelling of a term rather than the UK version. One such example is the term “productization”
(US spelling), which was much more frequently used by researchers than the UK equivalent
“productisation”. Therefore, for certain specific terms, namely “productization” and “servitization”,

the US spelling is adopted due to its widely accepted use in academic journals.
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2 Literature Review: Theories of the firm

2.1 Chapter introduction

As this research is primarily focused on contributing new theoretical knowledge, this chapter first
provides a wide review of existing theoretical knowledge related to theories of the firm. The
chapter is organised as follows: In the first section, the term “theory” is defined and the rationale
for exploring and developing theory within this research is presented. The second section lays
out four different theoretical perspectives through which firms can be investigated. The aim of this
section is to broadly consider different theoretical perspectives that can be used to investigate
firms, and then explore the appropriateness of these different theoretical perspectives to research
different firm related questions. From this wider theoretical review, it is argued that a strategic
perspective is the most appropriate theoretical perspective to understand the behaviour of firms.
With this decided, the chapter explores two different theories, that of the Theory of the Growth of
the Firm (TGF) (Penrose, 1959) and the Resource-based View (RBV) (Barney, 1991; Wernerfelt,
1984) with a view to understanding the differences between the two and select which is the most
appropriate theoretical lens to address the research questions set out in this research.

It is also noted that some researchers consider TGF and RBV to be one and the same thing
(Mahoney and Pandian, 1992). This research rejects this view. Instead, this research begins by
highlighting the differences between RBV and TGF. It then explores contemporary critiques of
RBV and asks whether TGF rather than RBV is a more appropriate theoretical basis to address
the questions set out in this research. The exercise concludes that TGF is a more appropriate
theoretical lens to address the questions in this research, and thus the section continues with a
deeper exploration and understanding of the key ideas developed in TGF. The exploration
concludes with a summary of contemporary thinking on TGF and also the identification of several

gaps in TGF.

It is these identified gaps in existing theoretical knowledge related to TGF that are then used as
a basis for the development of a newly proposed conceptual framework, the Attitude and Time
Based View (ATBV) of the firm, which is developed in the subsequent chapter. But the first step

in building the theoretical foundations for this research is defining what a theory is.
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2.2 Defining theory

There is no unified agreement on what constitutes a theory; Schmenner and Swink (1998) argue
that five criteria must be met for something to be considered a theory. First, that the phenomenon
for which explanation is sought should be clearly and unambiguously defined. Second, that the
phenomenon should be derived either logically or empirically from observed regularities. Third,
that these regularities should be translated into laws which should then ideally be translated into
mathematical statements. Fourth, that the theory should include a mechanism that explains why
the laws work as they do and explain any limitations that the laws are subject to. And finally, that
the power of the theory can be measured by its ability to unify various laws and also generate

predictions or implications that can be tested by data.

These stringent criteria for what constitute a theory, with an emphasis on working towards the
development of empirical proofs and mathematical laws, contrast with the views of Walker et al.,
(2015). Walker et al., (2015) argue that a theory is something that simply helps to make sense of
the complex world around us and that a theory must serve a function beyond simple description

to enable predictions associated to the relationships between phenomena.

Porter (1991) does not reject the positions of either Schmenner and Swink (1998) nor those of
Walker et al., (2015). Instead, Porter (1991) argues that theory can be developed through
stringent mathematical models or from the creation of conceptual frameworks, whereby the former
provide high level of rigour and precision, and the latter are useful to illustrate a broader range of
variables and ideas.

Similar to Porter (1991), Whetten (1989) provides a criterion for theory that fits between these two
positions of Schmenner and Swink (1998) and Walker et al., (2015). Whetten (1989) argues that
a theory should contain four essential elements: First, identification of the factors (variables,
constructs, concepts) to be considered as part of the explanation of the phenomena. Second,
the theory should explain how the factors are related. Thirdly, the theory should include why these
factors are related as they are — in other words, the underlying dynamics that justify the selection
of the factors and their proposed relationships. Lastly, the theory should explain when to whom
and where the theory is applicable. It is Whetten’s (1989) criterion for theory that is drawn upon

in this research and, from this criterion, the following definition of theory is used in this research:
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“A theory brings together different factors and their associated relationship to explain the
underlying dynamics of a specified contextual phenomenon in order to enable predictive

capabilities”

Even with the term theory defined, it is recognised that ambiguity can remain with other words
closely associated with the term theory. Terms such as frameworks, models, concepts,
perspectives and constructs are frequently used in conjunction with theory (Porter, 1991). In this
research, the term conceptual framework is frequently used in relation to theory, hence an

explanation of the term conceptual framework is provided next.

The term concept is defined as a component of theory which conveys an abstract idea within a
theory (Chinn and Kramer, 1983) and the term framework refers to a guide that frames the
research questions and methods and helps to fine-tune the data analysis (Imenda, 2014).

A conceptual framework therefore differs from a theoretical framework, in that the latter relates to
one specific theory, whereas the former may draw on multiple theories, concepts and empirical
findings and thus a conceptual framework can best be described as an integrated way of looking
at a problem (Imenda, 2014).

With the terms theory and conceptual framework defined, it is possible to return to the question
of whether theory is needed for this research. Hambrick (2007) argues that today’s researchers
suffer from “theory fetish” and place excessive focus on theory and theory development at the
expense of researching, understanding and revealing interesting phenomena. Makadok et al.,
(2018) argue that for many researchers, their theoretical contributions are more about extending,
clarifying or apply received theories in new and interesting ways rather than aiming to create new

theories or “grand theory” paradigms.

