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Preface

Aldrich (1999) pointed out that it is not the intentions, but one’s actions that matter. To be
honest, I did not intend to involve myself in a PhD trajectory at the start of my academic
journey in 1990, when I entered the Master of Business Administration program at the
Rotterdam School of Management. It was indeed the string of actions, some initiated by
myself, some induced by my environment, that led to this thesis.

A first decisive action that had unforeseen consequences was my acquaintance with
Ronald Boers, to whom I was introduced in the second year of my studies. He shared my
passion for sports and incidentally appeared to also study Business Administration. At the
end of his studies, he introduced me to Henk Volberda whom he had assisted in doing case
study research and teaching activities. I was first afraid, and later excited, to be offered the
opportunity to add academic working experience to my study (and, of course, to make
some money along the way). A case study into strategic renewal at Ericsson was one of the
many projects I got involved in. This case study, which was conducted by the very
inspiring group of Martin Wielemaker, Eva Meeusen-Henniger, Carlo Jochems and
myself, turned out to be a very insightful and rewarding project that opened my eyes for
the many opportunities of doing academic research.

In the meantime, I had started Japan Sciences to complement my Business Administration
education, and only needed to do an internship and write my Master’s theses to finish both
studies. Right at that time, Henk Volberda and Frans van den Bosch were awarded with an
Impuls research grant to study strategic renewal of large, European incumbent firms. They
had a research proposal and a research grant — but no staff. In hindsight, this was another
action with unforeseen major consequences. Not being hindered by significant research
experience, I took up the challenge to start up this research. Marjolijn Dijksterhuis was my
research partner during the early stages, and with the research assistance of Niels van der
Weerdt and Annette Kapitan, we meandered through that first year. Our main objective
was to define the research objectives, form a team of research partners, and establish a
research strategy. I managed to combine the set-up of the ‘Strategic Renewal of Large
European Corporations project” with finishing my two studies by positioning it as my
internship and by moulding materials produced for the research project into two theses.
That year of working full-time with academics increased my interest for doing research,
and I had many talks with Henk Volberda and Frans van den Bosch about continuing my
research efforts for the Strategic Renewal project. Becoming an AIO (in decent English:
PhD student) was one of the more attractive, but simultaneously scary, options. Attractive,
as it offered the opportunity to develop my intellectual and research skills at the renowned
ERIM research school. Scary, as the task of writing and defending a PhD thesis is a rather
daunting and potentially lonely process that has many pitfalls.
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Alongside my academic endeavours, I had developed a career into sports. Triathlon, the art
of swimming, biking and running from sunrise to sunset, had become my way of life, and I
realised that exploiting my potential in this sport would be difficult to combine with a
nine-to-five job. The way I lived life during academic research would be really suited to
continue my rise in the sport. I decided to take up the gauntlet and try to combine academic
research with developing my athletic abilities.

I found out that doing academic research and racing Ironmans is not an easy task. I could
not have coped with my busy schedule without the assistance of my supervisors, Frans van
den Bosch and Henk Volberda. They kept the pressure high when it was needed — when
writing papers, and especially in the latter stages of writing this thesis — which forced me
to keep my focus. They did a wonderful job in coaching me to the finish line. Frans and
Henk, thank you for giving me the opportunity to develop myself in academia. I hope to
continue our cooperation in the future.

A special thanks goes to the student-assistants who were involved in the various stages of
my research. Annette Kapitan and Niels van der Weerdt assisted me during the turbulent
exploratory early stages when I wrote my research proposal and decided on the
methodological approach. Then came the illustrious ‘4M’s’: Martijn Bax, Marijn Hoff,
Marten Stienstra, and Martijn Videler, who assisted me during the arduous task of coding
tons of data. This foursome lightened the long days of coding data with many good laughs
— especially during our infamous SRC lunches and four o’clock breaks. That period
moulded a bond that lasts until today.

I further thank SM-8 students who worked with the coding procedure and offered the
opportunity to test it on a broader sample of firms and provided valuable feedback.

Special thanks goes to Arie Lewin, whose NOFIA course at Duke University in 1998
provided me with some fascinating ideas that have become key to my dissertation, and
whom followed me during my research. Charles Baden-Fuller provided me with useful
advice and I appreciate his continuing interest in my research.

The past five years allowed me to cooperate with many inspiring colleagues. Special
thanks goes to Martin Wielemaker, who served as my mentor during the first stage of my
research. Raymond van Wijk and Marjolijn Dijksterhuis travelled the PhD trajectory
simultaneously and where supportive in more than one way. We shared the same hallway,
spend time gossiping about academic and private concerns, and share some special
experiences during our international conferences. I further thank Marten Stienstra and
Sophie Schweitzer for their interest in sharing ‘personal developments’ that developed
alongside my academic life.

These acknowledgements would remain incomplete without thanking a number of people
that supported me — not necessarily in academics, but in developing myself as a person.
First of all, I thank my family for providing a sound basis for my endeavours. Through
sports, I met Cynthia, Herman, George, Ronald and Miquel were always available when I



needed a good conversation or a had to reflect on one of my ‘Fleur-actions’. I could not
have developed into the person I am today without you.

It is not thanks to, but despite of myself that I reached this stage. Above all the persons I
mentioned, I thank God who blessed me with perseverance and strength to undertake this
challenge. He kept me honest when I thought I could do it myself and helped me out in
times of doubt.

It is indeed not intentions, but actions that produce outcomes. I did not intend, nor foresee,
myself emerging into a PhD candidate, let alone reaching the state of defending my PhD
thesis. I am grateful and honoured to have been able to travel this journey.

