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Neo Classical Economics:

Since 1900s

Endogenous Growth Theory:

Since mid-1980s

Schumpeter:

1934

Evolutionary Economics:

1982
(Holism/Dynamism model)

Static Management:
Since 1900s

Strategic Planning:
1970s

Strategic Management:
Since 1980s
(Reductionism/Static model)
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Firm Performance

PPM: Firm Performance determined by two dimensions, (Industry-specific, Firm-specific)

Qualitative holism model

PIMS: ROI = f (Environment, Strategy, Organization, Management, Luck)

Quantitative reductionism model
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Firm Performance

10: industrial organization economics RBV: resources-based view CC: core competence DC: dynamic capabilities
TCE: transaction cost economics AT: agency theory

There are no holistic models/theories about firm performance in economics and business

administration except Evolutionary Economics (EE)
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Characteristics of the existent models/theories in economics and business administration

NCE RBV/CC/DC 10 TCE AT EE
What Firm is Black Box Collective Agent Entity of Coordinator of Nexus of ‘ Collective Agent ]
of Resources Competition Transaction cost Contracts of Routines
Firm as Implicitl Implicitl ici
.. Homogeneous Heterogeneous mplicitly plicitly Tmplicitly -
An Organization g Heterogeneous Heterogeneous Heterogeneous [ Heterogeneous ]
Rational Implicitly Implicitly Implicitly =
Individual in Economic-Man Man with Man with Man with No I.mphculy )
an Organization With Bounded Bounded Bounded considering Social Man with
Hyper-rationality Rationality Rationality rationality Bounded Rationality
What Industry is Markel/ No Competitive NO _ No Bio-Ecological
Competitive Structure considering Structure considering considering System
Market as Exchange between Making sure Obtainfqg Coordina‘ting Corvorat Survival of
Place for Producer & Customer Competitive Competitive Transaction G Ol’p()rd ¢ the Fittest
Survival Position Costs overnance
Industry Evolution No No No No No Ch:s;?glf{itﬁq o
Depends upon considering considering considering considering considering
Not Customer
Static/Dynamic Static Static/Dynamic Static Static Static Dynamic
Mechanism to Profit function Competitive Competitive Corporate None [ Adaptive Efficiency ]
explain Profit (Deterministic) Advantage Advantage Governance
Decision-Making Optimization Implicitly Implicitly Implicitly Game Competitive
Mode Satisficing Satisficing Satisficing theory Selection
P;ltilos((i)ph.ic:ll Reductionism Reductionism Reductionism Reductionism Reductionism Holism ]
andpoin

NCE: neo-classical economics RBV: resource-based view CC: core competence DC: dynamic capabilities
AT: agency theory EE: evolutionary economics

10: industrial organization economics TCE: Transaction Cost Economics
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The Existent Paradigms

Paradigm Shift The Emerging Paradigm

Closed / Static / Independent/
Firm-centered / Divergence
Linear system

Firm

Passive Responder

Actual Needs

(Purchasing Power)

Adaptation to
Environmental Changes
Competitive Advantage

Core Competence
Dynamic Capabilities

Reductionism
Ceteris Paribus Models

Business Boundaries
And System States
Due to Technological Change

Bargaining Power Shift

Nature of Customer

Source of Revenue

Focal Point
Of Strategy

Driver of Profit Seeking

Standpoint of Theorizing
Profit Seeking

Open / Dynamic / Interdependent/
Customer-oriented / Convergence
Non-linear system

Customer

Active Player

Explicit Needs
(Purchasing Power + Willingness to Pay)

Adaptation to Technological
Change and Needs Evolution
Adaptive Goodness

Needs-Focused Innovation

Holism
Holistic Business Models

Technological Change (e.g. SNS, Big Data, IoT) triggers paradigm and power shifts, requiring quite
different mindsets, standpoints, recognitions and viewpoints.
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Profit Seeking at a given point in time depends on Solutions Fit and Process Fit

Industrial System

Factor Markets Firm Customer Market

M - Key Competence "
anageria o ey Solutions provides -
Resources II((: ;lﬁgst(l)‘::'lceess Or Product Explicit Needs
(L,K,M,E,T,I) In Target Market
Within Extended Value Chain pays a price 8

