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Abstract  
 
The article integrates theoretical perspectives from the resource-based view of the firm, 
dynamic capabilities and contingency. It explains one particular characteristic of the 
general business environment of the firm, regulatory uncertainty, and its influence on 
dynamic capabilities of a corporate political strategy (nonmarket strategy) and value 
creation. I argue that scanning and predictive capabilities as well as institutional influence 
capabilities will lead to a reduced perceived uncertainty by the firm. In consequence, firms 
that perceive a high regulatory uncertainty aim at developing these dynamic capabilities. 
Further, I argue that firms with stronger nonmarket capabilities will rather drive to pursue 
investments under perceived regulatory uncertainty than firms with weaker nonmarket 
capabilities.  
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1.  Introduction 

The motivation of the paper is to shed light on the question of how regulatory uncertainty 
influences firms and eventually their investment behavior. A concrete example in today’s 
business can be found in the power sector where firms in liberalized EU market have to 
face new challenges. The liberalization of the EU electricity market introduced new 
challenges for firms, which made them behave differently. Power firms have to face 
uncertainties not only due to the unpredictability of market developments (like fuel prices), 
but also due to regulatory uncertainty that can, e.g., influence the market design, set new 
environmental constraints, approve or disapprove new technologies or set standards for 
energy efficiency. All uncertainties faced by a firm significantly influence investment 
decisions. However, on the contrary to market uncertainty, uncertainty in regulation can 
change abruptly, from one day to the other with huge business impact on the firm. A single 
new policy can thus turn the profitability of an investment from positive to negative or 
even prevents any value generation of the investment (due, for example, to the blockage of 
a technology). In sum, regulatory uncertainty do affect investment projects and may delay 
or deter the investment choices. As the underlying uncertainties cannot be changed or will 
only disappear over time, firms have to think about appropriate strategic responses tin 
order to cope with regulatory uncertainty. 

In general, the interaction between business and politics has become more complex and 
interwoven so that it would be simplified to only speak of strategies of firms that purely 
address their market environment. In particular in the specific case of regulatory 
uncertainty, firms have a clear motivation to address the relevant politicians or regulatory 
authorities in order to gain policies in their favor. The paper addresses the theory behind 
the younger perspectives of nonmarket strategies in literature and eventually advances 
existing theory by exploring how firms adapt their nonmarket capabilities when 
uncertainties arise from their nonmarket environment.  

The article first describes the difference between market and nonmarket strategies and 
outlines the different theories that explain why and how firms engage in their political 
environment. Subsequently, the heterogeneity of firms with the different nonmarket 
strategies and different performances will be explained by means of dynamic capabilities 
and contingency to its environment. Further, the concept of perceived regulatory 
uncertainty as one key variable of the firm’s external nonmarket environment will be 
explained. Propositions are made to characterize the relationship between the nonmarket 
capabilities and regulatory uncertainty. Finally, a discussion will be started about the 
impact of nonmarket capabilities on firms investments in a regulatory uncertain 
environment.  

2. Market and nonmarket components within strategy  

Strategic responses can be both based on market and nonmarket components to address the 
market and nonmarket environment of the firm. Market components address all 
interactions between the firm and other parties by markets or private agreements. Market 
strategies have been analyzed by a multitude of scholars with Porter (1980, 1985) in the 
forefront and should not further discussed at this point. Nonmarket components on the 
other hand address all interactions with the public, stakeholders, government, the media, 



and public institutions (Baron 1995). A market strategy is thus an aligned course of 
action in the market environment of the firm in order to create value expressed by an 
increase in its performance. A nonmarket strategy yields to create value by addressing 
parties in the nonmarket environment that leads in an indirect consequence to a higher 
performance of the firm. A typical example is the lobbying effort of a firm to its 
government to open up foreign markets hitherto closed for the firm. The lobbying is thus 
an expense of the firm in its accounting whereas the sales in the new market will lead to 
increased earnings. Nonmarket strategies are thus of particular importance for firms that 
have a regulated business or interact regulatory with the government or public agencies.  
In the strategy formulation process, both market and nonmarket components must be 
considered within an integrated strategy to ensure the most effective improvement of the 
overall performance of the firm.   
 
Nonmarket strategies have been a much younger subject of analysis among scholars, which 
first started with the analysis of lobbying or campaign financing and its relationship with 
business strategy (e.g., Shipper & Jennings, 1984; Yoffie, 1988; Weidenbaum, 1990; Grier 
et. al. 1994). As the interrelation between governments and business increased, more 
scholars engaged in this field and analyzed the broader connection of corporate strategy 
and firms’ ability to influence a range of actors in the public (Oliver & Holzinger, 2008). 
Both the government’s influence on firm activities and outcomes has increased (Lenway & 
Rehbein, 1991) as well as the influence of businesses on public-policy making (Blau & 
Harris, 1992; Keim & Baysinger, 1988). Besides lobbying and campaign financing, 
scholars analyzed a set of control actions including advocacy advertising, constituency 
building and coalition formation (e.g., Bonardi et al., 2005, Hillmann & Hitt, 1999, 
Hillmann et al., 2004).  
 
The term nonmarket strategy is relatively young and was primarily coined by Baron (1995) 
referring to the fact that a firm has to establish a particular knowledge and competencies in 
order to address its nonmarket environment. These special skills build a nonmarket 
advantage that prevents the firm of competitors who themselves will find it costly to 
duplicate these nonmarket skills (Bonardi et al. 2005, Bonardi et al. 2006). Other authors 
refer to the ability of corporations to manage institutional idiosyncrasy (Hensiz, 2003), 
strategic political management (Oliver & Holzinger, 2008) or corporate political activities 
(Hillmann & Hitt, 1999).  

3. Explanations to strategic political management theories 

The fact that firms attempt to manage the political environment has been approached by 
various theories. Each theoretical perspective provides a very distinct viewpoint and 
contributes partial explanations of the how and why firms are strategically active in 
political management. Within this article, the focus lies on the fields of corporate political 
behavior (Baron, 1995; Bonardi et al., 2005; Getz, 1993, 1997; Hilmann & Hitt, 1999; 
Schaffer, 1995) and the resource-based view of the firm (Barney, 1991, 2001; Wernerfelt, 
1984; Oliver & Holzinger, 2008) as these approaches are the only ones who discuss the 
different capabilities among firms of managing their public environment.  
 
