
How far should we push toward 
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and complementarity?

Utah Strategy Summit 2024

Presenter Notes
Presentation Notes
At first glance, the title of this panel might seem like a new coat of paint on the intertwined "rigor vs relevance" and "relevance to practice" debates that have been going on in our field for decades.I see this framing of the topic as really different, though, and I'm going to use my time at the beginning to talk about why.Of course, the privilege of organizing isn't talking, but getting to choose who to hear.
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Presenter Notes
Presentation Notes
To respect the titular framing, I was hoping to get panelists who were extremely well-versed in causal methods, but also very thoughtful in their choice of tools. I am absolutely thrilled at who agreed to join us and what I get to learn from them.I'm going to kick off and keep it under 20 minutes and then I'll hand it off to each of them, alphabetically, to do the same. 



Presenter Notes
Presentation Notes
My first exposure the "the trade-off between rigor and relevance" debate was at AoM about 20 ago. I imagine some flavor of that panel had been taking place for years at that point.My perception was that the organizers were responding to a perception in some circles that "relevance" specifically meant questions of the form: "what is the performance effect of doing X." The idea was that that kind of research would allow us to answer questions like "should I make this acquisition?" A junior scholar even told me that a senior colleague told her that if performance isn't your dependent variable than you aren't a strategy scholar.The pushback in the panel was that the outcome of regressing performance on a choice wouldn't actually give us that answer to the question "what is the performance effect of doing X." We had to be careful in thinking about _why_ we were observing companies do what they were doing if we wanted to be credible in our advice. The argued solution was that we should be making use of new causal methods from economics and experimental methods from medicine to enforce or simulate random assignment. Judging by the papers I see at conferences, as an editor, and as a reviewer, those methods have made tremendous inroads in Strategy. While it might seem like applying the "rigorous" methods to the "relevant" questions and breaking that trade-off might have solved our concerns about the relevance of our research.



“Causal” methods for “Performance 
implications of doing X”
• What causal methods give us for these analyses

• The version of these questions the causal method is answering 
might be the least interesting version 

• Were those the relevant questions to begin with?

Presenter Notes
Presentation Notes
I'm concerned that they haven't for three reasons that I'm going to blithely call:1) The causal methods often don't really give us "causal" answers when applied to these questions2) When they do give us causal answers to versions of these questions, I think they can be the least interesting versions of those questions3) I'm not sure those were the right questions to begin with.



“Causal” methods for “Performance 
implications of doing X”
• What causal methods give us for these analyses

Rubin, D. B. “Causal Inference Using Potential Outcomes: Design, Modeling, Decisions.” Journal of the American Statistical 
Association, vol. 100, no. 469, 2005, pp. 322–31.

Violated if there is 
complementarity or fit

Violated if there 
is competition

Presenter Notes
Presentation Notes
First, I don't think the methods we've imported solve the "causality" with respect to those questions. Those methods come from settings with radically different assumptions and for the settings we're interested in, the word "cause" isn't even well defined under the definition.The definition of "cause" that we tend to use, which is the most common in medicine and econ, is what's called the Rubin Causal Model or the Potential Outcomes Approach. There, the causal effect is defined as the difference between what happened and what would have happened, and those words only make sense under an assumption called the Stable Unit Treatment Value Assumption or SUTVA: "SUTVA requires that the response of a particular unit depends only on the treatment to which it was assigned, not the treatments of others around it"SUTVA mostly holds for a study on the efficacy of aspirin or whether a higher minimum wage will reduce firm's hiring, as long as my taking aspirin doesn't affect whether you need aspirin or your company's hiring depends on my company's hiring.Where we think there are activity systems required to implement a strategy or strategic interactions, the word "cause" isn't even well defined! Hong will talk abouttreatment and interference in Strategy.There are other definitions of "cause" with their own proponents, and maybe those definitions will help get us to methods that make sense for our setting, but they haven't caught on yet. If you're interested, Gwen Lee and Mike Ryall submitted a lovely paper to the conference using one of the other definitions you might find compelling. 



“Causal” methods for “Performance 
implications of doing X”

Cuñat V, Giné M, Guadalupe M. 2012. The vote is cast: the effect of corporate 
governance on shareholder value. Journal of Finance 67(5): 1943–1977.
And
Cuñat V, Giné M, Guadalupe M. 2015. Say pays! Shareholder voice and firm 
performance. Review of Finance 20(5): 1799–1834.