Despite Hambrick’s (2007) view that the importance of theory is overstated, it is argued in this
research that a strong theoretical foundation is needed for this research for two fundamental
reasons. The first is related to the initial objective laid out at the start of this research which
specified that the overall aim of this research is to make a contribution to knowledge. To contribute
new knowledge, an understanding of existing knowledge must be considered, as it is existing
knowledge that constitutes the foundations on which any new knowledge is added. Thus, a

section on theory is required to bring together existing knowledge that underpins contextual
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knowledge about any one subject. The second reason why a theoretical perspective is required
in this research is that it is recognised that different people observing the same event are likely to
come up with different interpretations of the same event (Imenda, 2014). The different theoretical
“lenses” through which each individual observes and interprets the world has an impact, not only
on what is seen but also on what is looked for. As a consequence, a robust consideration of the
theoretical foundations for any research is required to provide transparency on the lens through
which any research has been carried out. It is with the importance of theories in mind that the
following section begins with a review of a wide range of theoretical perspectives, before focusing

on a select number of appropriate theories for this research.

The dictionary of theories (Bothamley, 1993) defines over 5000 recognised theories. Of course,
most are not relevant for research related to firms, so the first step is to identify those families of
theories that are most relevant and useful for the research questions set out, which in the case of
this research are those theories which relate to firms.

2.3 An introduction to theories of the firm.

There is no single, unified theory of the firm (Penrose, 1959; Wernerfelt, 2016) and instead, it is
more appropriate to refer to the theories of the firm (Grant, 1996) rather than to any single
overarching theory. As such, this research first explores several different theoretical perspectives

related to the firm, rather than selecting any one theory of the firm from the outset.

One can argue that there will never be one single unified theory of the firm due to two fundamental
reasons. Firstly, because of the wide range of questions that can be asked about firms (Penrose,
1959; Porter, 1991; Teece et al., 1997; Wernerfelt 2016) and secondly that the questions asked
about firms can be approached through many different perspectives, including sociological, legal,
organisational, engineering or economic (Penrose, 1959) or even from an interdisciplinary

perspective (Shafritz et al., 2015).

Thus, a useful place to begin exploring different firm-level theories is to investigate the research
questions used by key authors when developing theories related to firms. A review of the literature
identifies a plethora of questions that can be raised related to firms; Teece et al. (1997) propose
that the key questions to be investigated are: how do firms get to be good, how do they sometimes

29|Page



stay good, how and why do they improve and why do some firms decline? Wernerfelt (2016)
complements this with more fundamental questions such as why do firms exist? What is a firm?
Who sets the direction of the firm and what is the purpose of the firm? Looking from a more
strategic perspective, Porter (1991) argues that there is only one key question related to firms;
why do firms succeed or fail? From a similar strategic perspective, Rumelt et al., (1995) argue
that there are four fundamental questions related to firms: How do firms behave? Why are firms
different? What is the function of, or value added by, the headquarters unit in a multi-business

firm? And, what determines the success of failure of the firm in international competition?

With such a range of questions about firms available, it is first useful to take one step back and
aim to group the questions into different theoretical perspectives. Teece et al., (1997) argue that
there are two different theoretical perspectives with which to investigate firms, either an
“economising” perspective, which seeks to understand the behaviour of firms within the context
of the wider economy. Or, an alternative “strategizing” perspective which seeks to understand the
behaviour and performance of individual firms within a market environment. To these two
perspectives identified by Teece et al., (1997), two other perspectives are identified from the
literature. The first is referred to here as the “macro” perspective, in which one aims to understand
the role of firms within wider society and the wider natural environment (Elkington, 1998). Another
perspective is that highlighted by Foss et al., (2008) which the authors refer to as a “subjective”
perspective. This subjective perspective focuses more on the behaviour of individuals within a
firm and the mental models used by those individuals within the firm. This perspective is referred
to in this research as an “individual” level perspective. These four theoretical perspectives
identified from the literature are named in this research as a macro, economic, strategic and

individual perspective. The four perspectives are visualised in Figure 1.

4) Macro

3) Economic

2) Strategic

1) Individual

Figure 1 : Possible theoretical perspectives for investigating firms (created by author)
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The four perspectives in Figure 1 are shown as nested, as one can argue that firm related theory
builds upwards from individual to macro level theory. This implies starting at the base and first
aiming to understand how and why individuals work together to create firms, then how and why
firms pursue certain strategies, then how these firms compete within a market economy, and lastly
the role that these groups of firms play in wider society, vis-a-vis other institutions and also their

interaction on the natural environment (Dawkins and Lewis, 2003).

It is equally plausible to think from the other direction, and start at the top to first aim to understand
the role of firms from a macro perspective, and specifically a firm’s macro level of responsibility
towards profit, people and planet Elkington (1998) and then work downwards to the individual

perspective to understand why individuals elect to work for or buy from different firms.

It is also recognised that there is no clear divide between the four different perspectives, and often
researchers move across one or more of the different perspectives. As an example of this, it can
be argued that what Teece et al., (1997) refer to as “economizing” implies starting from an
economic perspective and researching down to a strategic perspective, and what Teece et al.,
(1997) refer to as “strategizing” refers to starting at a strategic perspective and working upwards
towards an economic perspective. Foss et al., (2008) also advocate working across perspectives,
arguing for a need to bridge the thinking between the two perspectives of individual and strategic.
Such examples highlight the importance for researchers to think across the four boundaries of

the different perspectives identified.

Dispute a blurring of the lines between the four different perspectives, organising the theories into
these four different perspectives does provide a useful means to group the different questions
related to firms from authors such as Rumelt et al., (1995) and Wernerfelt (2016). Table 1 provides
a summary of the four theoretical perspectives identified in the literature and provides examples

of the types of research questions that are typically addressed within each of these theoretical

perspectives.
Theoretical Example questions investigated
Perspective
Macro - What is the role of firms in wider society?
- Do firms have a responsibility beyond profit?
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Economic - Why are firms created?

- What forces control and limit the size and behaviour of firms?

Strategy - Why do some firms succeed and some firms fail?

- How do firms behave?

- Why do certain firms behave in certain ways?

- What internal and external factors influence firm-level behaviour?

Individual - How do individuals within firms influence firm direction and
behaviour?

-  What internal and external factors influence the decisions and
behaviour of individuals within the firm?