Other theoretical perspectives that encompass the fields of economics of political and 
collective action, public policy and stakeholder management mainly focus on the how 
and why firms engage in political management, but lack to explain why firms are more or 



less successful in doing so. The economic perspective of political and collective action 
analyzes the influence of firms on political decision-makers as well as their challenges, but 
does not explain why firms may gain a competitive advantage through their distinctive 
nonmarket strategy (Hersch & McDougall, 2000). The public policy perspective focuses 
on a broader context of the impact of a collective interest of businesses rather than on the 
individual level and thus does not provide insights why firms face advantages or 
disadvantages with specific nonmarket strategies (Shaffer, 1995; Useem, 1980). Eventually, 
the stakeholder management approach focuses primarily on the motivational aspect of 
firms engaged in political management (Hansen & Mitchell, 2000; Hart, 2001; Schuler, 
1999; Schuler et al., 2002) without analyzing the performance of nonmarket strategies. A 
further discussion of theses approaches is analyzed by Oliver & Holzinger (2008). 
 
The most advanced theoretical perspective of strategic political management is the 
approach of corporate political behavior. It principally explores the cause of interaction 
of firms in politics, which can be, for example, collective or private benefits (Olson, 1965), 
hindering unfavorable regulation (Yoffie, 1987), cost reduction (Kaufmann et al., 1993) or 
describing the feasible political strategies for firms (Hillmann & Hitt, 1999). The corporate 
political behavior approach distinguishes between two important factors that influence the 
motivation and conditions of the corporate political management, factors on industry and 
on firm level. Factors on industry level can be industry concentration (Schuler et al., 2002; 
Zardkoohi, 1985) or policy impact on industry (Epstein, 1969; Yoffie, 1987; Getz, 1993). 
On the other hand, firm level factors can be firm size (Epstein, 1980; Meznar & High, 
1995; Yoffie, 1987), material interest (Boies 1989) or issue salience (Schuler & Rehbein, 
1997).  
 
In the following, the corporate political behavior approach will be presented in more detail 
to point out how different nonmarket capabilities are considered in this perspective. The 
attempt of firms to influence its nonmarket environment can be presented as an exchange 
on a “political market” with interest groups on the demand-side and elected politicians on 
the supply-side. Politicians accept resources from the interest groups in exchange for 
policy demands. Resources are principally votes, financing or information (Mueller, 2003). 
This approach is thus different from early economics literature when politicians were 
assumed to only adopt policies that are in favor of the “public interest” (Buchanan & 
Tullock, 1962; Stigler, 1971). According to the political market approach firms are thus 
demanders that design nonmarket strategies in order to target political decision makers by 
providing the three resources: information, financing and constituency-building. Table 1 
describes the different strategies with their possible tactics for each resource (Hillmann & 
Hitt, 1999). 
 
 
Table 1: Taxonomy of Political Strategies (Hillmann & Hitt, 1999) 

Strategy Tactics Characteristics 
Information strategy • Lobbying 

• Commission research projects and 
reporting research results 

• Testifying as expert witness 
• Supplying position papers or technical 

reports 

Targets political decision 
makers by providing 
information 



 

Financial incentive 
strategy 
 

• Contributions to politicians or party 
• Honoraria for speaking 
• Paid travel, etc. 
• Persons service (hiring people with 

political experience or having a firm 
member run for office) 

Targets political decision 
makers by providing financial 
incentives 

Constituency-building 
strategy 

• Grassroots mobilization of employees, 
suppliers, customers, etc. 

• Advocacy advertising 
• Public relations 
• Press conferences 
• Political education programs 

Targets political decision 
makers indirectly through 
constituent support 

Originally, the political market approach was limited to the homogenous consideration of 
the supply side, i.e., treating regulatory authorities analogue to politicians, which is 
obviously a severe limitation. Regulatory authorities have principally the task to adopt 
administrative regulations to implement public policies that were decreed by politicians. 
As regulatory authorities consist of experts who are not directly elected they are less 
interested in constituency-building than politicians. Furthermore, they are not allowed to 
accept financial incentives. Nonmarket strategies must be thus designed differently (Baron, 
2001) with a focus on information strategy. Bonardi et al. (2006) enlarged the political 
market approach by considering the particular role of regulatory authorities on the supply-
side  
 
The political market approach has still a limitation in explaining the heterogeneous ability 
of firms in their performance of nonmarket strategies. Bonardi et al. (2006) agrees that this 
ability can be drawn back to distinctive nonmarket capabilities without agreeing on the 
detailed description of these capabilities. They describe non-market capabilities as “tacit 
and non-tacit knowledge and skills” that help managing process and outcomes of public 
policies. In line with the political market approach they focus mainly on the ability to 
mitigate transaction cost in political markets. Transaction cost in political markets are high 
due to the imperfect distribution of information and subjective models (North, 1990) and 
are thus a relevant factor in specifying, monitoring, and enforcing political transactions 
(Dixit, 1996). Bonardi et al. (2006) argued that a firm’s experience in dealing with public 
policy-makers as well as its ability to learn from other firms’ interaction has a positive 
impact on its nonmarket performance. In consequence, these arguments explain partially 
how firms may adapt their behavior to take influence in a more efficient manner by means 
of external capabilities1, but it does not explain how firms constitute internal capabilities 
that target their own organization rather than the external environment.  
 
