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Let me start by echoing the thoughts of others and thanking Jay and Todd for organizing this conference. 

I’d also like to thank Nicolai for inviting me to participate in this panel. 

While I may know less about KU than others in the room (or outside this room), I have been thinking about forms of uncertainty with Hart and John Chen (and more recently Jackson and Mike Lenox) as well as the distinctive contributions of strategic management with Jeff Reuer, Tammy, Todd, and a new project with Nick and Jackson.  

This panel provided me an opportunity to think about the connections between the work with these different groups. So, thank you Nicolai. KU and strategy.  

The objective of this essay is to stimulate discussion and debate about what we mean by Knightian uncertainty, how Knightian uncertainty compares to other forms of what I’ll call unknowingness, and to suggest research questions regarding the value of strategic and non-strategic decision supports over a problem terrain defined by uncertainty regimes.  It is based on several conversations with, among others, David Ross and Tammy Madsen, as well as David’s doctoral student, Jarrod Humphrey.  


How Is strategic management useful in a

world of uncertainty, Knightian & otherwise?
» My Confusion

»Which of the many concepts and definitions of “uncertainty” are most useful?
»What are the distinctive contributions of strategic management?

» A claim that it is fruitful to bring these concepts together by ...

» Considering Risk and KU as separate dimensions that define “uncertainty
regimes” facing boundedly rational decision-makers.

» Focusing on strategic management as a system-level understanding.

» A Tentative Research Agenda that might spur discussion

» Pragmatic ways to identify (strategic and non-strategic) decision-making
approaches and assess whether they vary over uncertainty regimes.

» Potential ways to graft, link, and possibly integrate different persp%
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While I recognize that know less about Knightian uncertainty than others inside and outside of this room, I have thought about uncertainty and strategic management and thought I could best use this time to share some thoughts about opportunities for cross-fertilization between the two constructs.  

I’ve organized my comments into three sections.  In the first section, … 
I’ll identify three areas of confusion in my own mind regarding the various definitions of “unknowingness”– I’ll aim to surface questions such as whether KU is best considered as a discrete or continuous concept, whether we should think about uncertainty continuum or as a dimension of unknowingness, and where KU is located in a simple decision-making framework. 
I’ll then quickly raise a question regarding some additional confusion regarding the distinctive contributions of strategic management.  Some of you have heard me rant on this so I’ll be quick … but I think we can be clearer how strategy differs from underlying disciplines or other fields of study. 
My primary objective is to raise some questions in our minds and possibly stimulate some discussion or debate over my characterization of these questions over dinner. �
In the second part of my chat, I’ll offer summary claims. 
I’ll claim that it is fruitful to simultaneously consider what I am calling “uncertainty regimes” or levels of Risk and uncertainty surrounding a context, a choice, and an outcome.  
I’ll claim that some of the solutions to KU that we’re seeing in the literature are important but perhaps do not fully expressing the distinctive contribution of strategic management.  
Again, perhaps, this will create some discussion … given my confusion, I realize I am making choices I certainly invite alternative expressions. �
I’ll close with a basic research agenda.  
1. The point here is to suggest some pragmatic ways to clarify the distinctive contribution of strategic management and our knowledge of how KU differs from other conceptions of “unknowingness” through some basic questions. 


Terminological Confusion: How do the many
definitions of “uncertainty” relate?

»Arend (2024: 250) lists over two dozen labels for ignorance and

uncertainty (e.g., variability, unpredictability, uncontrollability, primary
uncertainty).

»Apply “Unknowingness” as an umbrella term and focus on

» “Risk/Uncertainty” as the objective probability of realized outcomes (c.f., Risk).

» Knight distinguishes uncertainty from risk (where outcome probabilities are known) &
argues that uncertainty is the source of entrepreneurial profit.

» Ambiguity is a situation where there are conditional outcome probabilities.

» Nishimura and Ozaki (2007) develop a model with “boom” and “slump” periods each
with distinct outcome probability distributions.

» “Knightian Uncertainty” where outcome probabilities do not objectively exist.

> “Entrepreneurial judgment is decisive action about the deployment of economi
resources when outcomes cannot be predicted according to known prob S” RPS
& Klein, 2012: 38).
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A basic point. 

A recent book by Richard Arend outlines over two-dozen, I recall 32, different labels for ignorance and uncertainty.  This leads me to believe we can all benefit by cleaning up our language and identifying some categories of “unknowingness” a broad term I am using to encompass all of these concets. �
While others may favor different conceptions of “unknowingness,” in this talk and essay, I focused on a few notions– risk, ambiguity, and Knightian uncertainty– that appear relevant and well-defined.   



