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ABSTRACT 

 

Strategic decision making in the firm is treated as Nash equilibrium, Shapely values, and the 

cores are discussed as alternative solution concepts. Strategic variables determine payoffs, 

which are transformed, from activity space into coalitional form. Corporate culture is linked 

to alternative specifications of transferable utility. The foundations of a stakeholding 

organization are set out. A stakeholder approach governance is recommended (1).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 



 2 

 

INTRODUCTION 
 

Maurice Peston and Bernard Corry, saw that, for the most part, the difference between these 

institutions, founded by the Labour Government in the mid 1960’s, and the Universities of 

the time, was one of social class rather than quality: where this was not the case they sought 

to remedy the situation. But entry barriers are continuously resurrected.  

Misapplication of economic theory has become a something of sacrament in governments and 

organizations. To doubt the efficacy of market solutions always and everywhere has become 

heresy. Impervious to standard textbook analysis of international trade, competitiveness has 

become a goal in itself manifested in downsizing, reengineering, lean manufacturing and 

core businesses. This paper develops one aspect that is implicit in the approach of Maurice 

Peston and Bernard Corry: organisations, which include firms, in the public and the private 

sector, have multiple objectives, and their achievement is determined, and should be judged 

by, the distribution as well as the size of their payoffs. Stakeholding is substituted for 

competitiveness and its foundations are sought.  

 

The aim of the paper is to examine the effect of different specifications of the utility functions 

of decision-makers on the realization of potential payoffs. Payoffs are interpreted as rents that 

can be distributed among stakeholders as transferable but not necessarily monetary, utilities. 

A number of related questions are posed: Of the profile of possible strategies, which are 

likely to occur? Will they result in the realization of potential payoffs? What actions can the 

firm adopt to increase the possibility of potential payoffs being achieved?   

 

Plan of the paper 

 

The paper is organized as follows: the first section sets out a general payoff function and 

describes the alternative specifications of transferable utility that are used; in the second 

section; discusses the effect of different specifications of transferable utility. In conclusion, 

wider aspects of stakeholding are outlined. 

Although the approach is novel, it has a number of related foundations in the history of 

thought: i. the theory of the firm, (Holmstrom and Tirole 1989; Tirole, 1990; Conner, 1991), 

especially the dichotomy between firms and markets (Coase, 1937; Penrose, 1959; 

Richardson 1996), and governance (Williamson, 1970, 1975; Hart, 1996); ii. Linear 

economic models (Koopmans, 1951, Samuelson Dorfmann and Solow, 1960; Gale, 1960). 

  

THE STRATEGIC PAYOFF FUNCTION AND UTILITY 

 

The firm is treated as a cooperative game with N agents or decision-makers. Any subset of N 

is a coalition, and there are 2N such coalitions. Agents include all stakeholders; workers 

managers, customers and stockholders. To each coalition, C, T,  N, is associated a single 

number, or payoff, Z©, that is available to the group. Payoffs are transferable and can be 

measured in money, or in psychic terms (quality of life, security, a good environment) and 

distributed to stakeholders as transferable utilities.  

 

Payoffs 

 

In any period the determinants of total payoffs, Z, viewed as potential rather than actual 

values (hence the inequality), can be expressed as  
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Z  {[P], [θS], [θ-S]all S N; [A], [N], [C]; [H], [E], [Ω]}         (1).                                                                               

The function can be divided into three sets of related variables:  

i. decision variables: θs, and θ-s are decisions and actions reflecting expected utilities in 

the preference relation [P]. θS refers to decisions taken by S, an individual or group, and θ-S 

those of others, -S. Corporate culture and mission are located in the domain of decision 

variables. They influence activity variables, and their impact is conditioned by environmental 

variables. 

ii. activity variables: [A], [N], and [C], respectively, denote value adding activities, their 

number, and the coalitional structure of an entire economy or an organization. [A] is a matrix 

of activities which corresponds to the production functions or value chains of firms, that 

generate payoffs. The number of activities, [N], describes the size, and scope of the economy, 

or organization. The way in which basic activities are grouped into firms or partitions within 

firms is described by [C]. Joint actions taken to by coalition members determine the size and 

division of payoffs.   

iii. environmental variables: these are summarized by [E], [H], and [Ω]. [E] denotes 

expectations about the external environment, [H] is an irreversible state variable reflecting 

the history and path dependence of the system. [Ω] is a stochastic factor, incorporating 

shocks, or noise, emphasizing the non deterministic nature of expression (1).  

 

The payoff function can be described as an open text, in contrast to many of the partial and 

deterministic models developed in strategy, which focus on a restricted set of relationships, 

and assume an unbroken chain of cause and effect. The payoff function is seen as networks of 

inter relationships. Strategies are formed interactively at many levels; whole economies, 

organisations, divisions within organisations, business units within divisions, and so on.  