: Solutions Fit :
*~Indicator of Expected Revenue--

Process Fit

Indicator of Expected Cost

Profit Seeking at a given point in time:
Expected Profit = Expected Revenue — Expected Cost
= f (Solutions Fit, Process Fit, ¢)
:Solutions Fit as indicator of expected revenue; Process fit as indicator of expected cost
* The better Solutions Fit, the more Expected Revenue comes in and vice versa
The better Process Fit, the lower Expected Cost accrues and vice versa
* Explicit Needs: Needs with willingness to pay (WTP) as well as purchasing power
: The only ultimate Source of Revenue
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Profit Seeking during a given period of time depends on Explicit Needs in Needs Evolution and Needs-
Focused Innovation based on Initial Condition
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* Profit Seeking Dynamic Model requires Holism, Synthesis, and Dynamism
e It should always deal with explicit needs (source of revenue/profit) and needs-focused innovation (driver of profit seeking)
as a component of Firm Power
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Latent Needs turns into Waiting, Actual, and Explicit Needs due to Technological Change and Disposable

Income Change among Environmental Changes

Latent Needs Environmental Changes
— (+Disposable Income)

T Waiti h
Technological — / Nzleldnsg \\\‘
Change \ (PP) /

Needs-Focused Actual Needs ANA 0~100%
Innovation — (PP+TP) BNA 0~100%
~
~
~
~
= ~
A

ANA 0~100% Explicit Needs Indifferent Needs ANA 0~100%
BNA 100% (PP+TP+WTP) (PP+TP+ No WTP) BNA < 100%

PP: purchasing power  TP: technological power WTP: willingness to pay
ANA: appealing needs attributes BNA: basic needs attributes

Actual Needs consists of a set of (ANA, BNA) and Explicit Needs forms while ANA is to be met
only when BNA is met 100% fully.
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Profit Seeking Dynamic Model (Holism) VS the Existent Diverging Models (Reductionism)
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PSDM and EE (Holism/Dynamism) VS the Existent Models including SM (Reductionism/Static)

. ] Technological Change
Evolutionary Economics (EE): " Black
1982 Iy B?)i > Firm Performance
(Holism/Dynamism model)
Routines
Explicit Needs due to Technological
Change & Needs Evolution
Profit Seeking Dynamic Model (PSDM): 4 Adaptive Expected Profit
(Holism/Dynamism model) v Goodness Firm Performance
Needs-Focused Innovation
(Determinant)
IO/Environment
. Competitive Black Firm
Strat M t (SM):
rategic Management (SM) (Reductionism/Static Model) Advantage Box Performance
RBV/Capabilities (Mediating variable)

Evolutionary Economics (Holism) deals with only the relationship between technological change and routines.
Profit Seeking Dynamic Model (Holism) deals with profit seeking directly through Adaptive Goodness as determinant.

While Strategic Management (Reductionism) treats profit seeking indirectly through Competitive Advantage.
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Future Research Agenda

Profit Seeking Dynamic Model
as theoretical model

l

Theorizing:
The Dynamic Theory of Profit Seeking (DTPS)
Based on Industrial Experiences

l

Developing:
Business Model Schema based on DTPS
and Schematizing Framework/Process

l

Applying:
Business Model Schema
As a general tool for designing, innovating and
evaluating Business Model

l

Advocating
Dynamic Management View (DMYV)
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Business Model prevails now, yet brings about lots of Confusion due to lack of theoretical background
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Schematizing Business Model

Now theory(model)-backed Business Model, logic of profit seeking, that is, Business Model Schema is
badly needed with a string Rationale as a tool for designing, innovating and evaluating business model
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Business Model Schematizing may be possible according to Schematizing Process based on
the Dynamic Theory of Profit Seeking

Noeqpasy

The Dynamic Theory of Profit Seeking

Environmental
Change: PESTER

/

During Needs Evolution

N

Technological Change
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PESTER: changes in political, economic, social, technological,
ecological, resources factors
Firm Power = Firm Force * Growth Vector

= Firm Competence * Innovation* Growth Vector
Firm Competence = Firm Size*(Solutions Fit, Process Fit)

Implementation

!

Profit as Firm Performance

PP: purchasing power
WTP: willingness to pay
ANA: appealing needs attributes BNA: basic needs attributes
SPEC: solutions, price, encouragement, channel

embedded in Extended Value Chain

TT: technological power
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Dynamic Management View (DMV) as Subset of Strategic Management

Environment as Supra-System

Environmental Change

Technological Change
and Needs Evolution

Corporate System

/ Strategic Management \

Logic of Adaptation to Environmental
Change through Strategic Behaviors

Dynamic Management View

Logic of Adaptation to Technological

Change and Needs Evolution through
Needs-Focused Innovation

N /

Fumnn

Dynamic Management View (DMYV) deals with both explicit needs (source of revenue/profit) and needs-
focused innovation (driver of profit seeking) simultaneously in a model.
Strategic management stands on Egalitarianism, while DMV emphasizes technological change and needs
evolution among environmental changes.
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