Table 1 : Different theoretical perspectives and examples of firm related questions that
they address

In the following section, each of these four perspectives is considered in more detail, with a section
on each laying out a high-level overview of the key theoretical developments that have been
created under each perspective. The aim of the following sections is to provide a wide review of
different theoretical perspectives related to firms and to use this broad review as a means to select
the most appropriate theoretical perspective or perspectives to be used as a theoretical
foundation for this research.

2.4 Theories of the firm from a macro perspective.

A macro level perspective can be used to address the fundamental questions related to the role
and purpose of firms within wider society and nature. Although it is tempting to assume that the
sole purpose of firms is to generate profits for their owners (Friedman, 1970), such an assumption
overlooks a number of key questions about the role of firms in society, their role in the wider
natural environment (Elkington, 1998) and their level of interaction with other institutions (Moran
and Ghoshal, 1999). Such thinking about interactions and interconnectivity between firms and
other institutions lends itself well to the use of systems theories such as those developed by
Senge (2006).

Despite this, early theory related to firms came predominantly from economic minded thinkers
such as Coase (1937). However, the notion that firms have a responsibility beyond profits and
economics is not new; Carroll (1999) provides evidence that the idea can be traced back to the
1940s and the work of authors such as Krops (1940) and Davis (1960).
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Research by Chang et al., (2017) further demonstrates that the theoretical landscape related to
firms can be considered beyond economics. Chang et al., (2017) point out that firms can be
investigated from a social, environmental and economic dimension. Chandler (1992) adds an
additional dimension, arguing that firms are simply the most efficient means of introducing and
deploying new innovations and ideas across society. This view is also reflected by Butler (2012),
who points to the ideas of Adam Smith (Smith, 1887), and specifically Smith’s pin analogy, to
argue that the societal purpose of firms is to allow individuals to work collectively within a firm to

produce more than the sum of their parts.

Smith’s (1887) work was founded on the assumption that firms are created for the collective social
good and that firms provide a positive contribution to the wider world by combining skills and
knowledge in an efficient way. This view is similar to that of the view collectively known as the
Chicago perspective (Conner, 1991). The Chicago perspective argues that firms are inherently
positive for society in that that the purpose of firms is to bring together individuals into
organisations, and that the firm, with the motivation to maximise profits by combining production
and distribution of goods, is a precursor for improved overall societal efficiency and ongoing
development and improvement of society (Conner, 1991). An alternate theory, popularised by
Bain (1954) and underpinned with a Structure-Conduct-Performance (SCP) framework (Lee,
2007), holds the alterative assumption that firms are inherently negative for society and need to
be controlled by governments. Using the SCP framework, the authors argue that firms do not
operate in a situation of perfect competition framework and that firms exist to restrain productive
output by looking to achieve and exercise monopoly powers by colluding with other firms to
restrain access to goods and services, therefore pushing up market costs, and allowing firms to

generate profit (Conner, 1991).

Conner (1991) goes on to state that the firm’s ultimate objective is to generate above-normal
financial returns. Similarly, Friedman (1970) explicitly makes the point that the only purpose of
firms is to make a profit, and that any firm that aims to be acting in the name of social or
environmental responsibility is delusional. In line with this, McWilliams and Siegel (2001) argue
that when managers within a firm pursue anything beyond firm profit, there is an agency conflict
(Eisenhardt, 1989; McWilliams and Siegel, 2001) as managers are working on things that are not
in the interest of firm owners. The alternative view, provided by Elkington (1998), argues that firms
do not exist just to generate profits, but also have a wider responsibility to care for both wider

society and the natural environment. Similarly, Schumacher (1973) challenges the notion that
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firms must pursue growth for growth's sake and argues that the primary purpose of firms is to
create meaningful work for people. Today, questions around the purpose of firms within the
context of the wider societal and natural environment continue to be discussed, with even the
CEOs of major firms calling for an end to the statement that the primary purpose of firms is to

create profit for shareholders (Murray, 2019).

This section has introduced the idea that the wider purpose of firms is still subject to debate and
that it cannot simply be assumed that firm-level behaviour can be explained purely in terms of
profit motive and economic rationale (Penrose, 1959). In fact, this section has highlighted that
firms can be considered from many different perspectives that go way beyond profit, and as such,
macro level theoretical perspectives can be a useful perspective with which to investigate firms,
in particular in terms of their interaction with society, other institutions and the wider natural
environment. That said, economic theory dominated early thinking that sought to explain the
behaviour of firms (Shafritz et al., 2015) and it is theories of firms developed from an economic

perspective that are considered in the following section.

2.5 Theories of the firm from an economics perspective.

Whereas theories of the firm from a macro perspective aim to explain the role and purpose of
firms within a wider socio-economic system, theories of the firm from an economics perspective
aim to explain how firms interact within the context of the market (Jensen and Meckling, 1976). In
fact, Jensen and Meckling (1976) argue that when economists refer to the “theory of the firm”, the
material provided is often not a theory of the firm per se, but rather a theory of markets in which

firms are an important actor.

An economics-based perspective of the firm has also been used to explain why firms exist at all.
Coase (1937) argues that the creation of firms can be best understood in terms of property rights
and contract efficiencies. Coase (1937) argues that a clear definition of property rights is the basis
for a functioning free-market economy in which firms exist to minimise transactional costs among
individuals. As such, Coase (1937) argues that firms exist to reduce the costs and inefficiencies
of contracting between many individuals. Specifically, that the economic cost for each individual
consumer to negotiate contracts with multiple suppliers is minimised through the existence of
firms, who perform the role of reducing the number of contract transactions.

34|Page



The ideas of Coase (1937) were developed further and broadly integrated into contract theory,
also known as property rights theory or Grossman-Hart-Moore theory (Grossman et al., 1986).
From this theoretical perspective, the authors argue that the scope of firms is dictated by their
level of integration or non-integration with other firms. This level of integration is itself dependent
on how the rights of control of an asset are allocated between firms, and that the rights of control
are the key driver to the ex-ante efficiency of each firm. Grossman et al., (1986) argue that it is
impossible to contractually agree every transaction between two firms and that there is an
inevitable incompleteness of each contract. It is this level of incompleteness which has an impact
on rights of control over assets, which ultimately determines the efficiency and scope of any one

firm.