Organisations rise and fall, and are continually revised and recombined as a result of 

competition, integration, and coordination. Learning and adaptation results in the emergence 

of new industries and products, and the development of new niches.  

 

UTILITY FOUNDATION OF DECISION MAKING  

 

Preferences [P], the product of the utility of outcomes, and the subjective probabilities of 

their occurrence, express agents’ expected transferable utilities. Motivation for decisions is 

determined by preferences. Consider three types of utility; i. instrumental, ii. conditional, and 

iii. symbolic. The discussion develops the ideas of Nozick (1995).  

i. Instrumental utilities relate strategic actions directly to expected payoffs, and are the 

product of the utility associated with the outcome, and the subjective probability of it 

occurring. Expected payoffs are not influenced by the choice of action itself. Instrumental 

utility, expected by decision maker S, depends only upon the subjective probability S attaches 

to a set of particular outcomes, and are independent of any action that another agent, -S, may 

take. If θs is an action taken by agent S having M possible outcomes Om, expected 

instrumental utility is, 

Definition (expected instrumental utility): EIU(θS) = Σ(m M) prob (Om) U(Om)                         

(2). 

ii. Expected conditional utility reflects strength of belief in outcomes. It describes a 

conjecture by S that the probability distribution of outcomes can be influenced by the 

decisions, θS, that she takes. Expected conditional payoffs are the product of the utility 

associated with a particular outcome, and the subjective conditional probability of that 

outcome occurring. Suppose, to use an illustration taken up later in the paper, that mutual 

gains from cooperative behaviour are to be had, and S conjectures that the probability of 
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cooperative action by (-S) is increased if she demonstrates the desire to cooperate by her own 

actions: suppose also that she believes that faced with similar alternates he (-S) will act 

similarly. Expected conditional utility, ECU(θS), is, 

Definition (expected conditional utility): ECU(θS) = Σ(m M) prob (Om θS) U(Om)                

(3). 

iii. Symbolic utilities arise when a probable outcome of an action is associated with 

another outcome to which the individual attaches utility. Using the previous example, S may 

cooperate for a number of reasons; perhaps she attaches utility to having a reputation for 

being a trustworthy partner, making a prestigious product, or being associated with a 

charismatic leader, or a worthwhile objective. Expected symbolic utility, ERU(θS), is  

Definition (expected symbolic utility): ERU(θS) = Σ(m M) prob (Om) U(Om + R)              (4). 

where R is the event that agent S associates with outcome Om.  

High powered market like incentive schemes are often destructive of cooperation and 

learning in organizations, (Teece and Pisano, 1994), so in their stead, the importance of 

culture and mission is stressed. The culture of an organization is characterised by the 

probabilities of particular types of behaviour and the strength of belief that members have 

about the likelihood of their occurring. Instrumental utility implies that S imagines the 

probabilities of another’s behaviour is unaffected by her own choices: actions by -S are 

unaffected by the decisions of S and vice versa. In the scenario of expected conditional utility 

the likelihood of a cooperative outcome seen from the point of view of S is determined her 

own choices. Furthermore S may believe that she can increase the probability of cooperative 

behaviour on the part of others by demonstrating cooperative behaviour herself. Conditional 

utility suggests reciprocity in decision making: S chooses an action based on her beliefs about 

the actions of other players. The concept of symbolic utility is connected with the notion of a 

corporate mission. Mission statements, however banal they may appear in practice, reflect 

attempts to link corporate objectives with outcomes that are significant to the individual. 

Reciprocity and significance are important features of stakeholding.  

 

Implications 

 

Now the questions posed at the beginning of the paper are addressed: Of the profile of 

possible strategies, which are likely to occur? Will they result in the realization of potential 

payoffs? What actions can the firm adopt to increase the possibility of potential payoffs being 

achieved? Following expressions (2) - (4), payoffs are interpreted as expected transferable 

utilities of outcomes summarized by the organization matrix. Because the organization matrix 

is a changing landscape, the main concern is with games that are expected to have limited 

repetition. Implications for infinitely repeated games are merely sketched.  

Given purely instrumental utilities, decision-makers in a finite game are generally assumed to 

choose a dominant strategy, resulting in a non cooperative outcome. Outcomes that depend 

on others are seen beyond one individual’s influence. Potential payoffs from cooperation may 

not be realized. This describes a variety of real world situations: failure to realize synergies in 

alliances and mergers, non cooperation in preservation of exhaustible resources, (forests and 

fishery), free riding, and prisoners dilemma issues generally; all illustrate solutions in which 

security levels alone determine Z.   