The resource-based view of the firm closes the gap of describing more detailed the 
specific nonmarket capabilities of firms that are the basic driver for the formulation of the 
appropriate nonmarket strategy and its performance.  According to the resource-based view, 
firms can achieve a sustained competitive advantage that is based on their controlled 
resources and capabilities, which are valuable, rare, imperfectly imitable and not 

                                              

1 External capabilities refer to the external environment of the firm as source of effectiveness (e.g., lobbying or 
constituency building). On the contrary, internal capabilities refer to the firm itself as source of effectiveness (e.g., 
adapting organizational architecture).  



substitutable (Barney, 1991, Barney, 2001, Conner, 1991). The competitive advantages 
eventually help firms to maintain and generate value by means of maintaining or gaining a 
competitive advantage (Annad & Khanna, 2000; Makadok, 2001; Priem & Butler, 2001). 
Barney (1991) describes the value as the economic rent by exploiting opportunities in the 
firm’s environment by means of their resources or resource combination. The aim of value 
creation and value maintenance has been adopted in literature as drivers of political 
strategic management (Baron, 1997; Hillmann & Hitt, 1999; Bonardi et al., 2005; Oliver & 
Holzinger, 2008).  

4.  Dynamic capabilities as source of effective nonmarket strategies 

 
Scholars of the resource-based view have highlighted the significance of dynamic 
capabilities as source of organizational performance (Thomas, 1996; Eisenhardt & Martin, 
2000; Blyler & Coff, 2003). Dynamic capabilities help to align resources and capabilities 
to the changing environment. Eisenhardt & Martin (2000) describe dynamic capabilities as 
“a set of specific and identifiable processes that, although idiosyncratic to firms in their 
details and path dependent in their emergence, have significant commonality in the form of 
best practices across firms, allowing them to generate new, value creating strategies” (in 
Arragón-Correa & Sharma, 2003). It is not sufficient for firms to possess resources, but 
they must be also able to maximize congruency with the demands of changing 
environments by developing, recombining, and deploying internal competencies 
(Eisenhardt & Martin, 2000; Bowman & Ambrosini, 2003). This process of adaptation to 
changes in the firms’ general business environment is done by means of dynamic 
capabilities. They can vary depending on the market dynamism (Cockburn et al. 2000; 
Rosenblom, 2000).  
 
Oliver & Holzinger (2008) conclude that dynamic capabilities serve not only to react to the 
changed requirements of the environment, but also to influence environmental demands so 
that these demands are aligned with strengths or requirements of the firm. As a 
consequence, dynamic capabilities are thus a source of value creation to obtain a 
competitive advantage also in the nonmarket environment. A firm’s political strategy is 
thus grounded in a specific capability to generate value. Oliver & Holzinger (2008) 
differentiate alternative political approaches along two axes: (1) Value perspective: value 
maintenance or value creation and (2) Strategic orientation: compliance or influence. The 
four alternative political strategies are laid down in Table 2 with a distinction between 
defensive, reactive, anticipatory or proactive. In the sequence of numeration, the defensive 
political strategy generates the lowest sustainable competitive advantage and the proactive 
political strategy the longest ranging sustainable competitive advantage.  
 
Table 2: Typology of Political Management Strategies (deduced from Oliver & Holzinger, 
2008) 

Type of Political Management Strategy  
Reactive political 
strategy 

Anticipatory   
political strategy 

Defensive  political 
strategy 

Proactive  political 
strategy 

Source of 
effectiveness 

Internal  Internal External External 

Dynamic Flexible Scanning and Political and social Institutional 



 
The main contribution from Oliver & Holzinger (2008) is the differentiation in sources of 
effectiveness for the nonmarket capabilities. Differentiation between internal and external 
sources is necessary to reflect if either the firm seeks to influence policy makers or to 
search for internal processes to better deal with its nonmarket environment. I agree that in 
both external and internal sources firms need own capabilities in order to be affective. For 
example, if a firm opts for lobbying through a lobbyist independent from the firm, it is still 
required that the firm possesses the capability of dealing with lobbyists. However, I 
criticize the simplified way of laying strategies behind the proposed dynamic capabilities. 
Oliver & Holzinger (2008) do not provide a sufficient argumentation for linking each 
dynamic capability to a particular political strategy. As an example, it is questionable why 
the internal capability of “flexible organizational architecture” is connected with a reactive 
political strategy. For the following, we adopt the dynamic capabilities proposed by Oliver 
& Holzinger (2008) without referring further to the different types of political strategy.  
 
 

5.  Contingent Resource-Based View    

 
The contingency theory is based on the argumentation that firms that are able to proper 
align endogenous organizational variables with exogenous business context variables will 
gain a greater organizational performance (Burns & Stalker, 1961; Thompson, 1967; 
Lawrence & Lorsch, 1967). Brush & Artz (1999) first evoked the term “contingent 
resource-based theory” in their analysis of professional medical services as they found the 
resource-based view insensitive to the firm’s context. They proposed to fill the gap by 
insights from the information asymmetry perspective so that resources and capabilities 
have a higher value if different firms are unevenly informed about the product market. 
Other supporters like Barney (2001) supported to the proposition to include the contingent 
argument into the resource-based view. This would allow a better assessment of the firms’ 
competitive value of their resources and capabilities. In line with this call, Aragón-Correa 
& Sharma (2003) argue that firms’ capabilities evolve from continuous innovation, 
organizational learning, stakeholder integration and a proactive environmental strategy. A 
proactive environmental strategy can help a firm to keep its resources valuable and 
inimitable by means of innovation (Aragón-Correa & Sharma, 2003). They propose a 
general theory that links the influence of external business characteristics (in their case 

capability organizational 
architecture 

predictive 
capabilities 
 

capital deployment influence 
capabilities 

Underlying 
process of 
effectiveness 
achieved 

Continual structural 
and process 
realignment to 
match political 
changes 

Timely and 
continuous scanning 
of political 
environment to 
anticipate changes 

Continuous 
cultivation of social 
ties to influence 
government to 
maintain current 
policies 

Influencing the 
norms and beliefs of 
stakeholders to 
shape how political 
standards are 
defined 

Value 
perspective 

Value maintenance Value creation Value maintenance Value creation 

Strategic 
orientation 

Compliance Compliance Influence Influence 



uncertainty, complexity and munificence) to the ability of a firm to develop a proactive 
environmental strategy and its competitive advantage. The article will only focus on the 
variable of uncertainty in the general business environment of the firm with a particular 
focus on perceived regulatory uncertainty. The concept will be introduced in the next 
section. 