Wernerfelt’s (2016) development of Adaption Cost Theory provides an alternative view to the
Grossman-Hart-Moore’s Property Rights Theory. Adoption Cost Theory proposes that employees
and not assets are the defining factor for a firm and that the decision to hire employees is made
by entrepreneurs who select to directly employ workers (creating a firm) as an alternative to
buying specific services from the market, which incur high adaption costs. As such, whereas
Grossman-Hart-Moore argue that a firm and its scope are defined by a set of co-owned assets,
Wernerfelt (2016) proposes that the scope of the firm is defined by the employment relationship
and the number of workers employed directly by an entrepreneur. More succinctly put, whereas
Grossman et al., (1986) propose that “| am the boss because | own the asset”, Wernerfelt (2016)

argues that it should rather be stated that “| own the asset, therefore | am the boss”.

A frequent component of economic-based theories of the firm is the notion of equilibrium (Rafferty,
1999), which implies that firms are competing within a market and that the gain of one firm implies
a loss by another firm. It is at this point that the macro perspective discussed in the previous
section begins to overlap with the economics perspective discussed in this section. For example,
Friedman’s view (Friedman, 1970) that the sole purpose of firms is to generate profit, is founded
on the notion that firms work within a self-policing economic market mechanism that ensures that
competition remains between firms so that no one company can exploit their position to obtain
excessive profits. This traditional neoclassic perfect competition theory argues that the size and
scope of firms are maintained through classic economic price mechanisms operating in a perfect

competition framework. The other argument, proposed by Bain (1954) is that markets and
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economics alone cannot control firm expansion and that governments controls are needed to limit

the dominance by any one firm.

It can be questioned whether economics alone is sufficient to understand the behaviour and
performance of firms. Research by Geroski (2002) for example highlights the difficulty of using
economic models to predict firm-level performance. Following an attempt to test different theories
of the firm using different mathematical models, Geroski (2002) concludes that very little in the
theory of the firm is mathematically testable and that firm performance is random and
unpredictable. Moore (1992) proposes that the challenge for economists today is even greater
than developing models to predict firm-level behaviour. According to Moore (1992), the more
profound challenge is to even identify the forces that determine whether transactions are

conducted within the firm or through the market.

Teece et al., (1997) argue that there is a clear distinction between theories of the firm generated
from an economic perspective and theories of the firm that are based on a strategic perspective.
Teece et al., (1997) propose that whereas theories of the firm from an economics perspective
start with seeking to understand the performance and limitation of firms within the context of the
economic markets in which the firm operates, theories of the firm from a strategy perspective
often begin with an understanding of the decisions of the firm and how the firm can influence (and
be influenced by) the market in which the firm operates.

This distinction between an economics and a strategic perspective is also highlighted by Porter
(1981). Porter (1981) argues that theories based on an underlying SCP framework aim to
understand first the Structure of the industry (an economics perspective), rather than starting with
the Conduct of any individual firm (a strategy perspective). As such, researchers viewing firms
through the lens of the SCP framework are often looking to understand the behaviour of firms
within the context of the performance of multiple firms within an entire industry. From this, the aim
is often to understand what influence the Structure of the industry has on the behaviour of firms
(the Conduct), and how that structure can affect behaviours and subsequently the overall result

(the Performance) of the industry.

In this sense, economic-based researchers viewing firms through the lens of the SCP framework
are less interested in the good or bad performance of any individual firm, and more focused on

the net effect of industry performance which is made up of a mixture of high and low performing
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firms. This economic-based perspective can be contrasted with a strategic basic perspective, in
which the individual behaviour of one firm is used as the start point for the investigation rather
than starting from the Structure of the industry in which the firm operates. It is this strategic

perspective that is explored in more detail in the following section.

2.6 Theories of the firm from a strategy perspective.

Penrose (1959) challenged the views of researchers such as Bain (1954) and Coase (1937) that
firms should be researched purely as an economic entity. Instead, Penrose (1959) argued against
the idea that firms were a simple product of economic inputs and outputs and stressed the
importance of management decision making and management’s influence on the behaviour and

direction of the firm.

Although the term “strategy” is only used twice in her seminal book, The Theory of the Growth of
the Firm (Penrose, 1959), the ideas proposed by Penrose (1959) form the basis for the now
flourishing literature on strategic theory development (Pitelis, foreword to Penrose, 2009). In fact,
at the time that Penrose published the theory of the growth of the firm (Penrose, 1959), the use

of the term strategy in a business context was rare (Freedman, 2015).

The use of the term strategy in a business context started to take off in the 1970s and today, the
term strategy is frequently used in a business sense to refer to the plans and policies of firms
(Freedman, 2015). Today the term strategy is almost ubiquitous in business literature. Despite,
or perhaps because of its ubiquity, there is no one universally agreed-upon definition of the term
strategy today (Freedman, 2015). However, Chandler (1962) provides an early and still widely
used definition, specifying that firm strategy relates to the determination of and courses of action
and allocation of resources that lead to the achievement of long-term firm-level objectives and
goals. Such a definition implies that firms set long term strategies and then seek to allocate

resources to realise the strategies to achieve certain long-term objectives.

An alternative view as to how firms create strategies is that of Mintzberg and Waters (1985).
Mintzberg and Waters (1985) argue against the idea that firms have a deliberate and clear
strategy and then focus on delivering it. Instead, Mintzberg and Waters (1985) argue that firms

strategies emerge and develop in response to new internal and external factors. Such a view is
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taken even further by Isenberg (1987) who argues that most firm strategies are opportunistic,
whereby multiple decisions are made over a long period of time and are often adjusted as new
ideas or opportunities arise, and that over time these multiple decisions collectively form the

strategy of the firm.