Bert Flier
Barendrecht
November 2003
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1 Introduction

Corporate executives are the Alices in Wonderland (Carroll, 1946) of our time. Despite the
fact that strategic change is high on the managerial agenda, it seems very difficult to build
a sustaining lead on the competition. Organisations that are exposed to global competition,
fragmenting markets, and new technologies are forced to renew continuously (Guth and
Ginsberg, 1990). Renewal can be achieved by combining resources in novel ways and by
rejuvenating mature businesses to create new wealth. However, firms have to make
commitments to the strategic choices they have made (Ghemawat, 1991) at the same time,
which asks for stability. This results in a paradox. Organisations should both ‘engage in
enough exploitation to insure the organisation’s current viability and engage in enough
exploration to insure its future viability’ (Levinthal and March, 1993: 105). Firms thus
have to capitalise their present capabilities while simultaneously developing new
capabilities. This poses severe challenges to management, especially when future needs
conflict with current conditions. The notion of unstable environments', coupled with
organisations’ tendency to ossify as they mature (Delacroix and Swaminathan, 1991;
Miller and Chen, 1994; Volberda, 1998), are the rationale for studying strategic renewal of
large, mature organisations. The focal point of this study is how large, mature
organisations cope with this paradox of strategic renewal (Volberda, Baden-Fuller and
Van den Bosch, 2001).

Not all theories consider strategy to be a dynamic concept. Ansoff’s (1965) influential
Corporate Strategy conceives strategy as a formal planning process. This school
propagates planning as a means to cope with turbulent environments. However, the very
nature of planning disencourages change because it intends to point the way (Mintzberg,
1990). The positioning school (cf. Porter, 1980) suggests equilibrium by stating that firms
should build defensible positions that can be sustained over time. The resource-based
perspective (cf. Wernerfeld, 1984; Barney, 1991) argues that an organisation’s distinctive
resources define its performance. Market imperfections and the inimitability of resources
restrict the mobility of resources. This maintains the established order between firms.
Punctuated equilibrium theory (Gersick, 1991; Utterback, 1994; Romanelli and Tushman,

Some authors (cf. D’Aveni, 1994; Thomas, 1996; Hamel, 2000) contend that
environments have become more and more ‘hypercompetitive’, which obviously would
increase the need for strategic renewal. A minority of views adheres to a view of
hypercompetition occurring in a pattern of ebb and flow (Nault and Vandenbosch, 1996).
McNamara et al. (2003) contend that the hypercompetition of today is to a large extent ‘the
same as it ever was’. They argue that understanding the cycles of increasing and
decreasing turbulence in business fields is most important.

* The key characteristic in paradox is the simultaneous presence of contradictory, even
mutually exclusive elements (Quinn and Cameron, 1988: 2).
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1994) characterises organisational development by long periods of stability that are
infrequently punctuated by short periods of quantum change®. In these theories, stability is
the normal state of affairs, instability the exception.

From a theoretical point of view, strategic renewal may take place at different levels and
can be driven from forces internal and external to the organisation. Strategic choice theory
(Child, 1972; Miles and Snow, 1978) acknowledges that organisations are able to change
their destiny by adapting to and reshaping their environments. Managers are the
intermediaries between organisation and environment, and are attributed with capacity to
cope with environmental changes and to rejuvenate ossified structures. Population
ecologists (Hannan and Freeman, 1977, 1984; Aldrich and Pfeffer, 1976) however have a
different stance, arguing that the environment selects organisations that fit their resource
niche best through a process of variation, selection and retention. The task of managers is
to exploit the environment to develop a good fit. This leads to a build-up of structural
inertia, which eventually renders organisations obsolete. Exploration only diminishes
survival chances. Instead, the market selects out firms whose competencies have become
outdated, and the current organisational population will gradually be replaced by new
organisations that emerge over time: strategic renewal occurs at the population level.
Institutional theory argues that organisations are converging to institutionally derived
archetypes. This convergence stems from isomorphic pressures. Neo-institutional theory
states that strategic renewal is hard to control, as it is shaped by the interplay of the
institutional context and organisational dynamics.

This variety of paradigms in organisational science shows multiple sides of the same
phenomenon. The lack of a uniform theory has however hampered progress in
management and organisation research because of contradictory findings (McKelvey,
1997). To break out of this ‘straight-jacket’ of organisation research (Daft and Lewin,
1990), McKelvey (1997) argues to study firms as quasi-natural phenomena. This requires
integration (Schoemaker, 1990; Rajagopalan and Spreitzer, 1996) or synthesis (Elfring and
Volberda, 2001) of single-lens perspectives and connection of firm and population level
effects (Lewin and Volberda, 1999) that form the basis of the adaptation-selection debate
(Baum, 1996). This study answers this call by applying a coevolutionary approach. We
conceive of strategic renewal as the joint outcome of managerial voluntarism and
environmental determinism (Lewin and Volberda, 1999), and aim to increase
understanding in the field of strategic management by studying the transition phenomena
(McKelvey, 1997) that link the two.

3 Not all ancient literatures accord with this traditional static view. Schumpeter (1934)
noted the mechanism of creative destruction, set in train by °‘endlessly innovative’
entrepreneurs who constantly upset the market. Thus, disequilibrium instead of equilibrium
is what drives economic wealth. Incrementalism (cf. Lindblom, 1959; Quinn, 1980) is a
more recent advocate of continuous, albeit gradual, change.

2



1.1  Aim of the study

Although organisations have the potential to live forever, only few reach maturity and even
less survive for long periods of time. Why do some firms survive, whilst so many others
fade away? Is long-term survival of firms caused by endogenous or by exogenous factors?
Do managers make a difference, or are organisations at the mercy of their environments? Is
success just a matter of luck? Population ecologists theorise that strategic renewal attempts
are futile as the fitness to the environment determines organisations’ survival. Moreover,
inertial pressures prevent adaptation and even decrease survival chances (Hannan and
Freeman, 1977; Aldrich and Pfeffer, 1976). Institutional theory (Dimaggio and Powell,
1983; Greenwood and Hinings, 1996) argues that isomorphism forces firms to mimic each
other, which makes a fast follower strategy the best method of strategic renewal. At the
other hand, contingency (Burns and Stalker, 1961; Lawrence and Lorsch, 1967), strategic
choice (Thompson, 1967; Child, 1972), and learning theories (Fiol and Lyles, 1985;
Argyris and Schon, 1978) endow organisations with capacity to adapt their organisation
and shape their environments, suggesting that strategic renewal is manageable and vital to
the success of organisations. This schism of organisations being languid subjects to
environmental selection mechanisms versus the idea of organisations being gifted to
change their destiny stems from differences in research methods and the application of
singular theoretical lenses. This divide has hampered our understanding why some
organisations survive whilst others fade away (Lewin and Volberda, 1999; Volberda and
Lewin, 2003). The result is that the adaptation-selection debate remains unresolved (Baum,
1996), despite numerous studies into the question whether firms can escape the
environmental selection mechanism.

