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Abstr act

The enmerging field of corporate denography views
corporations and industries in a simlar way to human or
animal individuals and groups. In spite of a surprisingly
| arge overlap of subject matter with econom cs, corporate
denography is not well-known by, nor easily accessible to
econom sts. An extrenely useful recent book, The Denography
of Corporations and Industries, by Aenn R Carroll and
M chael T. Hannan (2000) should change that. This review
essay critically exam nes corporate denography from an
econom c viewpoint. The very different view of conpetition
i n corporate denography gets particular attention
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| nt roducti on

Little known to econom sts, an alternative approach to
studyi ng corporations and industries has recently devel oped.
This parallel approach, called corporate denography or
corporate ecol ogy, has roots in both human (and ani mal)
denography and in sociology. The literature generated by
t hi s denographi c approach is sprawl ed over a diverse set of
soci ol ogi cal and managenent journals. Reflecting the
newness of the field, many publications are in books and
conference proceedings. It would be daunting indeed for a
econom st to wade through this diverse literature to see
what is useful for econom c research and understanding. It
i's tough enough to be a decent scholar in one's own field.
But, the publication of an inportant new book, The

Denography of Corporations and Industries, by denn R

Carroll and M chael T. Hannan (2000) vastly sinplifies the
effort. (Carroll and Hannan are sociol ogists at the
busi ness school s of Berkeley and Stanford respectively.)

Thi s book synthesizes this rapidly growing literature and
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makes an argunent for its inportance and useful ness. The
book has been discussed in a review article by Boyan
Jovanovic (2001). It provides fascinating insight into what
an econom st m ght consider a parallel world.

It turns out to be surprisingly difficult to say what
t he new approach of corporate denography is. It uses a
collection of traditional statistical nodels |oosely
i nspired by human denography. Also follow ng human
denography, it focuses on the "life events"” of organizations
or firms, birth and death. Further, and nore subtly,
cor porate denography is an attitude or point of view
Sonetinmes called a popul ati on perspective, denography
abstracts fromthe individual firmand instead focuses on
popul ati on characteristics, especially the nunber of firns
in the popul ation and the age distribution of firns. There
is a strong tendency to be content with counting the firnms,
rat her than using nore detail ed descriptions. Even the size
of the firns is often ignored. Denography is strongly
evol utionary, putting nuch stress on natural selection of
firms, radically downplaying rational behavior. Corporate
denography is actively hostile to econom c notion of a
representative firmor the | ooser, but related, idea of an
i deal type.

O course, a great deal of economcs also deals with
these issues of birth (entry), death (exit), and grow h,
size distributions (concentration). Mst of this work woul d

be considered industrial organization (industry econonmcs in



Europe). Carroll and Hannan note the overlap, but vastly
understate it. In this essay, | wll first take up the
overlaps with economcs, then critically discuss the other

i ssues raised by Carroll and Hannan.

1. The Surprisingly Large Overlap of Interest

Carroll and Hannan note the overlap with econom cs
briefly, pp. 37, 38. Sensibly, the survivor technique,
pi oneered by George Stigler (1958), gets the nost attention.
But, in a bizarre turn, they seemto believe that Stigler's
approach has died out, saying that, "The technique is stil
described in many econom cs textbooks, although rarely (if
ever) gets used in articles appearing in the major
journals.™ (2000, p. 37) Perhaps this is true is one
ignores the journals in the relevant field of industrial
organi zation. But, a quick search of EconLit for papers

with the word "survivor” in the title, showed 35 papers, of

whi ch 15 papers use the termin the sense of survivor
anal ysis, since 1969. The list includes an article in the

Journal of Law and Econom cs (Keeler 1989) (trucking), and

two in the Journal of Business: (Frech and G nsburg 1974)

(physician services) and (Blair and Vogel 1978) (health
I nsur ance).

Further, this search is far too narrow. Survivor
anal ysis has cone to be so comonplace that it is not

acknow edged. For exanple, the inportant and controversi al



wor ks of WIIiam Comanor and Thomas W1 son on the econom cs
of advertising uses a version of survivorship to derive a
key expl anatory variable: scale economes (1967, 1974).