It is widely accepted that developing an appropriate firm-level strategy, either deliberate,
emergent or opportunistic, requires firms to consider both the internal strengths and weaknesses
of the firm as well as the opportunities and constraints of the external environment (Andrews,
1971; Ansoff, 1957; Chandler, 1962; Child, 1972; Lawrence and Lorsch, 1986; Peng and Heath,
1996; Porter, 1980). Hoskisson et al., (1999) argue that strategic management researchers have
tended to swing from a focus on either the internal or the external factors influencing firms.
Hoskisson et al. (1999) argue that an emphasis on the internal strategic perspectives of the firm
was led by authors such as Penrose (1959) and Ansoff (1957) and that this reflected at the time
a change of focus away from the external, more economic emphases that were popular with
economists such as Bain (1968), Coase (1937) and Mason (1939). Hoskisson et al., (1999) also
point out that subsequent authors, particularly Porter (1979), reversed this trend, placing again
the emphasis on external factors through the development of the five forces concept (Porter,
1979).

Despite recognising the importance of both internal and external factors, Penrose (1959) strongly
argues that the internal perspective of the firm should be the start point for the analysis to
understand the behaviour of the firm (Lockett, 2005). This differs from more economic-based
researchers, such as Bain (1954), who start from the structure of the market in which the firm
operates. According to Penrose (1959), the way that the firm interprets its external environment
is determined by the internal resources and personal perspectives of the managers within the
firm. This focus on the internal perspective of the firm, rather than the external market conditions
marks a clear distinction with the ideas of other important strategic researchers such as Porter,

who begin with an outside-in perspective (Porter, 1979).

Since its development, TGF (Penrose, 1959) as a strategic level theory has not so much been
challenged, but rather enhanced, refined and influenced a number of strategy related theories
(Pitelis, foreword to Penrose, 2009). In particular, TGF is often cited as key to the development

of the resource-based view of the firm (Barney, 1991; Wernerfelt, 1984, 2016), the knowledge-
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based theory of the firm (Alavi and Leidner, 2001; Grant, 1996) and the behavioural theory of the
firm (Cyert and March, 1963; Pitelis, 2007).

In particular, Penrose’s (1959) initial ideas were popularised and further developed by Wernerfelt
(1984) and Barney (1991) who collectively developed what is referred to as the Resource-based
View (RBV) of the firm. Although many considered Wernerfelt’'s paper in 1984 as a generalisation
of Penrose’s theory of the growth of the firm (Penrose, 1959), Wernerferlt (2016) states that this
was not the case and that in fact, the development of the RBV in 1984 was a reaction to Michael
Porter’s five forces analysis (Porter, 1980) rather than an attempt to expand on Penrose’s (1959)

theory.

Wernerfelt (1984) does credit Penrose (1959) with the idea of looking at firms as a broader set of
resources than traditional economists had done in the past. Further to Wernerfelt (1984), the
resource-based view was developed and popularized by Barney (1991) who argued that a firm
can achieve above-normal returns if the resources and capabilities that the firm controls are
Valuable, Rare, Inimitable, Not substitutable, and that the Organisation is in place to absorb and
exploit them (VRIN/O) (Kraaijenbrink et al., 2010). Barney’s (1991) insight also differed from the
historical economic views of Coase (1937) by identifying that capabilities and knowledge, as well
as traditional economic resources such as land, capital and contracts, can be the source of

competitive advantage.

In addition to placing the emphasis on the internal perspectives of the firm, another major
contribution provided by Penrose (1959) is the notion that looking for opportunities outside of the
firm’s existing capabilities is a trade-off, and that firms must decide whether to focus their
resources and management time on exploiting existing internal strengths or looking beyond
existing internal capabilities to explore new productive opportunities. This trade-off between
exploiting existing internal capabilities and exploring and developing new productive opportunities
is often referred to as the Penrose effect (Tan and Mahoney, 2005) or the “fundamental ratio”, or
the “Edith’s Effect” (Connell, 2007). This trade-off concept is also developed by Wernerfelt (1984),
who argues that firms need to strike a balance between exploiting existing resources and
developing new ones to generate profit by taking advantage of imperfect market conditions. This
trade-off and desire to find the right balance between exploitation of existing resource and the
development of new capabilities also forms the foundations for the notion of “ambidextrous” firms

(Duncan, 1976), a notion which is explored in more detail in later sections of this research.
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Returning to the exploration side of the trade-off and the search for new productive opportunities
outside of the firm, Penrose (1959) makes an important distinction between the “objective”
productive opportunity of the firm, which is limited to what the firm is able to achieve, and the
subjective productive opportunity which is what the firm thinks it can achieve. Thus, for Penrose
(1959), the interpretation of the external environment is the key determinant of management
decisions towards the selection of new productive opportunities, rather than any objective facts
about the external environment that an economist may observe (Connell, 2007). Such a view
suggests that a deeper understanding of how managers subjectively interpret the external
productive opportunities available is key to understanding how individual managers, and then
collective managers working together within a firm, decide to pursue certain new productive

opportunities.

Resource-based theories developed by authors such as Barney (1991) and Wernerfelt (1984)
make no direct attempt to understand these individual subjective interpretations and their
influence on management decision making about which productive opportunities the firm should
pursue. Instead, RBV researchers consider the firm as one unified unit, and when they refer to
“the firm” it is as if it were an entity in itself. In contrast to this, Penrose (1959) does recognise
the importance of the subjective interpretations of managers within the firm and the influence of
these individual interpretations on the direction of the firm. However, although Penrose (1959)
recognises the importance of these individual subjective interpretations, she describes them as
slippery concepts that are closely associated with the temperament and personal qualities of

individuals, and as a consequence, they are very difficult to research (Penrose, 1959).