This study builds on single-lens theories and adds a coevolutionary perspective to examine
interactions between large, established organisations and their environments in strategic
renewal processes. Studying large incumbent firms can aid to understand the effect of
inertial pressures in processes of strategic renewal, helps to assess isomorphic forces, and
contributes to gain insight into managerial adaptation in times of environmental change.
We include the firm, national, and industry level of analysis to gain insight into the variety
of influences on the strategic renewal process.

The aim of this study is to increase understanding of the interaction between managerial
adaptation and institutional and environmental selection forces in strategic renewal

processes by combining single-lens perspectives and a coevolutionary perspective.

We note five elements that add value to this research. First, this study synthesises multiple
levels of analysis (cf. Levinthal, 1995; Lewin and Volberda, 1999; Baden-Fuller, 1995).
Second, it develops new metrics that facilitate the analysis and comparison of strategic



renewal processes within and between firms over time and across different nations
(McKelvey, 1997). Third, the time dimension is explicitly incorporated in our study of
strategic renewal processes (cf. Porter, 1991; Van den Bosch, 2001; D’Aveni, 1994).
Fourth, this study increases insight into the unexplored territory of the coevolution of
organisations and their environments (Lewin and Volberda, 1999). Fifth, this study
informs practitioners about the effect of the environment on companies, and inquires
managers on the degree of freedom to follow deviant strategies.

1.2 Research questions

Two research questions guide this thesis:
1. How do large multi-unit firms renew in an increasingly turbulent environment?

2. To which extent are strategic renewal actions driven by managerial intentionality,
and/ or by environmental selection and institutional pressures?

We first note that our research questions have a descriptive and analytic character. The
coevolutionary perspective presupposes multidirectional causalities between evolution at
firm and environment level (McKelvey, 1997), and assumes that non-linear relations
between variables can occur because of mutual, simultaneous, lagged, and nested effects
(McKelvey, 1997; Lewin and Volberda, 1999). Our coevolutionary stance thus precludes
the traditional specification of causal relations between variables. Our theoretical
foundation includes both voluntaristic and deterministic perspectives, and includes the
firm, national, and industry level of analysis. We contemplate strategic renewal from three
single-lens perspectives; managerial intentionality, institutional theory, and the
environmental selection perspective. We develop a coevolutionary framework of strategic
renewal in which theories relating to environmental selection, institutional, and managerial
intentionality effects are consolidated. Organisations resemble each other and survival
chances are determined by irreversible external forces if one takes an institutional or
population perspective. Managers have some ability to adapt their organisation to the
environment when taking a managerial agency stance. The next chapter goes further into
this divide and its implications, and defines propositions that relate to the four theoretical
perspectives. The empirical section investigates the changing landscape of the European
financial services industry, which has been confronted with significant changes in the past
decade. This sector offers an excellent research venue to study strategic renewal behaviour
of Europan financial incumbents. The investigation of renewal behaviour will mainly
concentrate on assessing effects relating to single-lens theories, and to some extent assess
coevolutionary interaction effects operating between levels of analysis.



1.3  Defining strategic renewal

The field of strategic management theory is highly fragmented. It offers no clear definition
of strategy’ (Mintzberg, 1990), let alone strategic renewal. We start by exploring the
dynamic nature of strategic renewal, and then investigate different types of renewal. Many
authors argue there should be a balance between opposite types of change. We revisit these
literatures to track down relevant issues in studying strategic renewal. Various definitions
of strategic renewal and related concepts are investigated, after which we develop our
definition of strategic renewal. We do not intend to develop an encompassing and all-
inclusive definition, but construct a definition that functions within the context of this
dissertation and can be operationalised in the empirical world.

The dynamic nature of strategic renewal

Many studies into renewal and change processes are static, utilising large samples and
statistics and focusing on the antecedents and consequences of typically a single change
event. Population ecologists for instance study which organisation-population fits are most
effective, but leave the process of how ‘fit’ is achieved out of the analysis. This results in
static interpretations. Since organisations live in a changing environment, ‘fit’ should be a
dynamic concept (Volberda, 1998). Process-oriented researchers usually execute
longitudinal case studies and concentrate on the managerial role in change processes
(Rajagopalan and Spreitzer, 1996). A process view on strategy is also taken by Mintzberg
(1978) and Hax (1990), who define strategy as the pattern of decisions a firm makes. This
definition indicates that a firm’s strategy emerges from the actions it undertakes’, and
gives historical validity. Analysing strategy in terms of an organisation’s decision history
usually results in some strategic pattern from which a dominant strategy emerges. This
path of strategic footprints often indicates the future destination of the organisation (Hax,
1990), and enables operationalisation in the empirical world.

Speed of change is an important determinant in studying the renewal process. D’Aveni
(1994) emphasises that success is often tied to speed. Dumaine (1989) and Stalk (1988)
caution that overspeeding is counterproductive, as too short a reaction time can lead to
overreaction and excessive information searches and may even result in chaos (Volberda,

4 Literally, strategy means ‘the art of the general’ (Hart, 1967). The word strategy is
derived from the ancient Greek strategos, which is a compound of stratos; army, and
agein; to lead (Cummings, 1993).

> One may also reverse the relationship between action and strategy. This relates to one of
the key debates regarding the relation between organisational change and strategy: does
strategy emerge from change, or does change follow from strategy? Early strategic theory
conceived of change, or action, as arising from strategy (cf. Ansoff, 1965). More recent
conceptions consider strategy to be the product of the many and varied changes an
organisations undertake over time (cf. Miles and Snow, 1978; Mintzberg, 1987).
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1998). The reality, however, is that many managers act prudently and wait until the impact
of external turbulence exceeds a threshold before responding (Ansoff, Eppink and Gomer,
1975). This results in organisational inertia (Hambrick and D’Aveni, 1988) and causes
longer delays and more muted actions. In sum, strategic renewal is a dynamic concept that
can be estimated from a firm’s decision history. The next section builds on the notion that
organisations may drift into chaos or, in case of delayed timing, accumulate inertia by
discussing different types of renewal.