Definitional Confusion: Is it more fruitful to think
about KU as a discrete or a continuous concept?

KU as a Discrete Concept

» KU as a label for contexts where itis
impossible to assign probabilities
because the situation “...is in a high
degree unique” (Knight, 1921: 118).

» |If one cannot write a distribution, there is
KU.

»Implications

» Does this imply we treat KU as a limiting
condition? As an extreme case of
“unknowingness” (like zero or infinity on a
number line)?

» Does this inform thinking about
assessments involving KU (c.f., like division
by infinity)?

Seife (2000) offers interesting ideas about the concept of zero.

CHARLES SEIFE

THE BIOGRAPHY OF A
DANGEROUS IDEA
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My second source of confusion regards Knightian uncertainty more directly– is it a discrete or continuous concept? 

I’ve read several papers directly defining Knightian uncertainty as a state where we cannot write a probability distribution.  

For reasons that will become apparent, I’ve always found that to be a very odd definition.  

But, I can also think of some reasons to support this contention– that is, if we’re thinking about KU as a discrete condition, it is something like the concept of 0 or infinity on a number line.  

As a discrete concept, KU is an extreme case that bounds other numbers and requires a different way of thinking (like division by zero or infinity in basic arithmetic.  

That is, it seems to me, that if we’re talking about KU as a discrete case, we’re forced to clarify how 




Definitional Confusion: Is it more fruitful to think
about KU as a discrete or a continuous concept?

KU as a Continuous Concept

» KU as a label for contexts where itis
impossible to generate a prior. j w(x)dx

> A uniform distribution with infinite
bounds, e.g., Prob(xi) > 0 asi—> oo,

> As a label for contexts where it is 0 *
Impossible to even state a jﬂ uCx,y, 2)dx dy dz

u(x) =1/n

dimension of interest.
» Boom or bust conditions to « £
conditions. N I
dimensions (boom or bust conditions). 3,
»Implications <, T
» Are we clear about our definitions? ;_
Yi Y2 V3 Y4 Voo

» Does a continuous representation lead
to thinking about dimensions of _
ignorance? = I

Z; Z, Z3 Zy

Seife (2000) offers interesting ideas about the concept of zero.
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The alternative is to think about KU as a continuous concept.  

One way to think about this is via a single integral with a uniform distribution and infinite bounds.  

While the probability of any single event in this case is zero, I’ve heard colleagues say that this is still too restrictive.  KU is broader. 
My response is to write multiple– even infinite integrals with infinite bounds. 

This latter representation allows me to think about the notion of ambiguity– a parameter suggesting the likelihood of any one distribution being correct.  

The question here, I think we need to confront is how the chosen approach, discrete or continuous, affects the way we approach our ignorance.  


Strategic Confusion: What is strategic

management’s distinctive contribution to our
understanding of KU?

Chaudhuri, Leiblein, & Reuer (2021: 25)

Good Strategy

. %

Good Social Good
Science Identification

AN
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The taxonomy on this slide depicts one of the ways that I think about the field and its interactions with related disciplines and fields.  

The slide aims to highlight research that exemplifies good strategy, good disciplinary science, and good empirical identification.  

I think the question posed by these types of quotes is clear. How does any research program contribute to good strategic management?  

Of course, we all strive for zone 1 … something that meets all these criteria.  This may or may not be possible (hence I have the image of a unicorn in the center).  So, I’ll just leave the question here– when developing comments about KU and SM, I want to think about the distinctive value to “strategy”




But, while striving for better social science and better empirical methodology, are we sacrificing research attributes that underlie our field’s distinctive contribution? �


Assume a continuous measure of KU, driven
by states of the world.

States of the World Choice Outcomes
(e.g., Competition, Consumers (e.g., Bundles of “Strategic (e.g., Expected Outcomes,
Rg., latiolfl Tech;1010 etc ), Choices made by human Downside Risk, Upside
- , = actors) Potential, Persistence)
J
| \ |
KU } |
Y Assumptions about states of
Risk the world, choices, and cause-

effect relations manifestin

outcome variation
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My third area of confusion regards the source or location of unknowingness.  

I am using this slide to signal a simple decision-framework. There are some states of the world defined by typical attributes like consumer preferences and technology, bundles of choices made by boundedly rational actors, and expected outcomes.  

I assume “uncertainty and risk” exists regarding the future states of the world, that risk exists regarding choices and their outcomes, and that assumptions about the states of the world, choices, and underlying cause-effect relations manifest in outcome variation.  