As such, it can be argued that resource-based researchers such as Barney (1991) and Wernerfelt
(1984) do not attempt to understand individual-level management decisions and their influence
on the overall behaviour of the firm and only consider the firm as one single unit of analysis. In
contrast, Penrose (1959) does recognise that firms are made of individuals and recognises the
importance of individual decisions and behaviours that eventually contribute to the behaviour of
the overall firm. That said, Penrose (1959) does not seek to provide a theory or means to
investigate these individual decisions and behaviours.

This individual view of the firm considered by Penrose (1959) and supported by Foss et al., (2008)

is underpinned by the notation that firms are, in their most basic form, a collection of individuals
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working together to achieve something (Penrose, 1959). As such, this logically implies that to
more deeply understand how firms behave as a collective of individuals, one must understand
the behaviour of those individuals within the firm, and particularly those who have the most

influence and final say on the strategy of the firm.

That said, entering into the realm of individual subjectivity and individual cognitive decision making
opens up the research into wide areas of psychology and neuroscience (Rilling and Sanfey,
2011). It is not the intention here to consider every stream of this diverse subject, but rather to
investigate literature related to those theories that help to understand and explain how individual
managers make decisions that influence the strategy of the firm. It is this individual behavioural

perspective that is considered in more detail in the following section.

2.7 Theories of individual behaviour within the context of the firm

If one does consider firms simply as a collection of individuals working together to achieve
something (Foss et al., 2008; Penrose, 1959), it can be logically deduced that to understand the
behaviour of the firm, one must seek to understand the individuals who create the firm. This line
of logic leads researchers into the realm of understanding individual motivations, attitudes,

decision making and behaviours.

It is understandable why researchers may elect to exclude individual decision making from the
scope of firm-level theory development. The complexity involved in seeking to understand
individual-level decision making is no small task. Although it is a broad topic, a full investigation
into firms cannot ignore the fact that it is individuals, and particularly individual managers within
the firm, who make the decisions that set the direction of the firm. Consequently, this section

considers literature related to management decision making and its influence on the firm.

Langley (1995) argues that management decision-making activities can be categorised into two
extreme positions. On one hand, one can consider decision making as a mathematical decision-
making process with a high reliance on numbers, analysis and formal reports. On the other hand,
decision making can be seen as arbitrary based on the colloquial “gut feel” of managers within a
firm. Similarly, the way that researchers interpret and investigate management decisions can
either be carried out with the application of formal logic derived from economics and statistical
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methods or alternatively from the use of descriptive accounts into how managers go about making
judgements, decisions and choices (Shanteau, 2001).

A major contribution to understanding management decision making can be attributed to Simon
(1957) who developed the concept of bounded rationality, which states that when individuals
make decisions, their rationality is limited by the cognitive limitations of the mind and the time
available to make a decision. Building on this idea, authors such as Cyert and March (1963)
specifically looked to develop a behavioural theory of the firm which sought to emphasise the
importance of decision making within the firm. Cyert and March (1963) argue that a firm is a
coalition of individuals, each with their own aims, goals and motivations and that an understanding
of these factors is key to understanding firm-level behaviours. Despite the importance and
influence of the behavioural theory of the firm (Cyert and March, 1963), it did not develop into a
single, unified theory of firm-level behaviour, but rather spurned the development of a range of
behavioural theories of the firm, each using different underlying assumptions and generating
different predictions (Argote and Greve, 2007).

One such example of these behavioural theories of the firm is that of social cognitive theory (Wood
and Bandura, 1989), used as a theoretical basis to understand management decision making.
However, the work of Wood and Bandura (1989) also demonstrates the difficulty of applying such
a theory in the real world. The authors only apply the theory in a simulated organisational
environment, arguing that the theory does not readily lend itself to experimental analysis in actual

organisational settings.

In a more applied industrial context, Rafferty (1999) draws on a cognitive lens perspective to
understand management decision making in the beer industry. This cognitive lens perspective
focuses on the cognitive interpretation of managers when making decisions, and draws on the
ideas of Reger (1990) who argues that a cognitive interpretation of managers decisions is more
useful and more meaningful in strategic decision making than any objective reality identified by
researchers. This view is shared by Hambrick and Mason (1984) who argue that a deeper
understanding of the perceptions and attitudes of senior managers may offer substantially greater
power to predict firm-level outcomes than more economically focused theories can provide. This
view aligns with the ideas of Penrose (1959), who also argues that subjective interpretation by

managers is more relevant to individual decision making than any external, objective facts.
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Both Courtney and Foss et al., (2008) point to the importance of mental models as a means to
understand and interpret how decisions are made. In this field, theories such as personal
construct theory (Kelly, 1955) and the theory of reasoned action (Fishbein and Ajzen, 1977) later
developed into the theory of planned behaviour (Ajzen, 1985, 1991) provide examples of mental
models that aim to explain how decision making and observed behaviours can be understood
through insight into the perceptions, beliefs and attitudes of individuals.

Although not generally associated with investigating the behaviour of managers or firms, the
theory of planned behaviour (Ajzen, 1985, 1991) is a well-established and widely used theory
(Beale, 2007) that aims to explain how actual individual behavioural actions can be predicted from
an understanding of individual behavioural beliefs, normative beliefs and perceived behavioural

control. The theory of planned behaviour (Ajzen, 1991) is pictorially represented in Figure 2.

Behavioral
Beliefs

Behavioral
intention

Normative

beliefs Actual Behavior

Perceived
behavioral
control

Actual behavioral
control

Figure 2 : Theory of planned behaviour (adapted from Ajzen, 1991)

Although the theory of planned behaviour (Ajzen, 1991) has been widely used to evaluate
consumer attitudes, behaviours and decision making about purchases (Southey, 2011) it has not
been extensively used to evaluate management decision making within the context of a firm. This
is mainly because management decision making is considered as multi-person, multi-

departmental and multi-objective in nature (Southey, 2011).
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That said, the theory of planned behaviour (Ajzen, 1991) has been applied in a number of
organisational contexts, and has been applied specifically to understand the behaviour and
decision making of senior managers when defining firm-level strategy (Mykytyn Jr and Harrison,
1993). Southey (2011) demonstrates that the theory of planned behaviour (Ajzen, 1991) has been
applied and used to understand management decision making in the areas of strategic, financial
and professional decision making. However, Southey (2011) also points out that in the field of
strategic decision making, the theory of planned behaviour has not been widely used and that its
use in the field of strategic decision making offers an opportunity for interesting areas of future
research. It is from such assertions that this research developed RQ2 and set out to investigate
whether elements from the theory of planned behaviour (Ajzen, 1991) could be applied to
investigate how the attitudes of managers within the firm influence management and ultimately

the planned and actual behaviour of the firm.