Types of strategic renewal

Change from one state to another is one of the basic research interests in organisation
theory. Snow and Hambrick (1980) indicate an organisation’s reaction to an environmental
change might be viewed as strategic change. However, as most responses to organisational
changes are done in a familiar way, such responses are rather a continuation, instead of
change, of strategy. Snow and Hambrick (1980) thus argue that real strategic change
occurs when new solutions are applied to problems. Van den Ven and Poole (1995) define
strategic change as a difference in the form, quality or state over time in an organisation’s
alignment with its external environment. Likewise, March (1981: 564) noted that ‘Most
change in organisations results neither from extraordinary organisational processes nor
forces, nor from uncommon imagination, persistence of skill, but from relatively stable,
routine processes that relate organisations to their environments’. In other words, responses
to environmental change in familiar ways are a continuation or at most an adjustment to
strategy. Strategic management literature therefore distinguishes between radical and
continuous change. Van den Ven (1992: 1980) states that ‘the time required for
phylogenesis (the generation of originals through variation or speciation processes) is
much greater and less predictable than the time required for ontogenesis (the reproduction
of originals through selection and adaptation processes)’. The distinction between
phylogenesis and ontogenesis has been addressed in various wordings in the management
literature. Volberda (1998) referred to it as the paradox of preservation and change, and
Huff et al. (1992) as the tension between inertia and stress. Gemawhat (1991) labeled this
the paradox of commitment versus flexibility. Mezias and Glynn (1993: 77-78) add to
these: incremental convergence and radical orientation (Tushman and Romanelli, 1985);
persistence and change (March, 1981); frame bending versus frame breaking change
(Tushman et al., 1986), and incremental versus radical innovation (Dewar and Dutton,
1986; Ettlie et al., 1984; Nord and Tucker, 1987). Thompson (1967) labeled the
management of these contradictory forces the paradox of administration. James March’s
(1991) exploration versus exploitation paradox is one of the better-known distinctions
between phylogenesis and ontogenesis. Exploration is associated with experimenting with
technologies, ideas, paradigms, knowledge, and strategies trying to find new ways to age
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competencies, technologies, and paradigms” (March, 1991: 85). Levinthal and March
(1993) argued for a balance between exploration and exploitation to promote long-term
survival chances.

The distinction between exploration versus exploitation relates to the difference between
Schumpeterian and Austrian entrepreneurship (Volberda, 1998). Schumpetarian
entrepreneurship promotes radical innovations by breaking new ground. These innovations
are based on ‘creative destruction’ (Schumpeter, 1934) by departing from existing routines,
and by destroying the value of existing commitments and competencies (Clark, 1985).
Austrian entreprencurship links to incremental innovation, which seeks to exploit currently
available knowledge and existing opportunities. The organisation develops a set of routines
to adapt to environmental demands. This results in a quest for stability and equilibrium.
Organisations become very efficient in ‘doing things right’, but the switching costs to other
trajectories also grow (Volberda, 1998).

The phylogenesis and ontogenesis concepts also relate to punctuated equilibrium theory.
This theory describes organisational development as a path oscillating between stability
and change in which long periods of equilibrium are punctuated by sudden eruptions of
fundamental change. Equilibrium periods are not times of complete standstill, but a smooth
evolvement of the organisational system with minor adjustments. The question whether
evolutionary change proceeds at a gradual versus saltational rate is an empirical one. This
however does not fundamentally alter the theory of evolution (Van de Ven, 1992). To
summarise, strategic renewal is more than change or adjustment of strategy: organisations
need both exploration and exploitation in their strategic renewal endeavours.

Strategic management literature on strategic renewal

Strategic renewal and related concepts are increasingly popular research topics in strategic
management literature. Exhibit 1.1 gives an overview of strategic renewal definitions®.
Volberda et al. (2001) indicate the importance of an organisation’s commitment to existing
routines by concentrating on escaping path dependency. Floyd and Lane (2000) focus on
knowledge and competence development, whilst Huff et al. (1992) concentrate on aligning
organisation and environment to overcome the tension between inertia and stress. Mezias
and Glynn (1993) build on the concept of innovation and stress the radical and
discontinuous nature of corporate renewal. Baden-Fuller and Volberda (1997) consider
renewal, or rejuvenation, a holistic process during which old routines and capabilities are
converted into new. We use the elements of organisational heritage, organisation-
environment alignment, and the distinction between radical and continuous renewal in
developing our definition of strategic renewal.

% We found that many studies do not define their renewal concept, which makes it difficult
to relate to others’ conception of strategic renewal.
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Strategic renewal defined
From the above, we learn that strategic renewal is:
e Aimed at keeping organisation and environment aligned (Snow and Hambrick,
1980; Van de Ven and Poole, 1995; Huff et al., 1992; Volberda, Baden-Fuller and
Van den Bosch, 2001),
e A dynamic concept (Volberda, 1998; Mintzberg, 1978; Hax, 1990), and
e Requires balance (Van de Ven, 1992; Volberda, 1998; Huff et al., 1992; Mezias
and Glynn, 1993; Thompson, 1967; March, 1991) and pacing (D’Aveni, 1994;
Dumaine, 1989; Stalk, 1988).

Exhibit 1.1 Definitions of strategic renewal and related concepts

Strategic renewal can be broadly defined as the activities a firm undertakes to alter its
path dependence (Volberda, Baden-Fuller and Van den Bosch, 2001: 160)

Strategic renewal is ‘an evolutionary process associated with promoting,
accomodating, and utilizing new knowledge and innovative behaviour in order to bring
about change in an organisation’s core competences and/or a change in its product
market domain’ (Floyd and Lane, 2000: 155)

Strategic renewal is a tension between inertia (supporting the current way of doing
things) and stress that arises from a mismatch between the demands and opportunities
an organisation faces and its capacity to respond to these conditions (Huff, Huff and
Thomas, 1992).