Their 1967 paper is one of the nost cited papers in the

hi story of economcs. It spawned an entire industry devoted
to research on the econom cs of adverti sing.

Further, there is an enornous anount of work on entry,
exit and the size distribution of firms in economcs. A
qui ck EconLit search of articles with "entry"” in the title,
showed 1,591 entries, for "exit," 342, for "concentration"
1,212. Again, the search for the word in the title is far
t oo narrow.

At a nore detailed level, the explicitly evolutionary
approach to economcs is very closely related to corporate
denography. Yet, it gets little attention. George Stigler
and Richard Nel son and Sidney Wnter (e.g. 1982) are cited,
but amazingly, the sem nal paper on this approach, by Arnen
Al chian (1950), is not. Econom sts have | ong been studying
very simlar issues to those of the corporate denographers
on a large scale. But, there are major differences in

appr oach.

I11. Differences in Approach

B. Cor porat e Denography is More Descriptive



Cor porate denography is generally descriptive and
unfocused. That is, there is no clear decision-theoretic
purpose to the typical study. It's a little |Iike studying
antitrust in economcs, wthout a specific case or situation
in mnd. Personally, |I find it boring. But, when there is
a specific issue, in a specific case, antitrust econom cs
cones alive. In the situations where denography has a focus
beyond description (e.g. the inpact of innovations or
regul ation), it is, in ny view, nuch better. Economc
studies, at least in industrial organization, usually have a
particul ar policy question, or point of intellectual debate,
that focuses the research. Further, nethodol ogical issues
that are uninteresting or unanswerable in the abstract (e.g.
should we put our effort into nore detail for a few years or
nore years of data) becone inportant, interesting and
answerable. Wile it's a matter of degree, corporate
denogr aphy suffers fromits attenpt to be generally
descriptive, rather than being focused on a particular
research or policy question. Trying to be generally
descriptive |leads directly to a very high I evel of

abstracti on.

C. Cor porate Denography is (Surprise) Mre Abstract

One normal ly thinks of econom cs as being the nost

abstract of the social sciences. But, in this context,

cor porate denography is generally nore abstract than



i ndustrial organization economcs. This cones fromthe
attenpt to find enpirical regularities that hold across
different technol ogies, industries and tinme periods and to
avoi d much research into individual firnms, technica

devel opnents or regulation. The picture of the econony one
gets fromthis work is from 50,000 feet.

Carroll and Hannan stress the diversity of
organi zati ons as a basis of the denographic approach. But,
t he denographi ¢ approach inplies a view of organi zations and
the environnment over tinme and space as being hormgeneous.l[:I
For exanple, One of the nost popul ar industries for
denogr aphi ¢ anal ysis has been the autonobile industry. Many
studies span the entire history of autonobiles, from 1895
on. Indeed, Carroll and Hannan reconmend these sweepingly
long tinme periods. This inplies heroic aggregation over
these tine periods and over the entire world. The Stanley
conpany (which produced steam autonobiles in the early 20th
century), General Mdtors and Beck (which produces snal
nunbers of high quality replicas of 1950s sports cars:
Porsche Spyders and British Lister-Chevrolets) are al
count ed as aut onobi |l e producers.

Interestingly, in econom c survivor analyses, the
researchers carefully pick time periods that are short
enough that the basic technol ogy doesn't change nuch. In
practice, econom sts usually interpret that to nmean perhaps
10 years, but not 100 years! Simlar issues arise in

estimating cost or production functions. Econonm sts are



al so careful tolimt the definition of an industry to firns
that conpete closely in product space, e.g. in antitrust

mar kets. The downside is that econom c studies can be
ahistorical. The definition of industry used in corporate
denography is, by economic terns, extrenely w de.

One of the major results of this high | evel of
abstraction and aggregation | eads to what the denographers
call density-dependence of the birth and death of firns.

The anal ysis of conpetition also stays at a very abstract

| evel .