• The version of the 
question:

“Firm value and corporate 
governance”

Presenter Notes
Presentation Notes
Second, even in the cases where there are no fit or competition issues so "cause" is well defined, if we areinterested in questions with performance on the left-hand side, what the actual causal methods are doing under the hood might mean that they are giving us the least interesting version of those questions.For example, a regression discontinuity design narrows your window to the observations that were right around the border of the discontinuity. The logic is that the observations on one side of the discontinuity are just like the observations on the other side except for random chance, so we can interpret the effect of being on one side as causal. And that's partially true, but it is much more specific. It is causal for the people close to discontinuity.Here's an example from finance. This is part of a stream that looks at shareholder resolutions that strengthen shareholder governance and the market reaction. This picture is from one looking at "Say on Pay" provisions.  The authors say that there is a lot unobserved about a company that goes into whether it already has stakeholder governance provisions, so they're going to look at resolutions that barely passed and argue that those are random assignment of stronger governance. They find an increase in market value of 5%, which is huge! They find no change in actual pay, so they think the driver is just regular referendums on the CEO. This is a result that finance folks might be interested because it helps them explain variation in asset prices and an investor might want to trade on that.Despite being carefully identified, if a student asked if they should make it easy for shareholders to replace the CEO, I probably wouldn't mention these papers.  Why not? First, our theory says there is contingent value to monitoring. There’s a lot of literature saying that stronger CEO monitoring reduces shirking and a lot that says that it insulates them and allows them to have a longer horizon and innovate more.  It seems like whether you would want strong governance or not depends on your strategy.  Who are the firms where the resolutions are equally likely to pass or fail? Perhaps those that haven't clearly articulated a strategy!Second, if the assumptions and results are to be believed, this is a group of firms where the shareholders are indifferent about a 5% increase in value. Either that means they don't care about market value (possible) or there are offsetting costs that make the indifferent. Given that, I'm not sure what advice we could give these firms.These are answers that finance scholars and practioners might want, but are they answers we want?This is an answer to a specific version of "What is the performance effect of corporate governance?" It is an answer that finance scholars care about. It arguably helps contribute to understanding "heterogeneous performance among seemingly similar enterprises," but is it an answer _we_ care about?Does the fact that causal methods leave a lot to be desired for answering these "relevant" questions mean we should retreat from them? Quite the opposite. 



“Causal” methods for “Performance 
implications of doing X”
• Were those the relevant questions to begin with?

• We care about the average
• The answers generalize
• We haven’t perturbed the system

Presenter Notes
Presentation Notes
I wonder whether questions of the form "what is the performance impact of X" are actually the relevant ones. Think hard about what answering a question like that implies:



“Causal” methods for “Performance 
implications of doing X”
• Were those the relevant questions to begin with?

• We care about the average
• “70% of acquisitions destroy value”

• The answers generalize
• We haven’t perturbed the system

Presenter Notes
Presentation Notes
a) We care about the average:This is something that Todd and Jason have been thinking about for a while now. If a student asks if they should undertake an acquisition, would you want your answer to be "70% of acquisitions destroy value"? The student is probably asking you how to be in the 30%, or how to know whether they will be.



“Causal” methods for “Performance 
implications of doing X”
• Were those the relevant questions to begin with?

• We care about the average
• The answers generalize

• “Causal LATE of $1 of AI R&D at software firms in the US in 2024 is >$1”
• We haven’t perturbed the system

Presenter Notes
Presentation Notes
b) It also implies that we think the answers generalize.Suppose I could somehow get the causal local average treatment effect on profit of $1 spent on AI R&D by venture backed software startups in the US in 2024 and it was greater than $1. Does that mean they should spend infinite dollars? Does it mean that public companies should spend $1 more? Does it even mean that African software startups should be doing more basic AI research? In 5 years would we still cite this paper and assume that the answer still holds?



“Causal” methods for “Performance 
implications of doing X”
• Were those the relevant questions to begin with?

• We care about the average
• The answers generalize
• We haven’t perturbed the system

Presenter Notes
Presentation Notes
c) If we were able to convince 9 out of 10 firms to up their R&D spending, would the return for the 10th still be the same? Or would our answer have perturbed the system? Everything we teach about differentiation should make us wonder!



What should we consider 
when we make this strategic 

decision?

Presenter Notes
Presentation Notes
So, if we're not satisfied with those answers, what kinds of answers do I think we should be looking for? I did some introspection to think about what kinds of answers I give to students. The answer was that I don't give direction or empirical results; I give things to consider. 