Corporate renewal is associated with ‘the process of innovation, defined as nonroutine,
significant, and discontinuous organisational change’ (Mezias and Glynn, 1993: 78)

Rejuvenation is a holistic process to replace outdated routines and capabilities (Baden-
Fuller and Volberda, 1996)

The first definitial element relates to the strategic character of renewal: to align
organisation and environment. Snow and Hambrick (1980: 527) note that strategy is ‘the
mechanism that guides environmental alignment and provides integration for internal
operations’, which acknowledges the operation of forces internal and external to the
organisation (also see Van de Ven and Poole, 1995; Huff et al., 1992). Second, strategic
renewal is a dynamic concept (Volberda, 1998) that can be estimated from an
organisation’s decision pattern (Mintzberg, 1978; Hax, 1990). This element provides



historical validity, and allows it to be operationalised. Third, strategic renewal requires
balancing and pacing. We define strategic renewal as the strategic action pattern to keep
organisation and environment aligned, i.e. ‘the activities a firm undertakes to alter its path
dependence’ (Volberda et al., 2001). We distinguish between three dimensions of strategic
renewal (cf. Pettigrew, 1988; and Mintzberg, 1990), more specifically the context, content,
and process of strategic renewal. The context dimension refers to environmental forces that
constrain and enable strategic renewal at firm level. The content dimension refers to the
balance of exploitation and exploration, and the process dimension relates to the dynamic
character and temporal issues of strategic renewal. Strategic renewal can be both a
voluntaristic and deterministic process, being driven by managerial intentionality, and/or
institutional and environmental pressures, and strategic renewal actions may accelerate and
decelerate over time. Strategic renewal is not always successful as it is a necessary, but not
sufficient, precondition for survival as we argue next.

Long term survival and strategic renewal

To what extent is strategic renewal a necessary and sufficient condition for long-term
survival? Kanter (1983: 23) argues that organisations ‘cannot survive without innovation’.
Huff et al. (1992: 55) conjecture that ‘the need for renewal is never ending. The viable
organisation must have the capacity to frequently improve its alignment with internal and
external demands’. These arguments are based on the assumption that organisations strive
for long-term survival. Population ecologists (Hannan and Freeman, 1977; 1984) however
see organisational birth and death as a natural process. An organisation can properly fulfil
its function as long as it fits its environmental niche. However, an organisation’s inertness
diminishes survival chances in times of environmental change. Eventually, the old
population of organisations will be replaced by new organisations that are better suited to
changed environmental conditions’. The single goal argument has a similar ‘live and let
die’ stance. Organisations may be founded to fulfill a single goal, for instance rent
generation. Terminating the organisation by having it acquired, broken-up, or shutdown
might serve the purpose of economic rent generation better (Barney, 1996). A
counterargument is that organisational failure and decease result in high societal and
economic costs, which might justify investments to renew troubled firms. Adherents of the
adaptation perspective — e.g., behavioral theory (Cyert and March, 1963), strategic choice
theory (Child, 1972; Thompson, 1967), dynamic capabilities theory (Teece et al., 1997),
and organisational learning theory (Fiol and Lyles, 1985; Argyris and Schon, 1978) — posit
that organisations are able to withstand the pressures of environmental change by adjusting
the organisation.

" This study focuses on large, long-lived organisations. We wish to note that a large
organisational size buffers firms to some extent from selection pressures (Levinthal, 1990).
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Change beyond incremental adaptation is not necessary in times of environmental stability.
Refining procedures and defending current markets may be sufficient and result in above
average returns. Changing the environment by being the first mover to break the rules of
the game may however be very advantageous, although risky.

Strategic renewal however is necessary in periods of significant environmental change.
Such times expose organisations to enormous challenges, especially those who digged into
their current activities and made large commitments to the stable situation. This does not
imply that strategic renewal is always successful, as population ecologists notice.
Organisations might react too soon, too late, or apply inappropriate solutions to problems.
In conclusion, strategic renewal is a necessary, but not sufficient, condition for long-term
survival in times of environmental change.

1.4 Methodological implications and empirical setting

The tradition of much research addressing issues of strategic change examines the variance
of external conditions and organisational forms conducive towards strategic change (Miles
and Snow, 1994). These research efforts focus on change as a discrete event rather than as
an ongoing process and typically employ comparative statics. Research based upon
comparative statics however often not reflects the real challenges which organisations face
in a pluralistic world. Analytical approaches centered on comparative statics are less suited
to investigate dynamic, or evolutionary phenomena such as processes of strategy
formulation and implementation (Mintzberg and Westley, 1992), or organisational change
(Miller and Friesen, 1980).

Our methodology is designed towards developing and measuring metrics that track down
strategic renewal trajectories based on realised renewal actions. These metrics should
enable the analysis and comparison of strategic renewal processes within and between
firms over time and across institutional settings and industries (McKelvey, 1997), and to
discern between managerial intentionality, institutional, and environmental pressures
(Lewin and Volberda, 1999) that drive strategic renewal of large and mature organisations.

We chose the European financial services sector as our research field. The financial
services sector is profoundly important to the economies of many Western European
economies. In 1999, financial services firms accounted for seventy-two out of the
Financial Times’ top three hundred quoted European companies (FT, January 1999). Their
importance in market capitalisation is even greater. European financial services have
recently been confronted with several environmental shocks. The past decade has
witnessed the introduction, in 1992, of a single European market permitting cross border
mergers and alliances and the breakdown of barriers between banking and insurance
sectors (Flier et al., 2001). At the same time, firms have had to adapt to European
directives and changed corporate governance legislation, had to implement new rules of
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compliance (e.g. the Basle Agreement), and had to cope with the deregulation of capital
markets. More recently, companies were faced with the introduction of the Euro in 1999,
and European financials had to manage the abolition of national currencies in 2002. In the
midst of these structural changes, established banks and insurance companies have had to
learn to embrace new information and communication technologies and electronic
commerce. These developments have given rise to an emerging on-line financial services
complex (Hensmans et al., 2001), which created another major challenge for financial
services providers. This has challenged top management to think of strategic renewal as an
ongoing journey instead of a destination, making European financial incumbents an
appropriate research venue.