C. Cor por at e Denogr aphy Avoi ds Maxi m zi ng Behavi or

Carroll and Hannan are sharply critical the usual
maxi m zati on assunptions of econom cs (and of the rational
choi ce school of sociology). For a general description of
the nunbers of firnms, this may not be a big issue,

especially if evolution and natural selection are very

inportant. In such a world, exit m ght be considered sort
of mechanical. But, this |leaves very little structure to
the theory of entry and corporate change or policy. It also

| eaves little of a prescriptive nature to say to nanagers--
slightly odd for professors in major US business schools.
The depth of the aninosity to maxi m zing nodels shown
by Carroll and Hannan is hard to exaggerate. For exanple,
they note evidence that people are nore likely to start new

firms if they |oose their original jobs and also if it is



easier to acquire resources. The take this as evidence

agai nst rationality (2000, p. 14). At another point, in

di scussi ng organi zational change, they downgrade rati onal
choi ce approaches by saying that, "it will always be
possible to identify opportunities in retrospect; but that
does not nean decision nakers of the tinme were aware of them
or able to identify them™" (2000, p. 360). | find this to
be an amazing statenment. Econom sts generally believe the
exact opposite; that the decision-nmakers have far better
information than outside observers. This explains why
econom sts are so suspicious (too suspicious, in ny view) of
interview and survey data. In a simlar vein, Carroll and
Hannan argue generally agai nst transactions costs and gane

t heoreti ¢ nodel s.

V. Vital Events are Excell ent Performnce Measures

Oten, econom sts and others want to eval uate the
performance of a firm or an industry. The ultimate (though
often inplicit) point of the exercise is to say sonething
relevant to policy (e.g. antitrust policy). But, how should
one neasure performance? The npst common answer in
economcs is with accounting neasures of revenue, costs or
profits. Increasingly since Stigler's survivor papers,
econom sts have | ooked at entry, exit and growh. Entry and

exit are the vital events focused on by denography. In any
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case, econom sts' choices of performance neasures are rarely
di scussed or defended.

In contrast, corporate denographers have worked out an
argunent for using the vital events as their focus. |It's
simlar to the argunent for using human nortality in gaugi ng
the output of health care systens (Frech and M| Iler 1999,
pp. 28-30). Both human and organi zational nortality are
relatively objective and neasured well, with little error
(at least in the rich countries). Organizational nortality
is tough for managers or owners to disguise or dress up,
unl i ke accounti ng-based neasures. Most of the accounting-
based neasures of firm performance suffer fromthe fact that
managers and owners have financial incentives and the
ability, to sone extent, to falsely indicate good
performance to outsiders. |In particular, they can snooth
earni ngs over tinme and they can focus on whatever accounting
measures are being rewarded in the organization or in the
mar kets. So, when performance neasures start being used as
a basis for rewards, they run down--1oose their
i nformational content.

This is a good criticismof accounting neasures and it
doesn't get enough attention in econonm cs. Many econom sts
know not hi ng about accounting, to often leading to
uncritical uses of accounting data. But, the discussion is
i nconpl ete by | eaving out neasures fromfinancial markets,

especi ally stock val ues.
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Fi nanci al market neasures are particularly difficult to
mani pul ate, since they pick up the forward-I|ooki ng decisions
of many unknown investors, who have strong incentives to be
infornmed and to see through accounting tricks. Financial
mar ket neasures has been put to excellent use in many
problens, e.g. in nmeasuring the conpetitive and efficiency
effects of nergers (MQGuckin, Warren-Boulton and WAl dstein
1992) or in neasuring the financial harm of product recalls
(Jarrell and Peltzman 1985). When they work, financial
mar ket nmeasures probably trunp all others. Unfortunately,
they often don't work. Because of the way that statistical
noi se accunul ates over tinme, financial nmeasures typically
can only pick up the effects of changes in firmpolicy or
the environnent that are revealed to the market over a short
period of time. A change that is only slowy revealed wll
sinply be swanped by noise, so that one cannot get a
readi ng. Thus, financial market data can typically be used
only for event studies where the event can be fairly clearly
be assigned to a short period of tinme, |ike the Departnent
of Justice filing a brief against Mcrosoft. It can't be
used for, say, the effects of technol ogical evol ution

The corporate denography approach has great val ue, but
it also has sonme weaknesses. Corporate denography is highly
oriented to sinple counts of firns and lifetinmes. It pays
relatively little attention to such issues as growth or
mar ket share. There is clearly sone information about the

relative efficiency of an organizational form here.
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Further, Carroll and Hannan, in particular, argue that the
forces of natural selection of firns are relatively weak
(2000, pp. 397-400). If so, the inference of good
performance, or nore broadly fitness, fromsurvivorship is
weakened.