2.8 Selecting the most appropriate theory of the firm to understand firm-level

behaviour

The previous sections have highlighted the diversity of theoretical perspectives that can be used
to investigate firms and highlighted four different theoretical perspectives that can be used to
address firm related questions, namely a macro, economic, strategic and individual subjective
perspective. The previous sections have also indicated that these perspectives are not mutually
exclusive and that there are areas of overlaps between the different perspectives (Teece et al.,
1997).

To summarise the ideas from the previous sections, Table 2 provides an overview of the different
principle elements that are frequently considered when investigating firms and also shows which
of the four theoretical perspectives are generally used as a starting point to investigate those

principle elements.

Moreover, Table 2 also shows that even though a specific theoretical perspective may act as a
starting point for the investigation of certain elements, there is a tendency to move from that
starting theoretical perspective towards another theoretical perspective when researching the
elements specified. The usual direction of travel from one theoretical perspective to other
theoretical perspectives is also provided in Table 2.
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The table is not intended to be exhaustive of all elements that can be investigated related to firms,
the list could potentially contain hundreds if not thousands of different elements. Instead, the table
aims to illustrate how different elements are more closely related to some theoretical perspectives
than others, and also the usual direction of travel from one theoretical perspective to another

when those elements are investigated.
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Theoretical perspective

Principle elements considered

Macro

Economic | Strategic Individual

Interaction of the firm with other institutions

such as governments, unions or universities

The purpose of the firm, including its wider
purpose and role and responsibility within

society

The firms” responsibility towards the planet

and other non-human elements

The firm’s interaction with other firms within a

market

The reason firms exist from a cost and

transaction perspective

The external five forces on the behaviour of a

firm

The firm’s internal capabilities and how it sets

out its strategy and deploy its resources

Understanding why a firm is successful (or

not)

Understanding why a firm elects to pursue one
strategy and not another

**1++IIII

Understanding why individuals within a firm
make certain decisions and how this
influences the behaviour of the firm

Understanding how the time allocation of
individuals influences the behaviour of the firm

How the actions of certain individuals affect
the behaviour of other individuals within the

firm

Il

Key to table:

‘ Usual theoretical perspective used
as a starting point for investigations
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Table 2 : Overview of the different theoretical perspectives that can be used to
investigate firms

Like Penrose (1959), this research does not seek to argue that any one of the theoretical
perspectives is better than another, but rather that different theoretical perspectives investigate
firms through different lenses and therefore lead the research into different directions. Considering
the four theoretical perspectives laid out in the previous section, this research uses a process of
elimination to conclude that a macro, economic, and individual perspective are not appropriate
theoretical perspectives from which to initiate investigations into firm-level behaviour. Instead, this
research argues that a strategic level perspective is the most appropriate primary lens to initiate
research into firm-level behaviour. The following sections explain in more detail the logic and

rationale used to arrive at this conclusion.

The idea of using a macro-level theoretical perspective as a start point is ruled out, as this would
provide too broad a perspective by questioning the wider purpose and existence of firms. Instead,
this research recognises that firms do exist and that their primary purpose is to generate profits.
That is not to say that this research adheres to the view that firms are only created to create profits
and have no other purpose in society, but rather that the primary purpose of firms is to generate

profit, and without creating a profit, the firm will not survive.

As such, this research draws on the definition of a firm provided by Penrose (1959), whereby a
firm is limited to an incorporated industrial firm operated for private profit and unregulated by the
state. This definition proposed by Penrose (1959) is deliberately quite specific and therefore
excludes any organisations which do not have a primary aim to make a profit and also excludes
those organisations that operate in highly regulated domains (such as public utility firms, which
are heavily regulated by the state). Additionally, like Penrose (1959), the definition of a firm used
in this research excludes pure financial or pure trading companies, as these pure financial or
trading organisations are often not actively involved in setting the direction or strategy of the firm
and only provide the capital to allow them to function. Using such assumptions makes the use of
a macro-level perspective largely redundant to address the research questions set out in this
research.

With a macro perspective ruled out, the next consideration is whether to use an economic

perspective to understand firm-level behaviour. Considering the two options proposed by Teece
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et al., (1997) of either first understanding the wider industry and then understanding how firms
operate within the market structures of that industry (Bain, 1954), or the alternative option of first
understanding the internal perspective of individual firms and then understanding how the
behaviour of these individual firms influences market structures, this research opts for the latter
option. There are multiple reasons for this. Firstly, although authors such as Bain (1954) and
Porter (1981) argue for the need to understand the structure of the industry in which firms operate,
the decision of how to define “the industry” in which any one firm operates can lead the direction
of any research in many different directions (Barney, 2001). For example, does one consider
Amazon as operating in the retail industry? In the E-commerce industry? In the server industry?
In the advertising industry? Or in the even broader technology industry? To answer such
questions, there is a requirement to create a research boundary around the wider industry and
firms under investigation, which necessitates those researchers using an economic perspective
to draw arbitrary boundaries around industries to be able to carry out the economic market
analysis needed. The problem of selecting the industry to investigate is particularly difficult for
researchers examining firm growth, as researchers would be required to specify not only the
industry in which the firm under investigation operates today, but also all other possible industries

into which the firm could enter in the future — an almost limitless scope.