1.5 Thesis outline

This thesis is structured around three main sections (Figure 1.1). Section one constructs the
theoretical and empirical foundation of this study and comprises the first three chapters.
We defined the research aim and the central research questions that guide this study in this
chapter, and also introduced and defined the strategic renewal concept. The second chapter
develops a coevolutionary framework of strategic renewal. It builds on three single-lens
theories pertaining to managerial intentionality, institutional, and environmental selection
theories, and indicates their implicit strategic renewal conception. The coevolutionary
perspective bridges these three theoretical silos. We construct an integrative framework
that shows the interplay of the three single-lens effects on the formation of strategic
renewal actions. Finally, this chapter defines propositions relating to the four theoretical
perspectives.

The third chapter introduces the empirical setting and methods by presenting our research
methodology. We conceive of strategic renewal as a three-dimensional concept, which
allows to develop a set of six attributes to measure strategic renewal. Our methods are
based on assessing changes inside and outside incumbent firms. Internal changes are
estimated by tracking down realised actions of strategic renewal. These strategic renewal
actions are coded along four coding categories, which allow assessing incumbents’
strategic renewal behaviour. External changes relate to changes in national financial
systems in the European financial landscape. The second section reports the empirical
findings and comprises chapters four, five and six. The fourth chapter explores
environmental changes by indicating changes in capacity, competition, and concentration
indicators across national financial systems. It further analyses the diffusion of regulations
and technologies across five European countries to determine the degree of convergence
and divergence across five European countries. Chapter five explores main characteristics
of strategic renewal of the sample of thirty financial corporations. Based on descriptive
statistics, it identifies differences and similarities of strategic renewal attributes at the
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industry, country, and firm level of analysis. The outcomes reveal both differences and
similarities at the three levels of analysis, depending on the strategic renewal attribute

analysed.
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Chapter six builds on these findings, as it refines our analysis by investigating strategic
renewal behaviour of financial incumbents of first and late mover countries that were
identified in the fourth chapter. In first mover countries, the implementation speed of new
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EU-regulations and of technological innovations is substantially higher compared to late
mover countries. We select financial incumbents of two fast moving countries; the United
Kingdom and the Netherlands, and of one late moving country; France, to explore
environmental selection, institutional, and managerial intentionality effects in strategic
renewal behaviour of financial incumbent firms. It further investigates coevolutionary
interaction effects operating between levels of analysis. The final chapter comprises our
third and final section. This chapter discusses our main findings and propositions and
answers our research questions. It further indicates scientific and managerial implications,
and suggests issues for future research.
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2 A coevolutionary theory on strategic renewal

Integrating managerial intentionality, institutional, and
environmental selection perspectives

We shape our environments, then our environments shape us
- Winston Churchill -

Coevolutionary theory seeks to understand the simultaneous evolution of organisations and
their environments (Baum and Singh, 1994). Coevolution asserts that the concurrent
operating of adaptation and selection explains processes of change and renewal. We
selected three single-lens perspectives that cover a broad spectrum of the debate: the
managerial intentionality, the institutional, and the environmental selection perspective.
The strategic choice and dynamic capabilities approach constitute the managerial
intentionality perspective, which addresses the adaptation side of the debate. Classical and
neo-institutional theories are the building blocks of the institutional perspective.
Population ecology and the resource-based perspective are applied to address the selection
side of the debate. The fourth theoretical building block is coevolutionary theory.

This chapter first discusses these theories and indicates the role of managers, environment,
and the strategic renewal conception implicit to each perspective. We then use these
theoretical building blocks to develop a co-evolutionary framework of strategic renewal
that integrates the three single-lens perspectives. The final part of this chapter develops a
set of four propositions that relate to our theoretical perspectives.

2.1 The managerial intentionality perspective

Strategic choice theory (Child, 1972; Miles and Snow, 1978) endows organisations with
capacity to change their destiny by adapting themselves and reshaping their environments.
It builds on the concept of purposeful action and assumes that intentionality matters: large,
complex firms can and do revitalise themselves. Child’s (1972) strategic choice theory
departs from the political process by which leading groups in the organisation actively
influence organisational structures. Decision makers decide upon courses of action.
Strategic choices relate to the organisation’s environment, performance standards, and to
the design of organisational structures.

In a review of strategic choice theory, Child (1997) notes that it essentially refers to an
ongoing dynamic process, during which the evaluation of information obtained from both
the organisation and the environment leads to the identification of opportunities and
threads. The ensuing learning process, which develops through debate, negotiating and the
exercise of choice, results in action. These actions lead to outcomes, which may be both
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internal adjustments and changes to the environment. Child (1997) distinguishes between
two cycles that relate actions to situational constraints and opportunities. The ‘inner
structuration’ cycle concerns the organisational design and refers to organisational actors
being informed or constrained by the organisation’s existing structures and routines they
are developing. The ‘outer structuration’ cycle regards the environment, which both
informs and constrains the opportunities for action of organisational actors. The dynamics
of these two cycles leads to an evolutionary framework of organisational change in which
action and constraint act in mutuality.

Miles and Snow (1978: 21) developed an interactive view of organisation-environment
relationships, which they coined the ‘adaptive cycle’: ‘The strategic choice approach
essentially argues that the effectiveness of organisational adaptation hinges on the
dominant coalition’s perceptions of environmental conditions and the decisions it makes
concerning how the organisation will cope with these conditions.” Based on a study of U.S.
firms and hospitals, Miles and Snow (1978) distilled four generic categories of
organisational policies to deal with the environment. The categorisation into defender,
prospector, analyser and reactor types added refinement to the strategic choice concept and
argued that different strategy types lead to differential strategic choice making. Some
strategy types are better suited to adapt to change than others, resulting in differences in
organisation-environment relations and performance (Forte et al., 2000).