Still, the argunent for studying vital events as (at
| east) a suppl enent to accounting-based neasurenents is
overwhelmng. |In particular, if accounting-based
measurenents indicate that a particul ar organi zational form
is inefficient, but it survives and grows in relative
i nportance, one has to question the accounting-based
neasures. Simlarly, if accounting-based studies are
i nconclusive, as they are, for exanple, in the case of
hospital scal e econom es, one nust turn to
survivor/ denographi c type neasures (Bays 1986, Frech and

Mbbl ey 1995).

V. Organi zational Forns and Inertia

In all analyses of firnms over tinme, the issue of the
persistence arises. In what sense is it nmeaningful to say
that a firmnowis the sanme organi zation as the firm 10, 20
or 50 years ago? All of these rel ated approaches of
survivor analysis in econom cs or corporate denography
assunme that, in some sense, the firmremins the sane over
time. If, on the contrary, firms could easily change their

nature, there wouldn't be much interest in studying these
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i ssues. Denographers have devel oped nice theories of
organi zational inertia.

Carroll and Hannan generally take the view that
founding and nortality are the key events; change is |ess
inportant. The fundanmental nature of the firmis set at the
founding. This puts stress on natural selection, as opposed
to purposeful nanagerial decisions, as the nmain engine of
change at the industry level. They are explicitly critical
of standard industrial organization studies of firm behavior
as inplicitly assum ng that changing the firm (e.qg.
repositioning the output in product space) is costless
(2000, pp. 358-359). They are also critical of studies of a
few | arge, successful organizations. They argue that there
is a large bias here; the life histories of these
organi zations are far fromtypical. But, note the opposite
bias in the denographic tradition. The hundreds of failed
breweries don't matter nuch for the econom cs of brew ng,
but Budwei ser and Gui nness do.

Carroll and Hannan argue that natural selection favors
organi zational inertia. They argue that firnms do well if
they are reliable and accountable. Reliability sinply nmeans
consi stency in performance, e.g. producing the sanme quality
conputer or beer every tine. Accountability nmeans the
ability to construct rational accounts for the firms
behavior. Accountability strikes ne as far |less inportant.
Nei t her General Mdtors nor Mcrosoft, have produced good

rationales for their behavior, or even their exi stance.
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But, they are very reliable organizations. Carroll and
Hannan argue that reliability requires structures that are
resistant to change. It follows fromthis that major
changes will be expensive. They argue further that major
changes may well increase the probability of failure, at
least in the time i mediately follow ng the change. They
present convincing enpirical evidence that this is often the
case. On the whole, the discussion is persuasive, but the
anbiguity in the causes of corporate denographic events at
this high | evel of abstraction creates a problem

Firnms innovate for two reasons, because of a perception
of excellent opportunities, or out of desperation because
they are failing. It would be valuable to separate these
different market situations of the innovating firns, but
that requires a detailed exam nation of the situation facing
the firm which is not in the spirit of corporate
denogr aphy.

Anot her aspect of the inertia idea cones fromthe idea
that organizations are inprinted at the tinme of their
foundi ng by the then-current environnmental conditions and by
their founders' ideas. This argunent is attributed to
Stinchconbe (1965, 1979). Evidence of this has been found
in many types of industries, including new firnms in Silicon
Val | ey, which have been studied intensely in a large, nulti-
year project, called the Stanford Project on Energing
Conpani es. The data suggests that the founder's ideas or

nodel s influenced the structure (specifically, the
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percent age of enpl oyees engaged in adm nistration, a proxy
of bureaucratization), but the current, non-founders' ideas
did not. Notice the use of the environnent here. To take
the extrene case, if the environnment is permanently
inprinted on the organizations, outside analysts (econom cs
and denographers) do not have to study it in detail.
| ndeed, corporate denographers research strategy invol ves
inferring as nuch as possible fromthe sinple vital event of
the firms, with as little explicit investigation and
nodel i ng of the environnent as possible. Econom sts would
ordinarily believe that a crucial part of the environnent,
whet her taking an adaptive view of firm decision-making or a
nore Al chi an/ Nel son/ Wnter evolutionary view, is
conpetition.