The introduction of expected conditional utility leaves payoffs unchanged but reflects altered 

beliefs. As the payoff function implies, strategy is an interactive process. Formulation and 

implementation is influenced at many levels within the firm, and outcomes depend upon 

external responses. In contrast to the situation under instrumental utility, conditional utility 

reflects the belief that interactions and reactions by others can be influenced by the 
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individual’s actions. The case for stakeholding in terms of efficiency is that mutual gains 

from cooperative behaviour are to be had, if S conjectures that the probability of cooperative 

action by others, -S, can be enhanced by her own behaviour. The likelihood of cooperation 

may similarly be increased if organizational objectives are linked to those of individual 

stakeholders. The observations about expected conditional and symbolic utilities are 

summarized in Figure 4. Other circumstances are also summarized(4).  

          PAYOFFS REALIZED? 

 

 

INSTRUMENTA

L UTILITY 

CONDITIONA

L UTILITY    

SYMBOLIC 

UTILITY  

Finite game: 

changes in the 

payoff function: 

zero transactions 

costs. 

  

Perhaps Yes Yes 

Finite game: 

changes in the 

payoff function: 

positive 

transactions costs. 

No Yes Yes 

Infinite game: no 

changes in payoff 

function: zero 

transactions costs. 

 

Yes: if threats are 

realistic 

Yes Yes 

Infinite game: no 

changes in the 

payoff function: 

positive 

transactions costs. 

Yes: if threats are 

realistic 

Yes Yes 

FIGURE 1: Results for different specifications of utility   

Attempts to manipulate corporate culture reflect efforts to create conditional expected utilities 

conducive the creation of quality, trust, and synergy. They reflect ways of sidestepping the 

dilemma of designing incentive compatible mechanisms (Hurwicz, 1972; Ledyard, 1978, 

1987; Radner, 1982). Symbolic utility is often summarized in mission statements, and 

enunciations of strategic intent, that link corporate goals to personal objectives valued by 

individual stakeholders: much of the symbolism of advertising, leadership, and human 

resource management has the same purpose. Firms seem to recognize implicitly, the 

importance of conditional utility for reciprocity, and the significance of symbolic utility: 

hence the emphasis on culture and strategic intent. In practice though, many top managers, 

trapped in the illusions of competitiveness, downsizing, reengineering and habitually 

reneging on implicit contracts with stakeholders to increase rents accruing to stockholders 

ignore them.   

Much of the discussion of the importance of corporate culture, and strategic intent is 

unsatisfactory, useful only as a tranquilizing facade for the abrasive talk of competitiveness. 

Unconvincing and empty of real content, it often amounts to tautology, or wishful thinking: 

successful companies have the right culture - how do we know they have the right culture 

because they are successful? Sometimes it seems that competitive advantage measured by 
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transferable payoffs or rent, can be got merely by dreaming. The argument of popular texts 

resembles seems circular (see for example, Hamel and Prahalad, 1994). The link between 

culture and strategic intent and symbolic and conditional utilities (1), helps to identifies ways 

of realising potential payoffs by cooperation.       

Culture can be defined in terms of artifacts (Levi Strauss, ) or in managerial terms as cultural 

programming (Hofstede ). As an artefact, one aspect of culture is reflected by the 

organization matrix and the views which stakeholders take of expected instrumental utilities 

associated with it. Here culture is defined in terms of the probability of certain kinds of 

behaviour. Willingness to incur the transactions costs (cT, cS) of creating synergy, 

demonstrates a commitment to a cooperative culture, nd increase the likelihood of reciprocal 

behaviour by others. Among stakeholders, cooperative behaviour can take many forms: one is 

to demonstrate that the distribution of payoffs that is seen as fair. Further a collaborative 

culture is founded on repetition of cooperative behaviour, even though the organization 

landscape in which it takes place may be continually changing.  In terms of the demonstration 

repetition effects, leaders of stakeholder groups, who are obviously mendacious do a lot of 

damage.  

PREFERENCES EXPECTED PAYOFFS 

FROM COOPERATION 

TARGET 

INSTRUMENTAL 

UTILITIES 

 

 

Σ(i N) prob (Oi) U(Oi) 

 

prob U(Oi): the probability 

of outcome i occurring.  

CONDITIONAL 

UTILITIES 

 

Σ(i N) prob (Oi θs) U(Oi) (ATS cS), and (AST cT): 

the conditional expected 

probabilities by θs, (θ-s) of 

mutually cooperative 

actions. 

SYMBOLIC  

UTILITIES 

Σ(i N) prob (Oi) U(Oi + R) R: events symbolicly 

connected, by S (-S) with 

outcome i. 

FIGURE 2: Target variables for cooperative behaviour 

The implicit assumption in much discussion of corporate governance is that the shareholder is 

the preeminent stakeholder. The analysis in the paper suggests otherwise. Realization of 

monetary and non monetary payoffs, and in particular, creation of long term rents for 

shareholders, depends on the distribution as well as the size of payoffs. 