Thompson’s (1967) model of strategic decision-making is built on the assumption that
decision makers function as intermediaries between organisation and environment. This
model places strong demands on managers to use the most applicable decision approach.
Managers should take into account situational constraints surrounding a decision, and
select one of four optimal decision approaches based on the combination of clarity or
ambiguity regarding, firstly, the objectives and, secondly, the means of producing results
that are inherent in a decision task. Nutt (2002) put Thompson’s (1967) prescriptions
regarding strategic decision making to the test. He found that managers were prone to use
the wrong decision approach, and that decisions that followed prescription were more
successful than others.

Few organisations function at the limits of their efficiency (Cyert and March, 1963),
resulting in organisational slack. This slack allows multiple forms of organisation to exist
in an environmental domain. The dynamic capabilities perspective argues that a limited
repertoire of available routines severely constrains a firm’s available strategic choices
(Teece, 1984). The suppression of choice is a condition for the exploitation of a core
competence. Many studies show that in highly competitive environments a core
competence can become a core rigidity (Leonard-Barton, 1992; Burgelman, 1994; Barnett,
Greve and Park, 1994), or competence trap (Levitt and March, 1988; Levinthal and March,
1993). Firms develop core rigidities together with highly specialised resources to enhance
profits. This comes at the price of reduced flexibility (Volberda, 1996). Wernerfelt (1984)
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pointed at the possibility of managerial action to develop new capabilities. Teece, Pisano
and Shuen (1997) suggested that organisational resources cannot be taken for granted. The
firm must thus remain in a dynamic capability-building mode, which is an organisation’s
latent ability to renew its core competence. This dynamic capabilities view argues that an
organisation should retain its capacity to renew, augment, and adapt its core competence
over time. In the same vein, Baden-Fuller and Stopford (1994) argue that mature
businesses can be rejuvenated, and may even change their industries. They found evidence
that managerial action is most important to firm performance, not the industry or
institutionally based advantages.

In conclusion, the managerial intentionality perspective endows managers with managerial
leeway to adapt the organisation to the environment or to reshape environmental
conditions, taking into account organisational and environmental constraints and
opportunities. Organisational slack enables multiple forms of organizing to coexist in an
environment. Dynamic capabilities allow an organisation to renew its competencies and to
keep the organisation up to date with its environment.

2.2 The institutional perspective

Institutional theory builds on the notion of organisational similarity. Classical institutional
theory (cf. DiMaggio and Powell, 1983; Meyer and Rowan, 1977) focuses on isomorphic
pressures that drive organisations towards, and maintains, institutional environments.
Organisational forms and practices are considered to become increasingly homogeneous as
organisations are converging to institutionally derived and created templates, coined
organisational archetypes (DiMaggio and Powell, 1983). As institutionalists are concerned
with explaining uniformity of organisational forms, the primary unit of analysis is the
institutional field (DiMaggio and Powell, 1991). Isomorphism is a key concept in
institutional theory, and refers to a constraining process that makes units operating in the
same set of environmental circumstances to resemble each other (Hawley, 1968).
DiMaggio and Powell (1983) distinguish three types of isomorphism; coercive, normative,
and mimetic isomorphism. Coercive isomorphism is driven by formal and informal
pressures that dependent organisations exert on each other, by cultural expectations, and
the legal environment in which the organisation functions (DiMaggio and Powell, 1983).
Normative isomorphism results from professionalisation. Important drivers of
professionalisation are universities, professional associations, and other educational
institutions in which managers and staff are educated. These institutions and associations
have a significant effect on the development of organisational norms among influential
organisational members. Hiring and filtering practices of personnel are other drivers of
normative isomorphism. Normative pressures lead organisations that operate in the same
institutional environment to denote certain types of actions as normatively sanctioned and
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legitimated, and to define and operationalise problems in similar ways. Mimetic
isomorphism is the process of modeling one organisation on another in terms of
organisational structure and organisational procedures. Organisations typically model
similar organisations that are seen as successful and legitimate. Organisations may rise to
this status by formal and informal processes including government recognition,
acknowledgement by professional associations, or by being a key partner in union-
management negotiations. Mimetic isomorphism may result in bandwagon pressures
(Abrahamson and Rosenkopf, 1993). Bandwagons refer to strategies that diffuse through
an organisational field once a strategy is perceived to be legitimate (Meyer and Rowan,
1977).

Classical institutional theory essentially denies the possibility of change in institutional
environments (Kondra and Hinings, 1998). ‘Old institutionalism’ (Greenwood and
Hinings, 1996) cannot explain change because of lacking explanations of intra-
organisational change dynamics. Greenwood and Hinings (1996) thus developed a neo-
institutional theory, which incorporates change by linking the organisational context and
intraorganisational dynamics. The embeddedness of organisations in their institutional
context is a basic reason for organisations’ resistance to change. The more organisations
are coupled to a prevailing organisational template in a highly structured institutional
context, the higher the resistance to change, and the more radical organisational responses
in case the environment changes drastically. The pace of change is contingent on the
differences in structures of distinct institutional sectors. Some institutional fields are more
insulated from other fields than others. The more permeable industry boundaries are, the
more likely changes in for instance the dominant organisational template. That is, changes
vary across institutional sectors. Internal dynamics of organisations result in differences in
the pace of change within sectors. In an uncertain environment, changes in the power
structure and competing ideas lead to different strategic thinking. This gives rise to the
emergence of new strategies. Thus, changes also vary within sectors (Greenwood and
Hinings, 1996).