On the whole, the idea of organizational inertiais
conpelling. The idea that inertia is so great as to justify
the extreme aggregation over tinme used in this literature is

not so quite so conpelling.

VI. Differing View of Conpetition and Markets

The treatnent of conpetition in corporate denography
follows fromits high |level of abstraction, both over tine
and across organi zations. It is difficult to say much in
detail about conpetition over a hundred years and hundreds

of firms in a population. Here is an area where econom CcS
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can hel p denographers to take a nore narrow focus which wll
enrich their studies.

In econom cs, of course, the study of conpetition
focuses on cross-firmeffects of prices in input and out put
mar kets. Conpetition is a very structured concept, working
conpl etely through mar kets. T I n denogr aphy, in contrast,
conpetition is viewed very generally as sonething nore
closely related to biological conpetition. According to
Carroll and Hannan "Conpetition refers to sonme kind of
negative effect of the presence of one or nore actors on the
life chances or growth rates of sonme focal actor,” (2000, p.
225). Carroll and Hannan di stingui sh between two types of
conpetition, structured or directed, also called head-to-
head conpetition, and diffuse conpetition. as when the firns
are dependent on the sane resources. They mss the idea
that both types of conpetition are structured and nedi at ed
(at least in private property systens) through ordinary
economc relations in markets. They stress the diffuse
conpetition because they think it is nore clearly density-

dependent. | w !l discuss density-dependence |ater.

A The I ndustry in Econom cs

In econom cs, the concept of conpetition tightly
di sciplines the analysis. Econom c analysis generally
proceeds by industry, that is, sets of firnms that are cl ose

enough conpetitors to each other to constrain each others
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choices of price and quality. This is a far narrower and
sharper definition of conpetition than is used in either

cor por at e denography or common | anguage. The econom c
approach is reflected in antitrust and conpetition | aw (e.qg.
in the Federal Trade Comm ssion/ Departnment of Justice

Hori zontal Merger Guidelines, 1997.)

Usual ly, the cutting edge of conpetition, thus market
definition, is on the output side. That is, nost often the
inputs are general and the firnms conpete with firns in many
different industries for the inputs. For exanple, the
machi ne tool industry and the appliance industry both use
steel and energy, but firnms in these industries, and indeed,
these entire industries, represent a small part of the
demand for steel and energy. Continuing the exanple, the
boundaries for defining these industries would be drawn to
include firnms that conpete directly enough to constrain
price and quality decisions in output markets. To see how
to define the markets, one would | ook to how
substitutability on the demand and supply side. On the
demand side, the question is: Are the goods cl ose
substitutes for consuners? On the supply side, the question
is: Can other sellers quickly switch to supplying a good

’?3|:| The end result

that consuners view as a cl ose substitute
is alist of sellers, or perhaps geographical |ocations of
sellers who restrain the each others' price and quality.

One coul d ask, how nuch restraint is necessary to for a firm

to be considered in the industry? Wat is the threshol d?F
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The FTC/ DQJ Cuidelines give a fairly crisp, if sonmewhat
arbitrary, answer to this that has been wi dely accepted (at
least in antitrust). If one starts with a list of sellers
that m ght be considered an industry, the questions is:
Coul d a hypothetical cartel of these firns raise price by
nore than 5 percent for nore than a year? If so, it wll be
considered a separate industry for antitrust purposes.

Thus, firms nmust strongly discipline each other to be
considered to be in the sane industry. Further, there are
two di nensions to the anal ysis: product space and geographic
space. So, the firnms nmust be cl ose enough in both

di nensions to be in the sane industry.ﬂj Many i ndustries
have | ocal or regional markets (e.g. hospitals), many do not
(e.g. steel). These rather tight ideas of conpetition and
mar ket definition strongly influence the study popul ati on
for econom c analysis. The situation in corporate

denography is altogether different.

