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Abstract 

 

This paper examines the relation between the degree and type of strategic interaction among 

industry firms and firm performance. As a measure of firm performance, we use data 

envelopment analysis (DEA) to estimate the efficiency of a firm relative to the ‗best practice‘ 

firms in its industry. We find that firms in industries with higher levels of strategic interaction 

are less efficient and the negative relation is more pronounced in industries where firms compete 

in strategic substitutes. This finding is consistent with the idea that there is significantly more 

cooperation (tacit collusion) under strategic complements than strategic substitutes. We also find 

that frontier efficiency methodology outperforms other measures of firm performance in 

explaining the relation between strategic interaction and firm performance. 
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