6.  Concept of perceived regulatory uncertainty  

Thompson (1967:13) stated that “the central problem for complex organizations is one of 
coping with uncertainty”. The impact of uncertainty on business decisions and corporate 
performance has been a key concept in organizational research since many years. Scholars 
analyzed firms’ reactions and adaptations to uncertainty (e.g., Miles & Snow, 1978, 
Lawrence & Lorsch, 1967) and developed scales to measure the impact of uncertainty on 
organizations (Duncan 1972, Lawrence & Lorsch, 1967). Furthermore, a differentiation 
has been introduced between objective and perceptual types of uncertainty (Milliken, 1987, 
Lang, 1990, Aragón-Correa & Sharma, 2003). 
 
Basically, uncertainty in strategic management organization theories refers to the 
unpredictability of environmental or organizational variables (Miles & Snow, 1978, Pfeffer 
& Salancik, 1972) or the inadequate information about these variables (Duncan, 1972, 
Galbraith, 1977). If uncertainty increases the predictability of corporate performance 
decreases. As a consequence, the firm’s business risk will be increased. Uncertainty can 
result from different causes, which can be originating from exogenous shocks, 
unforeseeable behavioral choices or the two causes combined (Lessard, 1988). 
 
In order to measure the intensity or degree of uncertainty, Courtney et al. (1997) developed 
a differentiation of four levels of uncertainty and show up appropriate analytical tools for 
decision-makers to deal with the respective uncertainty (cf. Graphic 1). The first level of 
uncertainty is described as “clear-enough future” where a single forecast is sufficient to 
determine a firm’s strategy. At the second level, the “alternate futures”, a strategy must 
be developed according to the different discrete outcomes that define the future. The third 
level of uncertainty, described as “range of futures”, does not allow any more the creation 
of scenarios, and a large range of possible outcomes must be taken into account to 
determine the future. Finally, the fourth level is characterized by “true ambiguity” which 
is the case when no basis for forecasts exist.  

Graphic 1: Four distinct levels of uncertainty (Courtney et al, 1997) 

 

Finally, a critical component while thinking of an investment is its timing as uncertainty 
evolves over time. In this sense, Doh & Pearce (2004) distinguish between continuous and 
discontinuous uncertainty. Continuous uncertainty refers to a relative stable environment 
with slow and steady changes whereas discontinuous uncertainty is characterized by 
uneven changes. 



 
We refer to the term “regulatory uncertainty” to appropriately address the inability of a 
company’s decision-maker to have a clear understanding of future regulations that will 
evolve in its organizational environment (Birnbaum, 1984). Regulation in our context 
describes a specific form of government action including supervision and market control 
over actors and their behavior (Eberlein & Grande, 2005). We see regulatory uncertainty as 
discontinuous uncertainty to reflect the non-continuous, uneven changes in regulation over 
time. Typically, a single regulatory decision can change the business environment of a firm 
abruptly. As firms are obliged to respect the regulatory decisions, we refer to the regulatory 
environment as a way of exercising coercive power of regulatory agencies on organization 
(Scott, 2001).  
 
According to Courtney’s uncertainty classification, regulatory uncertainty is primarily 
based on the second and third level of uncertainty. For example, a regulatory authority 
announces that a threshold for pollution of a pollutant will be introduced, but the precise 
level of the threshold will be announced at a later date (level 2 uncertainty). Therefore, the 
firm is only uncertain about the threshold and faces alternate futures, e.g., scenarios with 
low, middle or high thresholds. In the second example, the regulatory authority is not yet 
sure about the choice between an introduction of a simple threshold or of a more 
sophisticated system like the emission trading scheme in the EU (level 3 uncertainty). In 
this case, the firm faces a range of futures and has a higher difficulty to prepare his 
business. 

We anchor perceived regulatory uncertainty in institutional theory as a sub-concept of 
perceived environmental uncertainty. The focus on the perception of uncertainty is 
especially important in this concept because the perceived influence of regulation on a firm 
may be different from objective uncertainty (Finkelstein & Hambrick, 1996). 

A key element to work with the term regulatory uncertainty is the distinction of different 
types of perceived environmental uncertainties according to Milliken (1987) that helps to 
better reflect the “point of impact” of uncertainty on the organization. Milliken 
differentiates between three types of environmental uncertainty: state uncertainty, effect 
uncertainty, and response uncertainty:  

• State uncertainty is related to the inability of the organization to predict its future 
organizational environment or a particular component of the environment.  

• Effect uncertainty is defined as an “inability to predict what the nature of the 
impact of a future state of the environment or environmental change will be on the 
organization” (Milliken, 1987:137). 

• Response uncertainty is characterized by the understanding of the environment 
and its causes, but a lack of knowledge of response options available for the 
organization. 

For this article, we focus on state uncertainty where the firm is not able to predict the 
future state of regulations or policies that affect its business environment. Generally, firms 
can respond to regulatory uncertainty with different response strategies, each can contain 
market and nonmarket components. 



7. Nonmarket capabilities and response strategies to regulatory uncertainty 

In general, a variety of strategic responses to uncertainty are possible for organizations (cf., 
e.g., Miller, 1992). If the consideration is limited to regulatory uncertainty four generic 
strategic responses differentiated: reduction, adaptation, avoidance, and disregard 
(Engau & Hoffmann, 2009). To analyze the effectiveness of the nonmarket capabilities, the 
detailed consideration of response types should be limited to uncertainty reduction and 
adaptation to uncertainty as they appear to be the most frequent reactions.  

In the case of reduction, uncertainty can be limited by influencing, simplification, and 
investigation. One possibility of influencing is lobbying of political institutions, which can 
be done by influencing specific conditions or directly addressing political actors (Courtney 
et al., 1997, Little & Li 1995, Henisz & Delios, 2004). A further way may be simplification 
of the uncertain factors (Bourgois & Eisenhard, 1988) or investigation by collecting 
additional information and building on professional expertise in the decision-making 
processes (Miller & Friesen, 1983, Hickson et al., 1971).  