B. The I ndustry in Corporate Denography

I n corporate denography, the approach is far |ooser in
two senses (Carroll and Hannan 2000, pp. 167-182). First,
the choi ce of study popul ation doesn't get nmuch attention.
Carroll and Hannan argue that study popul ations are
del i neated by selecting organi zations of a particular
organi zational formthat m ght plausibly conpete (2000, pp.

63-66). Although Carroll and Hannan give far nore attention



to the idea of form | wll take up the idea of plausible
conpetition first.

Firns are plausibly conpetitive, according to Carrol
and Hannan, if they are, "dependent on a conmmon set of
mat eri al and social resources,” (2000, p. 65). This idea,
of course, is not very closely related to the idea of a
mar ket and, in fact, is hardly constraining at all. One
could say that all producers of nmachinery, from steam
turbines to refrigerators use the same material and soci al
resources.

In practice, though, the nmain actual definition seens
to be sinply an extrenely expansive concept of an econom c
mar ket --a concept that firns are in the sane population if
they use loosely simlar inputs to produce a products that
are put to loosely simlar uses, or physical function. For
exanple, in defending the inclusion of mcrobreweries and
brewpubs in the sanme popul ati on as mass- production
breweries, they argue that m crobreweries and brewpubs
produced "the sane generic product...used the exact sane

i ngredients...roughly the sanme production

19

t echni ques. .. purchased by the consuner for the same purposes

(2000, p. 68)." They go on to argue that the different
types of firnms are potentially conpetitive and that

i ncluding the mcrobreweries and brewpubs in the anal ysis

allows themto investigate their relationship with the nmass

producers. To get a further flavor of the popul ations used,

exanpl es i nclude autonobile manufacturers (defined extrene

Iy
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broadly), banks, baseball teans, breweries, sem conductor
manuf acturers (2000, p. 64). The other reference for
popul ati on delineation is organi zational form

Form in the sense used by Carroll and Hannan, is a bit
vague. The best definition | found is a "recogni zabl e
pattern that takes on rule-like standing,” (2000, p. 67).
The first part of the idea is, therefore, essentially
circular. A formis whatever gets recognized as a form In
practice, recognition seens to nostly nmean recognition by
whoever collects and uses data in the comercial world. |If
data are collected on sets of firns, the inplication is that
t hey are sonehow conparable. So, while logically circular,
the practice of |ooking at sets of firns which are
conventional |y grouped nakes good sense.

The patterns include features, the nature of which is
| eft open-ended. But, exanples of studies nentioned by
Carroll and Hannan suggest that a broadly simlar technol ogy
(breweries, sem conductors) or being organized under
particular laws (credit unions, savings banks, savings and
| oans) are often determ native. Oher aspects of form such
as private v. public corporations, sole proprietorships v.
partnerships v. or even profit v. nonprofit |egal status
don't seemto often nmake a difference, even though they are
certainly recognizabl e.

The second part of the formidea, the idea of the
pattern taking on rule-like standing is fascinating. |

woul d argue that it's ultimtely useless (and actually not
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really used) for defining research populations, but it is
i ndependently interesting. Carroll and Hannan state that

the formhas "inperative standing,"” which seens to nean, is
socially approved is sone sense. That is, society, both
outsiders and insiders, have sonme view of how the

organi zati on should be set up. In Carroll and Hannan's
view, the organization is, therefore, punished in sone way
if it deviates fromthese socially-approved fornmns.

The | anguage suggests that they don't nean
governnental ly or legally approved, and the authors
consistently downplay the role of |egal and regul atory
constraints in their high-level theoretical and
met hodol ogi cal di scussions. Yet, their nost convincing and
interesting exanple of how forns can change is just that:
new | aws allowi ng breweries to own pubs allowed the
devel opnent of brewpubs (2000, pp. 79-80).

