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Connection between Competition on Resources, 
Environmental Change, and Income Volatility 

The research question is based on the hypothesis that income volatility   
is influenced by endogenous resource-sharing policies

Research Hypothesis

• organizations 
defined as bundles 
of resources that 
are combined in the 
firm in a relatively 
permanent fashion 

Resourced Based 
Theory

• evidence of an active 
reallocation of 
resources in multi-
product companies

• costs and benefits 
of this cross-
subsidization

Internal Capital Markets
Theory

• dynamic and changing 
environment

• organizational 
effectiveness as 
best fit to the 
contingencies of the 
environmental 
situation

Contingency 
Theory
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Income Volatility
The Dilemma of Resource Sharing
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The Two-Shower Model

Rebuild
Two-Shower
Model 

Learning from the
Two-Shower Model

Symmetric
Scenarios

Asymmetric
Scenarios

Symmetric
Scenarios

Asymmetric
Scenarios

Case
Study

Application in a
Company Context

Adaptation 
to World of 
Business
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Symmetry Two-Shower Model (1) 
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Time to Adjust Tap
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Symmetry Two-Shower Model (2) 
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Asymmetry Two-Shower Model (1) 
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Adaptation to the World of Business 

• Retained model structure

• No flow of cold water

• Gap adjustment
structure
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Symmetry Company Model 
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• Preservation of the above illustrated dynamic behaviour from the
shower model in the stylized company model.

• Behaviour desirable in the context of using the shower model in a 
metaphorical way.
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Asymmetry Company Model
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Higher complexity 
for decision makers 
to allocate 
resources.

derive a better insight into the potential of 
using the two-shower model as a basis for 
better understanding of endogenous induced 
income volatility.

Learning from the Two-Shower Model 

better 
understanding 
by simulating 
the single steps.

Metaphorical Impact

• Preservation of dynamic behaviour from the shower model in the stylized company 
model.

• Overcoming of contrary behaviour of minimizing the gap of desired income and 
maximizing total cumulated income.

High complexity for decision makers to allocate res ources.
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Analysis of Income Volatility in Different Industrie s 
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The Focus on Product Classes in Investment 
Banks and the High Income Volatility

• Intangible nature, the co-production by the customer, their heterogeneity 
and the non existing possibility of storage.

• Service production process as a combination of internal and external 
factors and different service dimensions:

• potential dimension,

• process dimension ,

• output dimension.

• Highly specialized teams and the incentive system of produced revenue 
per product, investment banks have a higher potential for competition on 
internal resources.



12/05/2009 . 15

Analysis of Income Volatility of Product Groups 
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• Income volatility of  two product groups between 2005 and 2007:

• Product group with higher income volatility in the secondary business 
shows as well higher income volatility in the primary business. 

• Income volatilities show a difference in the secondary business
from 33% to 21%.
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Primary Business Secondary Business

Causal Loop Diagram – Two Product Groups 
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Market Income vs. Sales Income 
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• Imbalance provides an indicator that secondary business pays higher 
sales incentives than the primary business. 

• Higher income volatility of the secondary business reinforces the need to 
compensate higher oscillations with higher sales incentives
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Summary and Outlook 

• Development of an investment banking model underlying the preservation of 
illustrated dynamic behaviour from the shower model.

• The equilibrium model could be enhanced by turning it into a growth model with 
endogenous determination of sales force and revenue goals.

Future Research

• Testing the effect of competition on internal resources on income volatility in other 
industries in the production sector.

Key Findings

• High complexity for decision makers to allocate resources. 

• Relatively higher income volatility in the investment banking industry.

• Connection between competition on resources, environmental change, and income 
volatility.

• Competition of primary and secondary business on the shared resource sales 
force.
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Appendix
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Appendix

Income Volatility =  