A second way of dealing with regulatory uncertainty can be adaptation. Organizations can 
adjust their organizational design via mergers, acquisitions and divestures (Thompson, 
1967, Cyert & March, 1963, Bergh & Lawless, 1998). Firms can also adapt by increasing 
the flexibility in their investment portfolio (Wernerfelt & Karnani, 1987, Bourgeois & 
Eisenhardt, 1987, Collis, 1992) or by cooperating with other companies that are similarly 
or less exposed to regulatory uncertainty (Thompson, 1967, Carter, 1990). Furthermore, 
firms may copy or imitate the strategies of peers in order to minimize the effect of relative 
competitive disadvantages (Anderson & Paine, 1975, Bourgeois & Eisenhard, 1987). 

Though resource-based view covers only the resources and capabilities of the firm, I draw 
on contingency theory, which states that organizational performance is a result of 
alignment between the exogenous context variables (such as uncertainty) and the 
endogenous organizational design variables. As shown above, Oliver & Holzinger (2008) 
assume that corporate political strategies that target value creation are based on the 
dynamic capabilities of scanning and predictive capabilities and institutional influence 
capabilities. As both lobbying as well as investigation efforts lead to the reduction of 
regulatory uncertainty I hypothesize that the underlying capabilities also reduce perceived 
regulatory uncertainty. The assumption is that firms with stronger nonmarket capabilities 
perceive lower regulatory uncertainty than firms with weaker nonmarket capabilities. A 
consequence would be that firms that perceive high regulatory uncertainty tend to establish 
capabilities that lead to a reduced perceived regulatory uncertainty. According to terms of 
Oliver & Holzinger (2008), these firms would thus tend to follow a value creation strategy.  
This argumentation is in line with Aragón-Correa & Sharma (2003) who argue that 
perceived state uncertainty, according to Milliken’s uncertainty classification, positively 
influences the link between a proactive environmental strategy and competitive advantage. 
Therefore, regulatory uncertainty would initiate firms to develop a proactive environmental 
strategy, which helps reaching a good performance. Environmental uncertainty thus 
increases the probability that a company invests proactively.  
 
Proposition 1a: Firms that perceive high regulatory uncertainty tend to establish scanning 
and predictive and/or institutional influence capabilities 
Proposition 1b: Scanning and predictive capabilities tend to reduce perceived regulatory 
uncertainty 



Proposition 1c: Institutional influence capabilities tend to reduce perceived regulatory 
uncertainty  
 
Firms that perceive a lower regulatory uncertainty would then rather follow in consequence 
a value maintenance political strategy, i.e., a less proactive environmental strategy. 
According to Oliver & Holzinger (2008), the dynamic capabilities would be based on 
flexible organizational architecture capabilities and political social capital deployment 
capabilities.   
 
Proposition 2a: Firms that perceive low regulatory uncertainty tend to formulate a value 
maintenance nonmarket strateg 
Proposition 2b: Flexible organizational architecture capabilities help firms to adapt to 
regulatory uncertainty  
Proposition 2c: Political social capital deployment capabilities help firms to adapt to 
regulatory uncertainty  

8. Nonmarket capabilities and investments under regulatory uncertainty 

The argumentation in literature for the impact of regulatory uncertainty on investment 
decisions is basically twofold. One group of scholars sees regulatory uncertainty as 
negative impact on investment decisions and states that regulatory uncertainty gives an 
additional cost from a transaction cost perspective, which thrive organizations to wait or 
postpone projects until further information or clarity is gathered (e.g., Luo, 2004).  
 
The opposing group of scholars argues that regulatory uncertainty even triggers 
investments as firms can gain a competitive advantage. The rational is based on either the 
resourced-based view of the firm or the real-option approach. According to the resource-
based view, investment under regulatory uncertainty can secure the firm specific valuable 
resources that can be leveraged for the firm’s performance (e.g., Rugman & Verbeke, 
1998). Alternatively, according to the real option approach, firms can benefit from 
investments under regulatory uncertainty by gaining a right for a future, larger investment, 
which then will generate large payoffs. The option has thus no enforced obligation to 
actually do the investment in the future (e.g., Doh & Pearce, 2004). The value of the option 
is thus driven by the development of the underlying uncertainty, in our case, regulatory 
decisions or developments.  
 
The question is now whether the before mentioned nonmarket capabilities enable firms to 
better cope with perceived regulatory uncertainty. Staying in line with the contingency 
argument and the aforementioned propositions that a value creation nonmarket strategy 
would reduce perceived regulatory uncertainty firms with stronger nonmarket capabilities 
would therefore tend to invest than firms with weaker nonmarket capabilities. This 
investment behavior would also hold true for firms with a value creation nonmarket 
strategy in comparison to those with a value maintenance strategy. Finally, the most likely 
to withhold investments under perceived regulatory uncertainty are firms with very weak 
nonmarket capabilities.  
 
Proposition 3a: Firm with stronger nonmarket capabilities have a higher tendency to 
invest under perceived regulatory uncertainty than firms with weaker nonmarket 
capabilities 



Proposition 3b: Firms with a value creation nonmarket strategy have a higher tendency to 
invest also under perceived regulatory uncertainty rather than those with a value 
maintenance strategy 
Proposition 3c: Firms are more likely to withhold investments under perceived regulatory 
uncertainty if they have very weak nonmarket capabilities 
 
Doh & Pearce (2004) analyzed firms in an uncertain regulatory environment and how they 
can best respond via entrepreneurial strategies. By means of the real option theory they 
recommend firms to adjust their investments along the degree and slope of regulatory 
uncertainty (degree of uncertainty adapted from Courtney et al., 1997). According to the 
degree of uncertainty, four different generic strategies are proposed: preemptive, optioned, 
synchronous, and adaptive strategies. Preemptive strategies are best at low regulatory 
uncertainty and are characterized by firms doing a “first strike” with a high resource 
commitment. Option strategies are best at low to moderate regulatory uncertainty where 
firms do initial investment, which keeps the right to do a further investment step at a later 
stage. Synchronous strategies are best at moderate to high regulatory uncertainty to 
synchronize investments to the progress of policy change. Finally, adaptive strategies are 
best at highly uncertain environments where investments are made as a response to policy 
change. The latter is thus a purely reactive strategy without risking even initial investments 
under uncertainty. 