Furthermore, by just using an economic perspective, this ignores the fact that firms, as well as
being an economic unit, are at the same time, a complex and an adaptive complex social structure
(Selznick, 1948). As such, a study of a firm from a purely economic perspective would overlook

the complex, non-rational dimensions of firm-level behaviour (Selznick, 1948).

Such an argument against using a purely rational economic perspective leads to the alternative
approach, which is to consider firms as a purely social unit. From this perspective, it is possible
to argue that, to fully understand how and why firms behave as they do, requires an understanding
of the individual behaviours of all individuals, or at least all key groups of individuals who influence
the behaviour of a firm. When one considers that many firms consist of thousands of individuals,
with each individual having their own motivations, behaviours and influences on the firm, it is
almost an impossible task to initiate the investigation of firm-level behaviour at an individual level.
As such, an approach which aims to understand the firm from the perspective of multiple individual
perspectives, although interesting, creates practical research constraints in terms of collecting
data from many individuals and high levels of research complexity in trying to understand the

mental models and decision making of a large number of individuals.
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The conclusion from the above considerations is that a macro perspective provides too broad a
theoretical perspective than needed for a study of firm-level behaviour. An economic perspective
ignores too many non-rational, arbitrary, but important social considerations, individual decisions
and behaviours that influence the behaviour of the firm. Conversely, a purely individual subjective
perspective also provides too broad a theoretical basis to understand firm-level behaviour, as it
requires a deep understanding of multiple perspectives of individuals or groups that can influence

firm-level behaviour.

From this process of elimination, it is concluded that a strategic perspective of the firm is the most
relevant theoretical perspective to initiate an investigation into firm-level behaviour. The strategic
perspective allows researchers to consider the firm as one unit of analysis and places the firm,
rather than the industry in which the firm operates, as the start point for any research. Such an
approach aligns well with the research questions set out in this research, which seek to
understand and explain the behaviour of a firm. However, although it is argued that the strategic
perspective is the most appropriate lens to initiate the investigation into firm-level behaviour, this
should not be interpreted as an argument that the other perspective should be ignored. Instead,
like Teece et al., (1997) this research supports the view that researchers should seek to create
bridges that cross into the other theoretical perspectives of macro, economic and individual
perspectives. In particular, this research seeks to create a bridge between the strategic and

individual perspective.

However, the selection of the strategic perspective as the start point to investigate firm-level
behaviour now allows this research to explore in more depth two existing theories that fall under
the category of strategic perspectives. Namely, this research explores the Resource-based View
(Barney, 1991; Wernerfelt, 1984) as it has been widely as a theoretical base to investigate firm-
level behaviour (Walker et al., 2015). This research also elects to explore the Theory of the Growth
of the Firm (Penrose, 1959), which is proposed as a distinct, and alternative theoretical basis to

the Resource-based View as a means to understand firm-level behaviour.

2.9 The theory of the growth of the firm as an alternative to the Resource-based View
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As already discussed in previous sections, many authors consider the Theory of the Growth of
the Firm (TGF) as a precursor to the development of the Resource-based View (RBV), with some
even going as far as to argue that they are one and the same thing (Mahoney and Pandian, 1992).
It is argued in this research that there are fundamental differences between the two theories. This
argument that RBV is fundamentally different to TGF is a view also supported by Rugman and
Verbeke (2002), who argue that Penrose’s ideas are very different from those prevailing in most
modern resource-based thinking and that Penrose’s (1959) original work needs to be reread

much more carefully by management scholars than has been done in the past.

In this research, it is not the intention to simply provide a summary of Penrose’s (1959) theory of
the growth of the firm as an overview of the key ideas is already provided by Kor et al., (2016).
Instead, this research aims to provide a comparison of RBV and TGF to highlight the distinct ideas
developed by Penrose (1959) that are not addressed in contemporary RBV (Barney, 1991;
Wernerfelt 1984)

The basic concept of RBV (Barney, 1991; Wernerfelt 1984) is that firms must obtain access to
and then exploit VRIN resources to achieve sustainable competitive advantage (SCA), which will
then, in turn, generate higher than average rents. This contrasts with TGF (Penrose, 1959), which
begins with the identification of productive opportunities for the firm, which the firm must then
have available management resources to be able to exploit and absorb into the firm, which in turn
then lead to growth. Figure 3 provides a very high-level comparison of the key steps implied under
RBV compared to those in TGF.

VRIN Absorb and Above
RBV —> . > SCA > average
resources exploit
rents
Identification of Available
. resources to Absorb and
TGF productive —> . » X »  Growth
opportunities exploit exploit
PP opportunities

Figure 3 : High level comparison of steps in RBV and TGF (author’s interpretation)
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Figure 3 demonstrates that RBV and TGF start in different places. Whereas RBV starts with an
investigation into VRIN resources, TGF starts with an investigation and identification of the
productive opportunities available to the firm. Figure 3 also demonstrates that RBV and TGF end
at a different place, with the former focused on achieving above average rents, and the latter
focused on achieving growth. As such, although there are areas of similarity between RBV and
TGF in terms of absorbing and exploiting productive opportunities and making use of resources

to do so, the start and endpoint of the two theories are fundamentally different.

From this insight, It is argued that as many researchers (Conner, 1991; Helfat and Peteraf, 2003;
Kor and Mahoney, 2000; Kraaijenbrink et al., 2010) begin their theoretical critiques with the
Resource-based View developed by Barney (1991), there is a missed opportunity to return to
Penrose s original theory of the growth of the firm (Penrose, 1959) and seek answers to the gaps
in RBV that are addressed in Penrose’s (1959) original theory. As such, it is argued that rather
than adding to the already substantial literature debating the advantages and gaps of RBV
(Barney, 1991), a different theoretical perspective, that of TGF (Penrose, 1959), should be
considered as a basis to better understand firm-level behaviour.

2.9.1 Rationale for selecting Theory of the Growth of the firm over the Resource-based

View.

Despite or perhaps because RBV is so widely used in business research (Walker et al., 2015), it
has been th