This rule-like standing idea is striking. Consider
sone space of possible features of an organi zation. The
idea is that rel evant outsiders have tastes defined over
this space, so that they like firnms to be in certain
restricted regions of the space and the punish firnms for
deviating. Presumably the relevant outsiders are primarily
suppliers of inputs, such as capital and | abor, and the
demanders of outputs. Because the views of the outsiders
exist only in unwitten social codes, the forns can change

over time. This provides an argunent agai nst inposing a
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fixed popul ati on delineation over long tine periods. But,
of course, this is exactly what corporate denography does.

In practice, this nethodol ogi cal and theoretical
apparatus is problematic. There really is no nethod to
determ ne which organi zational features are inportant, nor
even what a pattern is. The socially-approved formidea
seens to contain little or nothing that isn't picked up by
such nundane nmatters as factor prices or marginal costs,
out put prices, or demand and | egal regulation. After all,
if afirms activity is legal and profitable and it can buy
i nputs and sell outputs, what does it matter whether the
formis socially-approved? No one el se needs to approve,
other than the suppliers of inputs and the demanders of
outputs. And this approval by the relevant outsiders is far
better summari zed by ordi nary econom ¢ neasures, such as
prices, than by social |egitinmacy.

But, this raises a new problem If the theory for
defining an industry is useless, yet we observe very
interesting and informative studi es being perfornmed by
denogr aphers, what are they doing? | suggest that they are
sinply follow ng convention. Mstly driven by issues of
data conveni ence and an appreciation of the field s external
audi ence, the popul ations studied are sinply sets of firns
that others in the commercial world have treated as sets.

In particular, if the gatherers and users of data have
treated a set of firnms together, there is a presunption that

there is a market for further studies of this set, including
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cor porat e denographic studies. So, conventional recognition
(e.g. in directories, catal ogues, encyclopedias, registries)
appears to be crucial, for two reasons. First, sinple
conveni ence. And second, denonstration that there is a

mar ket for treating these firns as a set.

Further, | would say that econom sts are not i mmne
fromthese conventional comrercial influences. 1In the
absence of a theoretical rationale, econom sts sonetines
study extrenely broad "industries," precisely because there
is data and denonstrated interest in a particular set of
firms. Wtness the nmany studies of the sem conductor or
phar maceuti cal manufacturers, sets that are far broader than
can be justified by the definition of an econom ¢ narket.

At the extrene is a recent paper by Kenneth Troske's on
entry and exit in manufacturing and in a set of financial
services industries (finance, insurance and real estate)
(1996). And we econom sts, |like the denographers, find a

mar ket for these studies.

C. Densi ty- Dependence and Conpetition in Denography

Conpetition nostly enters the real mof corporate
denogr aphy through the concept of density-dependence. That
is, the rate of vital events (nostly founding and nortality)
has generally been show enpirically to depend on the nunber
of firnms in existence. This finding has been replicated for

many popul ations and tinme periods. Denographers interpret
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this as the interplay of legitimtion and conpetition. An
organi zational formis considered to be legitimte when it
beconmes "socially taken for granted,” (2000, p. 223).

As densities rise fromvery low levels, the nere
repetition of the type of firmgives it legitimacy, sinply
because it's nore common. This nakes it easier to form
simlar new firnms. Eventually, legitimcy |evels off, so
that the only effect of additional density is nore
conpetition for resources (in a very general sense,

i ncludi ng conpetition for custoners). Here, the resources
are viewed as being nore-or-less fixed, hence the key issue
is density relative to "carrying capacity.” This analysis
is very abstract, pretty nuch the sanme as one woul d use for
anal yzing the spread of a new variety of plants or animals
inthe wild. It fundanentally ignores such econom c ideas
as the demand for the product, the devel opnent of
substitutes or conplenents, technol ogi cal change or the

sizes of the firns.