Proposition 4a: Firms with strong internal nonmarket capabilities rather invest with 
option-based strategies 
Proposition 4b: Firms with strong external nonmarket capabilities rather invest with 
synchronous strategies 

9.  Discussion and further research 

The article advances the theoretical discussion about the effectiveness of corporate 
political strategies in the way that it considers the sensitivity of the organizational variables 
to the external business variables of the general environment of the firm. I refer to the 
contingency argument, first introduced in organizational theories as early as in the 1960s, 
that was only linked to the resource-based view in the last ten years. It basically explains 
that organizational performance is depending on the degree of alignment between the 
exogenous context variables and the endogenous organizational design variables. 
Uncertainty is thereby one of the key variables of the external business environment of the 
firm. In order to make it applicable for the nonmarket environment of the firm, I refer to 
perceived regulatory uncertainty that requires an alignment by the firm by means of its 
nonmarket capabilities.  
 
The propositions made in the article considers these theoretical deductions and would 
allow an empirical testing. Generally, propositions in literature to describe and classify 
nonmarket capabilities are so far mainly theoretical. Bonardi et al. (2006) provide a rare 
example of empirical testing, but they limit their view on external nonmarket capabilities. 
It would be therefore necessary to provide empirical insights of a further classification. I 
propose an empirical testing within the Swiss power generation market where, in a first 
step, a round of interviews should be conducted. The power generation market in general is 
– as mentioned in the introduction – obviously a suitable example of an industry where 
sector and technological regulation influence the investment decisions. Market 
liberalization limits the ability of generation firms to shift the risk associated to power 



investments to their customers. Therefore, perceived regulatory uncertainty is one of the 
main threats in their business environment. It is in the firms’ interest to follow a value 
creation nonmarket strategy that finally targets to reduce regulatory uncertainty.  
 
So far, this paper principally serves as discussion basis to formulate hypotheses on the 
linkage of nonmarket capabilities and perceived regulatory uncertainty. I’m grateful of any 
comments to the paper and propositions to consider further theoretical or empirical aspects.  
 



References 

ANDERSON, C.R. AND PAINE, F.T. (1975) “Managerial perceptions and strategic 
behavior”, Academy of Management Journal, 18(4): 811-823. 

ANAND, B. N. AND KHANNA, T. (2000) “Do firms learn to create value? The case of 
alliances”, Strategic Management Journal, 21(3): 295-315. 

ARAGÓN-CORREA, J. A., AND SHARMA, S. (2003) “A Contingent Resource-Based 
View of Proactive, Corporate Environmental Strategy”, Academy of Management 
Review, 28(1): 71-88. 

BARNEY, J. B. (1991) “Firm Resources and Sustained Competitive Advantage”, Journal 
of Management, 17(1): 99-120. 

BARNEY, J. B. (2001) “Is the Resource-Based "View" a useful Perspective for Strategic 
Management Research? Yes”, Academy of Management Review, 26(1): 41-56. 

BARON, D. P. (1995) “Integrated strategy: Market and nonmarket components”, 
California Management Review, 37(2): 47-65. 

BARON, D. P. (1997) “Integrated strategy, trade policy, and global competition”, 
California Management Review, 39(2): 145-169. 

BARON, D. (2001) “Theories of strategic nonmarket participation: Majority-Rule and 
executive institutions”, Journal of Economics and Management Strategy, 10(1): 47-90. 

BERGH, D. D. AND LAWLESS, M. W. (1998) “Portfolio restructuring and limits to 
hierarchical governance: The effects of environmental uncertainty and diversification 
strategy”, Organization Science, 9(1): 87-102. 

BIRNBAUM, P. H. (1984), “The choice of strategic alternatives under increasing 
regulation in high technology companies”, Academy of Management Journal, 27(3): 
489-510. 

BLAU, R. T. AND HARRIS, R. G. (1992) “Strategic uses of regulation: The case of line-
of-business restrictions in the U.S. Communications industry”, In J. E. Post (Ed.), 
Research in corporate social performance and policy, Vol. 13: 161-189. Greenwich, 
CT: JAI Press. 

BLYLER, M. AND COFF, R. W. (2003) “Dynamic capabilities, social capital, and rent 
appropriation: Ties that split pies”, Strategic Management Journal, 24(7): 677-686. 

BOIES, J. L. (1989) “Money, business, and the state - material interests, Fortune 500 
corporations, and the size of political-action committees”, American Sociological 
Review, 54(5): 821-833. 

BONARDI, J.-P., HILLMANN, A. J. AND KEIM, G. D. (2005) „The attractiveness of 
political markets: Implications for firm strategy”, Academy of Management Review, 
30(2): 397-413. 



BONARDI, J.-P., HOLBURN G. AND VANDEN BERGH, R. (2006) “Nonmarket 
performance: Evidence from U.S. electric utilities”, Academy of Management Journal. 
49(6): 1209-1228. 

BOURGEOIS, L. J. AND EISENHARDT, K. M. (1987) “Strategic decision processes in 
Silicon Valley: The anatomy of a "Living Dead"” California Management Review, 
20(1): 143-159. 

BOURGEOIS, L. J., AND EISENHARDT, K. M. (1988) “Strategic decision processes in 
high velocity environments: Four cased in the microcomputer industry”, Management 
Science, 34(7): 816-835. 

BOWMAN, C. AND AMBROSINI, V. (2003) “How the resource-based and the dynamic 
capabilities views of the firm inform corporate-level strategy”, British Journal of 
Management, 14: 289-303. 

BRUSH T. H. AND ARTZ K. W. (1999) “Toward a contingent resource-based theory: 
The impact of information asymmetry on the value capabilities in veterinary medicine”, 
Strategic Management Journal, 20(3): 223-250.  

BUCHANAN, J. M. AND BULLOCK, G. (1962) The calculus of consent: Logical 
foundations of constitutional democracy. Ann Arbor, MI: University of Michigan Press. 