Kondra and Hinings (1998) extend this dynamic view of institutional theory, based on the
notion that institutional environments may be subject to change themselves. In their view,
potential for change starts with organisational diversity. ‘Institutional fit’, defined as ‘the
degree of compliance by an organisation with the organisational form or structures,
routines and systems prescribed by institutional norms’ (Kondra and Hinings, 1998: 750)
is used to distinguish between organisations that have high or low fit. Organisations having
high fits have low performance ranges; those with low institutional fits may perform
significantly above or below the institutional range. Whereas low performers are not
expected to alter institutional norms, it is the high performers that drive institutional
change: high performing firms may lead others to exercise coercive pressures to rule out
change; they may be mimiced, or they may be ignored. Interestingly, Kondra and Hinings
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(1998) borrow from both strategic choice and population ecology to introduce potential for
diversity, thus change, to occur. High performing firms may have chosen to deviate from
other firms in the institutional environment because of ‘active agency’ (cf. Child, 1972), a
‘genetic distortion’ (Hannan and Freeman, 1989; Powell, 1991) that occurred in the
mimicing process, or because they are new entrants. Beckert (1999) also calls for linking
strategic choice theory to institutional theory. To account for ‘intentional rational agency’,
he conjectures that the new institutionalism should incorporate change by including
strategic agency. Institutions play a dual role in enabling agency. On the one hand,
institutions are a precondition for strategic agency, whilst on the other hand;
institutionalised practices should be violated to realise better options than those available
under the prevailing institutional norms. To reconcile strategic agency with institutional
theory, Beckert (1999) advances structuration theory (Giddens, 1984). Under this theory,
‘action ... develops in a duality between agency and structure’ (Beckert, 1999: 789).
Barley and Tolbert (1997) also build on structuration theory (Giddens, 1976; 1979) to
introduce dynamism into institutional theory. They indicate that the creation, alteration,
and reproduction of institutions have been largely ignored by institutional theory. They
advance Giddens’ (ibid) structuration theory to address the ‘becoming’ or process
dimension of institutionalisation. Whereas Kondra and Hinings (1998) focus on divergence
of actors and Beckert (1999) focuses on the role of entreprencurs, Barley and Tolbert
(1997) concentrate on different strength of institutions themselves in shaping behaviour of
constituent units. That is, Barley and Tolbert (1997) focus on the degree to which
institutions vary in their normative power and their effect on behaviour.

Classical institutional theory postulates that organisations will converge to institutionally
derived archetypes. The neo-institutionalist perspective argues that strategic renewal is the
result of social and political processes of organisational members. Isomorphic forces exert
mimetic pressures on individual firms’ renewal attempts. The renewal process is difficult
to control because it results from the interplay of the institutional context and
organisational dynamics, and it varies across and within sectors depending on the degree of
normative power exerted by different institutional environments.

2.3 The environmental selection perspective

Resource-based theory and population ecology focus on different levels of analysis. Both
theories apply selection logics (cf. Lewin and Volberda, 1999) to explain differences in
firm performance. Regarding the link between population ecology and resource-based
theory, Barney (2000a: 268) remarks: ‘Is population ecology theory, extended to explain
differences in firm performance, a special case of resource-based theory, or is resource-
based theory a special case of population ecology theory? As a resource-based theorist, 1
think the answer to this question is obvious! In the long run, however, I am quite confident
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that these two sets of ideas will merge to become an integrated theory of firm
performance’.

The resource-based view seeks to explain differences between firms operating in similar
product markets. As such, resource-based theory is concerned with identifying and
explaining characteristics of firm resources that lead to sustainable competitive advantage.
Resource-based theory has two eclemental assumptions. First, resources are
heterogeneously distributed across firms. Second, resources are immobile, or ‘sticky’, and
cannot be transferred from one firm to another without cost. Building on these axioms,
Barney (1991) theorises that resources that are valuable, rare, difficult to imitate and non-
substitutable may yield sustainable competitive advantage. The ferment of resource-based
theory lies in Penrose’s ‘The theory of the growth of the firm’ (1959)%. One stream of
resource-based theories builds on Penrose’s discussion on how to expand. This school
emphasises that diversification should be in line with a firm’s core competencies
(Wernerfelt, 1984), and concentrates its research on how resources result in diversification.
Ricardian logic (Ricardo, 1817) is used by another stream of resource-based theories.
Ricardian logic states that performance differences result from ownership of resources that
have differential productivity (Makadok, 2001). Ricardian resource-based theorists study
the question of how to compete: how and why do resources lead to different competitive
advantage of firms operating within the same business (Barney, 1991)?

The resource-based view has endured some criticism as to the extent to which it is a
theory. The resource-based view has contributed to explaining and predicting
sustainability, but falls short in explaining or predicting competitive advantage (Priem and
Butler, 2000b). Priem and Butler (2000a) argue that the resource-based view is
tautological, allows for equifinality, underestimates the role of product markets, and has
limited prescriptive implications. Barney (2000b) responded to this critic, but has difficulty
in convincing Priem and Butler (2000b) on especially the tautology argument and the
necessity of including some external notion to determine resource value. Further
development seems necessary to come at a full-fledged theory of sustainable competitive
advantage (Priem and Butler, 2000b).

Resource-based theory has a rather pessimistic view on renewal. It conceives the firm to be
a bundle of intangible and tangible resources that has to be identified, selected, developed,
and deployed to generate superior performance (Wernerfelt, 1984; Learned et al., 1969).
Firms have a capacity for outstanding short-term performances, but lack capacity for
change in the longer term. ‘Firms are stuck with what they have, and have to live with
what they lack’ (Baden-Fuller and Volberda, 1996: 11). Levinthal and March (1993) argue

¥ This is the canonical reference. Henderson (2000) however sees Nelson and Winter’s
(1982) An evolutionary theory of economic change and Stinchcombe’s (1965) Social
structure and organisations as the basic streams of thought on which the resource-based
view rests.
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that successful firms tend to develop current competencies further and further. This process
can make a firm dig into its current repertoire of competencies and increases the
opportunity and unlearning costs to develop new competencies. This is coined the
‘competency trap’, a term also used by Levitt and March (1988). Leonard-Barton (1992)
indicates that core competencies can evolve into core rigidities (also see Burgelman,
1994), and posits that organisations have to develop new products and processes while also
maintaining current capabilities. Managers face the paradox that ‘core capabilities
simultaneously enhance and inhibit development’ (Leonard-Barton, 1992: 112). Current
capabilities can be beneficial for developing new capabilities, for instance by applying
existing technologies in new fields or by using distinct managerial and value systems in a
new landscape. Cu