 

CONCLUDING REMARKS 

 

A stakeholder approach to corporate governance is associated with the sustainability of 

organizations, and has four elements summarized here: necessary conditions are positive 

economic rents (profit in money terms) and superadditivity: this is a weaker condition than 

convexity, requiring only that, in the ever changing organisational landscape, some synergies 

are realized. Sufficient conditions also require, reciprocity, an acceptable balance between 

stakeholders’ interests, and significance, some congruence between the individual values of 

agents stakeholders as decision makers at various levels, and the goals of organizations. 

Interest has been reawakened in the stakeholder economy by unease about the dominant role 

of the City, and anxiety, as the fashion for lean production and reengineering destroys roles 

and jobs, even in the most successful corporations, whilst enhancing payoffs to equity holders 

and senior executives, who reward themselves with stock options. Opponents of stakeholding 

insist that it is undefinable. Actually the meaning is clear, and very close to the conditions for 
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the sustainability of organizations. Sustainability implies a capacity not just to attain 

competitive advantage, but recreate it on a continuous basis. In the short term, it may be a 

matter of luck, and being in the right place at the right time (Coloroll, Queens Moat Hotel and 

many of the spectacular retail successes of the 1980’s), or being protected against new 

competition (the privatized utilities), but some degree of permanence requires the four 

conditions, which also define stakeholding.  

Given the changing landscape, borrowing Alfred Marshall’s terminology, the representative 

firm is a transient entity. Intuitively, in its present form, the capitalist system, or market 

economy, is unlikely to represent the culmination history (Fukayama, 1993). A modest 

requirement for its durability was provided by Keynes and remains true: “For my own part I 

believe there is social and psychological justification for significant inequalities of wealth, 

but not for such large disparities as exist today. There are valuable human activities which 

require the motive of money making...But it is not necessary for the stimulation of these 

activities and stimulation of these proclivities that the game should be played for such high 

stakes as at present.” (Keynes, 1936).    

Often, employees’ feature only as a cost, and share prices can be boosted by downsizing and 

lean production. The customary platitude “our employees are our most valuable resource” is 

a corporate delusion. Top executives renege upon implicit commitments to staff about 

security of employment, and conditions of work. Further, according to the new versions of 

the competitive advantage myth, global pirates roam international stock markets, seeking 

firms who fail the superadditivity test.   

To repudiate the modern myth of competitive advantage as the whole story, is not to deny it 

as an important theme. Profit and superadditivity are necessary conditions for sustainability, 

but it also requires trust, commitment, and imagination: qualities that are unlikely to be 

forthcoming unless employees, customers, and the community in general, feel they have a 

stake, both in terms of its payoffs, and in identifying with its goals. Employees matter, but so 

do citizens. As Shell learned at Brent Spar, Greenpeace was able to substitute scientific 

validation, by the widely held assumption that big companies are frugal with truth.  

Much of management thinking is schizophrenic. The machismo of reengineering, without 

compassion, coexists with a new feeling for culture, and strategic intent; concepts that are 

merely ornaments in company reports, unless they are understood in terms of reciprocity and 

significance. Corporate culture, defined in terms of the probability of certain kinds of 

behaviour, refers in particular to the norm that cooperation between stakeholder groups will 

be mutually reciprocated, and rewarded; strategic intent relates to symbolic utility, and is 

achieved by linking the organisation goals with those of its stakeholders.  

The definition of competitive advantage focuses on the surplus to shareholders: but 

sustainability depends on the distribution of payoffs as well as their absolute level. The costs 

destroyed by business reappear in other forms: as unemployment, and social security charges: 

diminished expectations of work mean that they also surface as health expenditures and 

crime. In Britain half of the population lives in households that receive means tested benefits 

(Field, 1995). Benefits of economic growth in the United States over the last fifteen years 

have accrued mainly to just one per cent of the population. Governments seem incapable of 

satisfying income expectations, or assuaging anxieties. Mr Blair seems to understand that the 

surest way of becoming unpopular is to get elected. Hence the importance of the revival of 

interest in stakeholding. 

 

 

NOTES 
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(1) A fuller discussion of the issues in the paper and proofs of the various propositions 

see Matthews (1995, 1996a, 1996b). 

(2) Convexity requires that m(as)  all C N. m(as) =Σ (j  C, j s) (bsj - csj)  + Σ (i  C,i  s) (bis 

- cis)+ ass . The argument is not substantially affected when it is noted that mutual cooperation 

in a coalition is the efficient outcome iff the expressions in brackets are positive for all i,j,s,  

C. 

(3) For a proof of this and other propositions in the section see Matthews (1996b). 

(4) These are dealt with by folk theorems, trigger strategies, enforceable outcomes, and 

so on. 
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