Claim that it is more fruitful to consider
combinations or Risk and Uncertainty

Risk and Uncertainty as distinct  »Risk and uncertainty may

dimensions of “unknowingness” simultaneously affect decisions.
» Aradical new product may face estimable

risks (e.g., cost overruns or technical
failures) and uncertainties (e.g., consumer
acceptance or competitive responses).

> The distinction between risk and
uncertainty matters (e.g., we

observe different approaches being
used).

»High uncertainty & low risk is

infeasible
» The limited A between X irf risk

implies low uncert@fiategy Summit 2024
Deer Valley, Utah
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I believe that the artifact we use to communicate these ideas matters. When I think about the continuum, I think about  risk OR uncertainty. The concepts are in opposition. When I think about regimes, I think about risk AND uncertainty. I am more open to the challenges imposed by both concepts ... and am encouraged to synthesize


A claim that “strategy” offers a distinctive

contribution

Canonical Problems
(e.g., Why do firms differ?)

Decision Attributes (e.g.,
A Commitment and/or
=2 uncertainty implies

decisions are strategic)

Fundamental Tensions
(e.g., Should a firm make
or buy a component?)

Strategy Tools

(e.g., Frameworks, mental
models, theories,
processes)

RN
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Quickly.  

Canonical Problems.  Such as pointed out in Rumelt, Schendel, & Teece or any number of other classic texts. 


RQ 1: (How) Does value creation and
capture™ vary over uncertainty regimes?

» CAPM argues that variation in profit
expectations (high risk) alighs with
anticipated profits.

»The entrepreneurship literature
often argues that Knightian (high)
uncertainty explains superior
performance.

» Are these confounding claims?

» Can we identify proxies for risk and
uncertainty to allow for comparisonsin

outcomes across uncertainty regimes? /m\

Strategy Summit 2024

* See discussion in Ghemawat (2016: 11) regarding the value of deliberation as a function of commitment and “uncertainty.” Deer Valley Utah
** |n addition to notions of value creation and relative value capture, also consider measures of average performance, downside risk, & upside potential. ’


Presenter Notes
Presentation Notes
CAPM argues that variation in profit expectations (high risk) align with anticipated profits.
The entrepreneurship literature often argues that Knightian (high) uncertainty explains superior performance.�
Can we identify proxies for risk and uncertainty to allow for comparisons in outcomes across uncertainty regimes?  �


Cu only aroses when there is PU

CU (risk) goes away if there is no PU (volatility) none in a stable world).  

Cu only arises when there is PU. 
CU (risk) goes away if there is no PU (volatility) none in a stable world).  

But, current vs. future is an issue. 



RQ2: Can we better map strategy theories and
tools to uncertainty regimes?

Value of Approach

Certainty Less certain KU

Uncertainty
Risky Ambiguity

! |

Traditional Tools “Strategic” Tools Where are today’s tools most valuable?
NPV RBV/SFM
Decision Trees Real Options ?
Expected Utility Theory Scenario Planning

* For example, the four levels of residual uncertainty in Courtney (2001) or discussions by Schoemaker (19937?) Deer Valley Utah
** See discussion in Ghemawat (2016: 11) regarding the value of deliberation as a function of commitment and “uncertainty” ’
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But, 
If we can translate KU into risk then …�
Arguments from manuscript. 

A bit of provocation … 

�
Cu only aroses when there is PU

CU (risk) goes away if there is no PU (volatility) none in a stable world).  

Cu only arises when there is PU. 
CU (risk) goes away if there is no PU (volatility) none in a stable world).  

But, current vs. future is an issue. 



RQ2: Can we better map strategy theories and
tools to uncertainty regi 7

Outcomes are risky & hard to
Value of Approach quantify (c.g, RBV /

Effectuation, experimentation

/ learning, scenario planning)

Can parametrize risk and
diversify or insure as in
natural resource
exploration (e.g., Portfolio
theory, real options).

Day-to-day managerial
services, routinized
behavior (e.g., Penrose,

Taylor)
Strategy Summit 2024

See Reeves, Haennes, & Sinha (2015), Ghemawat (2016), Packard, Clark, & Klein (2017), Humphrey, Leiblein, & Ross (2024), and others for related ideas. Deer Val Iey' Utah
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See Jan Michael Ross and Lieberman.  

Outcomes are risky & hard to quantify as in the development of an entirely new business, market, or technology (e.g., RBV / Effectuation, experimentation, scenario planning)). 



RQ 3: Can we map strategic & non-strategic
frameworks to uncertainty regimes?

» Use policy capturlng methods to
assess whether “strategy” frameworks
(because they require less quantified The History of Strategy
data) are more useful than “non- .
strategy” frameworks in certain Naime of sratagy Frameveork
regl me S’? Author(s), publication title, year of introduction

Description of selected frameworl

»Whether “dynamic” strategy
frameworks more useful than “static”
frameworks in uncertainty regimes
characterized by higher
risk/uncertainty?