BURNS, T. AND STALKER, G. M. (1961) The management of innovation. London: 
Tavistock. 

CARTER, N. M. (1990) “Small Firm Adaptation: Responses of Physicians' Organizations 
to Regulatory and Competitive Uncertainty”, Academy of Management Journal, 33(2): 
307-333. 

COCKBURN, I., HENDERSON, R. AND STERN, S. (2000) “Untangling the origins of 
competitive advantage”, Strategic Management Journal, 21(Special Issue): 1123-1145. 

COLLIS, D. (1992) “The Strategic Management of Uncertainty”, European Management 
Journal, 10(2) : 125-135. 

CONNER, K. R. (1991) “A historical comparison of resource-based view theory and five 
schools of thought within industrial economics”, Journal of Management, 17(1): 121-
154. 

COURTNEY, H., KIRKLAND, J. AND VIGUERIE, P. (1997) “Strategy under 
uncertainty”, Harvard Business Review, 3(4): 117-187 

CYERT, R. M. AND MARCH, J. G. (1963) A behavioral theory of the firm. Englewood 
Cliffs, NJ: Prentice-Hall. 

DIXIT, A. (1996) The Making of Economic Policy: A Transaction-Cost Perspective. 
Massachusetts: The MIT Press. 



DOH, J. P. AND PEARCE, J. A. (2004) “Corporate Entrepreneurship and Real Options in 
Transitional Policy Environments: Theory Development”, Journal of Management 
Studies, 41(4): 645-664. 

DUNCAN, R. B. (1972) “Characteristics of organizational environments and perceived 
environmental uncertainty”, Administrative Science Quarterly, 17(3): 313-327. 

EBERLEIN, B. AND GRANDE, E. (2005) “Beyond delegation: Transnational regulatory 
regimes and the EU regulatory state”, Journal of European Public Policy, 12(1): 89-112.  

EISENHARDT, K. M. AND MARTIN, J. A. (2000) “Dynamic capabilities: What are 
they?”, Strategic Management Journal, 21(10/11): 1105-1121. 

ENGAU, C. AND HOFFMANN, V. H. (2009) Effects of Regulatory Uncertainty on 
Corporate Strategy - An Analysis of Firm Responses to Uncertainty about Post-Kyoto 
Policy, unpublished working paper.  

EPSTEIN, E. M. (1969) The corporation in American politics. Englewood Cliffs, NJ: 
Prentice Hall. 

EPSTEIN, E. M. (1980) “Business political activity: Research approaches and analytical 
issues”, In L. E. Preston (Ed.), Research in corporate social performance and policy, 
Vol. 2: 1-55. Greenwich, CT: JAI Press. 

FINKELSTEIN, S. AND HAMBRICK, D. C. (1996) Strategic leadership: Top executives 
and their effects on organizations. Minneapolis/St. Paul: West Educational Publishing. 

GALBRAITH, J. R. (1977) Organization design. Reading, Mass.: Addison-Wesley 

GETZ, K. A. (1993) “Selecting corporate political tactics”, In B. M. Mitnick (Ed.), 
Corporate political agency: The construction of competition in public affairs: 242-273. 
Newbury Park, CA: Sage. 

GETZ, K. A. (1997) “Research in corporate political action: Integration and assessment”. 
Business and Society, 36(1): 32-72. 

GRIER, K. B., MUNGER, M. C., and ROBERTS, B. E. (1994) “The determinants of 
industry political activity, 1978-1986”, American Political Science Review, 88: 911-926. 

HANSEN, W. L. AND MITCHELL, N. J. (2000) “Disaggregating and explaining 
corporate political activity: Domestic and foreign corporations in national politics”, 
American PoliticalScience Review, 94(4): 891-903. 

HART, D. M. (2001) “Why do some firms give? Why do some firms give a lot? High-tech 
PACs, 1977-1996”, Journal of Politics, 63(4): 130-1249. 

HENSIZ, W. J. (2003) “The Power of the Buckley and Casson Thesis: The Ability to 
Manage Institutional Idosyncrasies”, Journal of International Business Studies, 34(2): 
173-184. 



HENSIZ, W. J. AND DELIOS, A. (2004) “Following the herd and sleeping with the 
enemy: Strategies for managing policy uncertainty”, Academy of Management 
Proceedings, M1-M6. 

HERSCH, P. L. AND MCDOUGALL, G. S. (2000) “Determinants of automobile PAC 
contributions to house incumbents: Own versus rival effects”, Public Choice, 104(3-4): 
329-343. 

HICKSON, D. J., HININGS, C. R., LEE, C. A., SCHNECK, R. E. AND PENNINGS, J. M. 
(1971) “A strategic contingencies' theory of intraorganizational power”, Administrative 
Science Quarterly, 16: 216-229. 

HILLMANN, A. J. AND HITT, M. A. (1999) “Corporate political strategy formulation: A 
model of approach, participation, and strategy decisions”, Academy of Management 
Review, 24(4): 825-842. 

HILLMANN, A. J., KEIM, G. D. AND SCHULER, D. (2004) “Corporate political 
activity: A review and research agenda”, Journal of Management, 30(6): 837-857. 

KAUFMAN, A. M., ENGLANDER, E. J. AND MARCUS, A. A. (1993) “Selecting an 
organizational structure for implementing issues management: A transaction costs and 
agency theory perspective”, In B. M. Mitnick (Ed.), Corporate political agency: The 
construction of competition in public affairs: 148-168. Newbury Park, CA: Sage. 

KEIM, G. AND BAYSINGER, B. (1988) “The efficacy of business political activity: 
Competitive considerations in a principle-agent context”, Journal of Management, 
14(2): 163-180. 

LANG, J. R. (1990) “Increased environmental uncertainty and changes in board linkage 
patterns”, Academy of Management Journal, 33(1): 106-128. 

LAWRENCE, P. R. AND LORSCH, J. W. (1967) “Differentiation and Integration in 
Complex Organizations”, Administrative Science Quarterly, 12(1): 1-47. 

LENWAY, S. A. AND REHBEIN, K. (1991) “Leaders, followers, and free riders: An 
empirical test of variation in corporate political involvement”, Academy of Management 
Journal, 34(4): 893-905. 

