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Preface

This book is based on fifteen papers written over a thirty-year period.
Two of them, “A Resource-Based View of the Firm” (proposing what is
now called the RBV) and “On the Nature and Scope of the Firm”

(proposing what is here called the “Adaptation Cost,” or just AC, theory
of the firm1) were written a few years apart in the 1980s. While both
papers aim to characterize the sets of activities that should and should not
be undertaken by firms, I long considered them incompatible. One was
about excess capacity of certain productive assets and the other was
about the costs of adapting contracts. Only when writing what is now
Chapter 4 did I realize that the sub-additive bargaining costs underlying
the AC theory could make productive assets de facto indivisible and
capable of existing in excess capacity, thus taking me directly to the RBV.

The main purpose of the book is to clarify the AC–RBV relationship
and this is done in two steps. In “Adaptation Costs in Three Dimensions:
Firms, Markets, and Contracts,” I derive the AC theory under gains
from specialization, and in “All Adaptations Are Not the Same: The
Scope of Firms and the Size of Markets,” I develop the resulting theory
of the scope of the firm and compare it to the RBV. To make the linkage
as clear as possible, the four key chapters have been placed in sequence
at the start of the book. The remaining eleven chapters look, theoreti-
cally and empirically, at important implications and foundations of
the AC/RBV.

Most chapters have their basis in a single stand-alone paper, some
published several years ago. All have been rewritten for consistency
of notation and terminology and updated to reflect other literature
published between their original publication date and now. I do not flag
the parts that are most extensively rewritten, but the reader should be
aware that there may be significant differences between the original

1 In its first incarnation, the theory was, at the suggestion of a referee, labelled the
“Adjustment Cost” Theory. However, that term is also used in the macro literature
where it denotes a different phenomenon.
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articles and the versions found here. It should also be mentioned that
the introductions to individual chapters may repeat a bit of material
covered in earlier chapters. This is done to make each chapter almost
self-contained and thus allow readers to skip one or more chapters.
The title page before each part contains a note about the extent to which
the chapters depend on each other.

Since the ideas in the book have been developed over such a long time,
I have benefited from a very large number of colleagues, readers, seminar
audiences, referees, and editors. The most important and consistent of
these have been Bob Gibbons, Oliver Hart, and Steve Tadelis. I have
learned a lot from them and the work is profoundly influenced by their
willingness to repeatedly discuss on my premises. I would also like to
thank Tore Ellingsen, Nicolai Foss, Drew Fudenberg, Bengt Holm-
strom, Patrick Legros, Jin Li, Niko Matouschek, Roger Myerson, Mike
Powell, Peter Norman Soerensen, Jean Tirole, Mike Whinston, and
Oliver Williamson for one or more discussions, questions, or comments
that ended up being important to some of the ideas presented here. More
generally, I would like to thank everybody who has been a member of the
vibrant Organizational Economics community in Cambridge at any point
during the last twenty-five years.

Three of the chapters are based on papers coauthored with colleagues
and I would like to acknowledge the collaborations of Boris Maciejovsky,
Sharon Novak, and Duncan Simester. A couple of papers would not have
been possible without the help of research assistants and I particularly
want to thank Carol Meyers for her help with what is now Chapter 12.
In the later stages of the manuscript preparation, Xinyu Cao provided
excellent proofreading and checking assistance.

As mentioned above, most of the Chapters are based on previously
published work. Chapter 2 is based on “Small Forces and Large Firms:
Foundations of the RBV” (Strategic Management Journal, 34, no. 6,
pp. 635–43, 2013); Chapter 3 is based on “On the Nature and Scope
of the Firm” (Journal of Business, 70, no. 4, pp. 489–514, 1997); Chap-
ter 4 is based on “The Comparative Advantages of Firms, Markets, and
Contracts” (Economica, 82, no. 236, pp. 350–67, 2015); Chapter 6 is
based on “A Resource-Based View of the Firm” (Strategic Management

Journal, 5, no. 2, pp. 171–80, 1984); Chapter 7 is based on “Why Should
the Boss Own the Assets?” (Journal of Economics and Management Strat-

egy, 11, no. 3, pp. 473–85, 2002); Chapter 8 is based on “Bargaining
Before or After Communication?” (Journal of Institutional and Theoretical

Economics, 164, no. 2, pp. 211–29, 2008); Chapter 9 is based on “Robust
Incentive Contracts” (Journal of Institutional and Theoretical Economics,

160, no. 4, pp. 545–54, 2004); Chapter 10 is based on “Delegation,

xiv Preface
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Committees, and Managers” (Journal of Economics and Management

Strategy, 16, no. 1, pp. 35–51, 2007); Chapter 11 is based on “Costs of
Implementation: Bargaining Costs Versus Allocative Efficiency” (with
Boris Maciejovsky in Journal of Economic Behavior and Organization, 77,
no. 3, pp. 318–25, 2011); Chapter 12 is based on “On the Grouping of
Services into Firms: Make-or-Buy with Interdependent Parts” (with
Sharon Novak in Journal of Economics and Management Strategy, 21,
no. 1, pp. 53–77, 2012); Chapter 13 is based on “Determinants of
Asset Ownership: A Study of the Carpentry Trade” (with Duncan I.
Simester in Review of Economics and Statistics, 87, no. 1, pp. 50–58,
2005); Chapter 14 is based on “Renegotiation Facilitates Contractual
Incompleteness” (Journal of Economics and Management Strategy, 16,
no. 4, pp. 893–910, 2007); Chapter 15 is based on “Organizational
Languages” (Journal of Economics and Management Strategy, 13, no. 3,
pp. 461–72, 2004); and Chapter 16 is based on “Why Do Firms Tend to
Become Different?” (Chapter 9, pp. 121–33 in Constance Helfat (ed.),
Handbook of Organizational Capabilities, Malden, MA and Oxford, UK:
Blackwell, 2003). I am grateful for the respective publishers for granting
permission to use their articles in this volume and to Jason Clinkscales
of MIT for collecting those permissions.

I would like to thank the University of Michigan, Northwestern
University, the University of Copenhagen, and particularly MIT for
providing me with stimulating work environments. And last, but not
least, Paula Parish of the Cambridge University Press for believing in
the project and helping me through the writing and publication process.
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