Answers to “Should I make this 
acquisition?”
• Consider other potential acquirers

• Winners’ Curse
• Capturing value in competitive factor markets

• Consider other modes
• Make, Buy, Ally…

• Changes to business after acquisition
• Applicability of your organizational form to their business
• Limits of managerial attention
• Exit of strategic human capital

Presenter Notes
Presentation Notes
While I do not pretend to be an expert in their company, their industry, the company they are purchasing, etc., I can give them a checklist of things that should probably show up in their own cost/benefit analysis.I might ask them to consider the valuation that other potential acquirers might have for the target company, raising issues about the Winner's Curse and strategic factor markets.I might remind them to consider that acquisitions are not the only means for coordination/accessing synergies and talk about the theoretical relative virtues and costs of arm's-length transactions, building themselves, and joint ventures relative to acquisition. I might raise questions about the ability to reallocate resources and the costs associated with over extending managerial attention or forcing the organizational form/activity system from their current business on the target business, for whom it might not be the right one. I may also raise issues about the exit of strategic human capital after an acquisition, or equilibrium product market changes that can enter the cost benefit analysis.I am much more confident that the need to consider the possibility of the exit of human capital after an acquisition generalizes across time and settings than I am of the performance implications of making an acquisition.



We can give rigorous answers to those 
questions
• We know how to do rigorous qualitative work
• There is rigorous non-causal quantitative work

• “abductive”
• Practices that go together

• Causal analyses that don’t have performance as the DV

Presenter Notes
Presentation Notes
For this definition of "relevant questions," I think it is not only possible to be "rigorous" but I think there is already a lot of work doing exactly that!First, I think that as a field we have made some very rigorous studies of these questions without having to be causal. 1) For example, there is huge literature on how to do rigorous qualitative study that leans into smaller samples and gives us a lot of richness.2) Brent (and co-authors) advocate for a form of "abductive" research that is rigorous and can be more generative than pure testing work. 3) There's also a pattern of paper particularly well suited to studies of fit and uniqueness that aren't explicitly causal. These papers look a little like astrophysics or climate modeling. Not in their complexity, but in taking seriously a model and showing that firms are acting as if they believe certain practices go together in particular situations.



We can give rigorous answers to those 
questions
• There is rigorous non-causal quantitative work

• Practices that go together

Presenter Notes
Presentation Notes
One of my favorites is a 2018 SMJ paper by Vanessa Burbano, John Mamer, and Jason Snyder. They argue that CSR can be part of a strategic human capital strategy even if the employees don't value the cause per se. They look at law firms taking on pro bono cases as a way to evaluate junior lawyers. There's a very careful argument about what it would mean if the firm was using pro bono engagement for the future value of revealing which employees are talented. This only makes sense if there is room to promote them, and they find that junior lawyers do more pro bono hours at firms where there is room for them to be promoted. There isn't anything causal, but there is a careful discussion of fit between human capital strategy and product market strategy and when we would expect it to bear out that tell us something important.We have a tremendous wealth of papers of that form, and I don't want that structure to be lost.



We can give rigorous answers to those 
questions
• Causal analyses that don’t have performance as the DV

Presenter Notes
Presentation Notes
I think there are also ways in which causal analyses can be critical to shedding light on factors to consider. Tim is going to talk more about causal strategy questions, but I want to give an example of a place where causal analysis with a DV that isn't performance can give me the kind of answer I would want to give a student.For example, Hong has one with Deepak Hegde also from 2018 in Management Science. A core tenet of TCE is that firms ought to shift from making to buying when the cost of transacting in the market isn't too high. Rather than looking at the performance impact of making or buying, they look at whether firms are more likely to reveal preference for market transactions when property rights reduce the hazards of transacting in the market. One might be hesitant to look at the correlation between transaction hazards and market transactions because there could be something else that is driving both. For example, under weak industry-level property rights we might only see firms that can profit from complements. That would mean that the effective property rights of observed firms are actually strong and seeing in-house R&D would actually be evidence of the opposite. You'd like to look at the same industry under both strong and weak property rights regimes. They use the passage of the American Invents act and look at two time cutoffs, when an innovation is disclosed and when it is protected and find patterns consistent with firms being willing to transact in the market when transaction risks are lower.



Causal analysis plays a big 
(but not the only) role this 
field focused on novelty, 

uniqueness and 
complementarity

If we ask questions right

Presenter Notes
Presentation Notes
So my answer to the titular question is that causal analysis plays a huge role in the future of this field about fit and uniqueness.It certainly isn't the only way, and is maybe a little bit overplayed right now, but it is extremely important when used for the right questions. 



What should we consider 
when we make this strategic 

decision?

Presenter Notes
Presentation Notes
A more important argument for me is that I think we should further reduce our focus on "the performance impacts of X" and deepen our commitment to "What factors should you consider when deciding whether to do X."
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