»Whether the selection of frameworks E
affected more by familiarity (e.g.,
training, experience) or uncertainty
regimes?

Strategy Summit 2024

Ghemawat (2002, 2016: 3); Pascale (1990); Reeves, Haanaes, and Sinha (2015: 3) Deer Valley, Utah



RQ 4: Can we better assess when to use
different thinking approaches?*

e stemt | spem2

Fast, effortless, unconscious, can be
emotional, associative, looks for patterns,
looks for causation, creates stories to explain
events

Slow, effortful, conscious, can be logical,
deliberative, can use abstract algorithms and
concepts for analysis

Characteristics

Allows reflection and consideration of the “bigger
picture” options, weighs pros and cons, can use
logic, math, statistics explores consequences:
Potentially useful for novel and especially
complex situations

Speed of response in a crisis, uses heuristics,
easy completion of routine or repetitive tasks,
creativity through associations: Useful for
routine situations

Advantages

Injects many thinking traps (biases)intothe  giow, can take a lot time, requires effort and energy

decision process. that can lead to decision fatigue, depends on

Not so useful for novel and especially learned ideas and concepts of analysis
Useful but slow

Y7 AW

* System 1 and 2 thinking is used as an example of one comparison. A more pragmatic way of making this comparison may be Strateg‘v summit 2024
between Barbara Minto’s (1981)logical approach and Kenichi Ohmae’s (1982) more flexible decision-making approach or any Deer Valley Utah

number of broader thinking interventions.

Disadvantages

complex situations
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How does organization affect decision-�making across uncertainty regimes.  
TMT membership & cognitive type (Gavetti, 2011)? 
Market-specific experience of senior �managers (Diestre, et al., 2015). 
Mental representations (Csaszar & Levinthal, 2016) �or theories (Felin and Zenger, 2017)? 



RQ 5: Can we recombine concepts via
uncertainty regimes to build new theories”?*

Dollars

Initial
Asset
Price

Strategy Summit 2024
* \We don’t address KU but have shown how prospective volatility and noise (PU & CU) affect decid?§g Valley, Utah
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We’ve increasingly relaxed assumptions from the option and feedback learning literatures. 

The main point here is that considering the two forms of risk/uncertainty in these literatures helped us to think about new aspects of the problem– showing how behavioral bias affects choice in a given state of the world and even how bias may lead to advantage. 



S0, how Is strategic management useful in a
world of uncertainty, Knightian & otherwise?

» Confusion

» Define then refine ... our understanding of
“unknowingness” and strategic management

»Claims

» Uncertainty regimes may clarify what we mean by
“unknowingness.”

» A holistic, system-level, perspective may help clarify
strategic management’s distinctive contribution.

> Promise

» Taking our classic definitions and frameworks seriously
suggests research questions and tests that highlight
some of the distinctive contributions of strategic
management.

»YOU CAN KNOW the name

of a bird in all the languages of the world,
but when you're finished, you'” know
absolutely nothing whatever about the bird.
So let's look at the bird and see what it's

RICHARD P. FEYNMAN
Ranked as one of ths ten greatest

g N o
p|'r;r'z-|-='.|.'-r=- of all time
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Multiple definitions imply different assumptions
Can we improve our theory testing by better mapping definitions, measures, & theories?�

In my few moments, I hope to build on some of the classic approaches to corporate strategy highlighted in Lalit’s opening remarks.  

Whereas he spoke eloquently about <the role of synergy and skill transfer?> and others on this panel will highlight the roles of adjustment costs and dynamic theories of the firm, my objective is to provide some thoughts about the role of uncertainty in corporate strategy.  

More specifically, I want to make two observations and two claims regarding work in corporate strategy.  

My observations 

****


Prominent theories use the word “uncertainty” to highlight different decision-making impediments. 
Uncertainty as a risky but unknown “future.” 
Uncertainty as a noisy “present.”
Uncertainty as something “unknowable.”


note that there are least two forms of uncertainty (e.g., uncertainty as future “option” value and uncertainty as “noise”), and there are also adjustment costs (e.g., opportunity costs, transaction costs, etc.) that further complicate the discussion.  This would seem to setup Todd and Brian who I assume will discuss dynamic theories of the firm (their own work, Langlois, evolutionary theory).  
 


Thank you for
your time and attention!

Michael Leiblein

Academic Director, OSU Integrated Business & Engineering Program

Leiblein.1@osu.edu

RN
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