1. Nunmber of Conpetitors

Conpetition is viewed as prinmarily diffuse in the sense
descri bed above. Carroll and Hannan view the diffuse
conpetition as dependi ng on the nunber of possible
conpetitive interactions anong firns in a population. The
intensity of conpetition, (hence |ower founding rates and

hi gher nortality rates), rises with the square of the nunber



25

of firms. Carroll and Hannan claimthat it becones very
difficult to manage a firmw th many conpetitors because
it's hard to design a policy to deal with all the
conpetitors. But, this betrays sone confusion that the
econom sts' ideas on conpetition can dispel. Consider a
firmin a small nunbers oligopoly situation. It nust
consider howit's rivals will respond (the oligopoly problem
in economcs). As the nunber of conpetitors rises, it
actual ly becones easier to nmake decisions. At the limt,
with many conpetitors, a manager can conpletely ignore them
All that matters is input and output prices. The best
possible strategy is a sinple one of maxim zing profits,
taking the prices as given. This is the nodel of perfect
conpetition. Between the extremes, it becones possible to
ignore the idiosyncrasies of the conpetitors and sinply
maxi m ze profits, subject to relatively sinply supply and

demand conditions. This is nonopolistic conpetition.

2. The Concept of "Carrying Capacity”

The idea of carrying capacity is a very poor netaphor
for firms in an econony. It suggests a finite supply, with
costs rising sharply with demand. But, this is the wong
image. Firms buy inputs, nostly fromother industries. The
|l ong run supply of inputs available to that industry may
easily be perfectly elastic at a given price. O, price

m ght even decline with higher volune. Hi gher output in the
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suppl ying i ndustry may encourage | earni ng-by-doi ng and
technol ogi cal research and devel opnent. Consider the price
of nost natural resources, or of integrated circuits. They
have gone down enornously as the firns using them have
expanded. In the very short run (nmaybe one year), the idea
of carrying capacity mght mmc the actual economc
structure of capacity (or, in agriculture, of a season's
crop), but corporate denography is oriented to the |ong run.
Even in the short run, where carrying capacity m ght be
a useful idea, what matters is not the nunber of sellers or
buyers, still |less the nunber of possible conpetitive
interactions. It is demand conditions relative to supply or
cost conditions. An econom st wouldn't call this an issue

of conpetition at all. It is a matter of scarcity, not

conpetition. You may find no profitable way to continue

producti on because of the supply and demand conditions

whet her you are a perfect conpetitor or a perfect
nonopolist. This neans that the total nunmber of firns
(density) is largely irrelevant. Wat matters are the
demand conditions in output markets and the supply
conditions in input markets. A firms interactions with
rivals depend on the total size of the rivals' supply and
demand relative to the size of the markets. Oten, in input
mar kets, even large industries are not |arge buyers in this

rel evant sense.

VI . Concl usion
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Cor por at e denography and econom cs overlap nuch nore
than is commonly supposed. Further, they have nmuch to
contribute to each other. 1In this essay, |'ve stressed what
econom cs can contribute to denography nore than the reverse
because | understand econom cs better, not because | think
the contributions should be one-sided. |In particular, the
denographers' focus on vital events as performance neasures
and on long sweeps of tinme are a good influence on
econom sts who are sonetines ignorant and uncritical users
of accounting data and often too ahistorical. |In the past,
the two fields have interacted very little. Carroll and
Hannan have done a great service to econom sts by opening up
comuni cation with their excellent book. | strongly
reconmmend econom sts, particularly specialists in industrial
organi zation to take note of the growing field of corporate
denography. There is no better starting place than The

Denpgr aphy of Corporations and | ndustri es.
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? See Jovanovic (2001), p. 107 for a discussion of the honpbgeneity
i ssue.

? Conpetition through politics, or violence, or sexual conpetitionis a
different matter and is rmuch closer to the sort of conpetition featured
by the denographers. Economists study this, of course, but not rmuch in
the field of industrial organization. |In industrial organization, there
is a presunption of private property rights, so that one cannot conpete
t hrough vi ol ence, but nust, instead, conpete by offers to buy or sell
See O son (2000).

°In the Federal Trade Conmi ssion/Department of Justice Cuidelines
(1997), supply side substitutability is handled as an i ssue of ease of
entry, rather than industry definition. The Guidelines treatment is

sometines awkward, so | will not followit here. E.g. consider the
machi ne tool industry where goods are not close consuner substitutes,
such as lathes and m|Iling nachines. Nonethel ess, nmachine tools are

typically treated as one industry, not a collection of industries with
easy entry.

‘ For a discussion of sone recent controversies in antitrust market
definition, see Kenneth Danger and H.E. Frech Il (2001).