LESSARD, D. R. (1988) “Country risk and the structure of international financial 
intermediation”, In Courtenay C. Stone, editor, Financial risk: Theory, evidence and 
implications, 197-233. Boston, Mass.: Kluwer Academic Publisher. 

LITTLE, J. L., LI, M. AND SIMERLY, R. (1995) “Linking environmental change to 
strategic response: Some empirical evidence from the U.S. oil industry”, Psychological 
Reports, 77(2): 1123-1135. 

LUO, Y. (2004) “Building a strong foothold in an emerging market: a link between 
resource commitment and environmental conditions”, Journal of Management Studies, 
41(5): 749-773. 



MEZNAR, M. B. AND NIGH, D. (1995) “Buffer or bridge? Environmental and 
organizational determinants of public affairs activities in American firms”, Academy of 
Management Journal, 38(4): 975-996. 

MILES, R. E. AND SNOW, C. C. (1978) Organizational strategy, structure, and process. 
Academy of Management Journal, 3(3): 546-562. 

MILLER, D. AND FRIESEN, P. H. (1983) “Strategy-making and environment: The third 
link”, Strategic Management Journal, 4(3): 221-235. 

MILLER, K. D. (1992) “A Framework for integrated risk management in international 
business”, Journal of International Business Studies, 23(2): 311-331. 

MILLIKEN, F. J. (1987) “Three types of perceived uncertainty about environment: State, 
effect, and response uncertainty”, Academy of Management Review, 12(1): 133-143. 

MAKADOK, R. (2001) “Toward a synthesis of the resource-based and dynamic-capability 
views of rent creation”, Strategic Management Journal, 22(5): 387-401. 

MUELLER, D. (2003) Public Choice III. Cambridge: Cambridge University Press.  

NORTH, D. C. (1990) “A transaction cost theory of politics”, Journal of Theoretical 
Politics, 2(4): 355-367. 

OLIVER, C. AND HOLZINGER, I. (2008) “The effectiveness of strategic political 
management: A dynamic capabilities framework”, Academy of Management Journal, 
33(2): 496-520 

OLSON, M. (1965) The logic of collective action: Public goods and the theory of groups. 
Cambridge, MA: Harvard University Press. 

PFEFFER, J. AND SALANCIK, G. R. (1972) The external control of organizations: A 
resource dependence perspective. New York: Harper & Row. 

PORTER, M. E. 1980. Competitive Strategy. New York. Free Press, 1980. 

PORTER, M. E. 1985. Competitive Advantage. New York. Free Press, 1985. 

PRIEM, R. L. AND BUTLER, J. E. (2001) “Is the resource-based "view" a useful 
perspective for strategic management research?”, Academy of Management Review, 
26(1): 22-40. 

ROSENBLOOM, R. S. (2000) “Leadership, capabilities, and technological change: The 
transformation of NCR in the electronic era”, Strategic Management Journal, 
21(Special Issue): 1083-1103. 

RUGMAN, A. M. AND VERBEKE, A. (1998) “Corporate Strategies and Environmental 
Regulations: An Organizing Framework”, Strategic Management Journal, 19(4): 363-
375. 



SHAFFER, B. (1995) “Firm-level responses to government regulation: Theoretical and 
research approaches”, Journal of Management Studies, 21(3): 495-514. 

SCHULER, D. A. AND REHBEIN, K. (1997) “The filtering role of the firm in corporate 
political involvement”, Business and Society, 36(2): 116-139. 

SCHULER, D. (1999) “Corporate political action: Rethinking the economic and 
organizational influences”, Business and Politics, 1(1): 83-97. 

SCHULER, D. A., REHBEIN, K. AND CRAMER, R. D. (2002) “Pursuing strategic 
advantage through political means: A multivariate approach”, Academy of Management 
Journal, 45(4): 659-672. 

SCOTT, W. R. (2001) Institutions and Organizations (Second Edition ed.). London: Sage 
Publications. 

SHIPPER, F. AND JENNINGS, M. M. (1984) Business strategy for the political arena. 
Westport, CT: Quorum Books. 

STIGLER, G. J. (1971) “The theory of economic regulation”, Bell Journal of Economics, 
2(Spring): 3-21. 

THOMAS, L. G. (1996) “The two faces of competition: Dynamic resourcefulness and the 
hypercompetitive shift”, Organization Science, 7(3): 221-242. 

THOMPSON, J. D. (1967) Organizations in action: Social Sciences Bases of 
Administrative Theory. New York: McGraw-Hill. 

USEEM, M. (1980) “Corporations and the corporate elite”, Annual Review of Sociology, 6: 
41-77. 

WEIDENBAUM, M. L. (1990) Business, government, and the public. Englewood Cliffs, 
NJ: Prentice Hall, Inc.: 4th edition. 

WERNERFELT, B. (1984) “A resource-based view of the firm”, Strategic Management 
Journal, 5(2): 171-180. 

WERNERFELT, B. AND KARNANI, A. (1987) “Competitive Strategy under 
Uncertainty”, Strategic Management Journal. 8: 187-194. 

YOFFIE, D. B. (1987) “Corporate strategies for political action”, In A. A. Marcus, A. M. 
Kaufman, & D. R. Beam (Eds.), Business strategy and public policy: Perspectives from 
industry and academia: 43-60. New York: Quorum Books. 

YOFFIE, D. (1988) “How an Industry builds Political Advantage”, Harvard Business 
Review, May: 82-89. 

ZARDKOOHI, A. (1985) “On the political participation of the firm in the electoral 
process”, Southern Economic Journal, 51(3): 804-817 


	1.  Introduction
	2. Market and nonmarket components within strategy 
	3. Explanations to strategic political management theories
	4.  Dynamic capabilities as source of effective nonmarket strategies
	5.  Contingent Resource-Based View   
	6.  Concept of perceived regulatory uncertainty 
	7. Nonmarket capabilities and response strategies to regulatory uncertainty
	8. Nonmarket capabilities and investments under regulatory uncertainty
	9.  Discussion and further research
	References

