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How do you create and sustain a profitable strategy?

Competing on Resources

by David J. Collis and Cynthia A. Montgomery

As recently as ten years ago, we thought we knew
most of what we needed to know about strategy.
Portfolio planning, the experience curve, PIMS,
Porter’s five forces - tools like these brought rigor
and legitimacy to strategy at both the business-unit
and the corporate level. Leading companies, such as
General Electric, built large staffs that reflected
growing confidence in the value of strategic plan-
ning. Strategy consulting boutiques expanded
rapidly and achieved widespread recognition. How
different the landscape looks today. The armies of
planners have all but disappeared, swept away by
the turbulence of the past decade. On multiple
fronts, strategy has come under fire.

At the business-unit level, the pace of global
competition and technological change has left
managers struggling to keep up. As markets move
faster and faster, managers complain that strategic
planning is too static and too slow. Strategy has
also become deeply problematic at the corporate
level. In the 1980s, it turned out that corporations

David |. Collis is an associate professor of business ad-
ministration and Cynthia A. Montgomery is a professor
of business administration at the Harvard Business
School in Boston, Massachusetts. Their research focuses
on corporate strategy and the competitiveness of diversi-
fied companies.
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were often destroying value by owning the very di-
visions that had seemed to fit so nicely in their
growth/share matrices. Threatened by smaller, less
hierarchical competitors, many corporate stalwarts
either suffered devastating setbacks (IBM, Digital,
General Motors, and Westinghouse) or underwent
dramatic transformation programs and internal re-
organizations (GE and ABB). By the late 1980s, large
multibusiness corporations were struggling to jus-
tify their existence.

Not surprisingly, waves of new approaches to
strategy were proposed to address these multiple
assaults on the premises of strategic planning.
Many focused inward. The lessons from Tom Peters
and Bob Waterman'’s “excellent” companies led the
way, closely followed by total quality management
as strategy, reengineering, core competence, com-
peting on capabilities, and the learning organiza-
tion. Each approach made its contribution in turn,
yet how any of them built on or refuted the previ-
ously accepted wisdom was unclear. The result:
Each compounded the confusion about strategy
that now besets managers.

A framework that has the potential to cut
through much of this confusion is now emerging
from the strategy field. The approach is grounded in
economics, and it explains how a company'’s re-

DRAWING BY MICHAEL WITTE




TE=s=T

FEILT LI S T ST FUENET ST s S S S

==

Strategy in the 1990s

sources drive its performance in a dynamic compet-
itive environment. Hence the umbrella term aca-
demics use to describe this work: the resource-
based view of the firm (RBV).! The RBV combines
the internal analysis of phenomena within compa-
nies (a preoccupation of many management gurus
since the mid-1980s) with the external analysis of
the industry and the competitive environment (the
central focus of earlier strategy ap-
proaches). Thus the resource-based
view builds on, but does not replace,
the two previous broad approaches
to strategy by combining internal
and external perspectives.? It de-
rives its strength from its ability to
explain in clear managerial terms
why some competitors are more
profitable than others, how to put the idea of
core competence into practice, and how to develop
diversification strategies that make sense. The
resource-based view, therefore, will be as power-
ful and as important to strategy in the 1990s as
industry analysis was in the 1980s. (See the insert
“ A Brief History of Strategy.”)

The RBV sees companies as very different collec-
tions of physical and intangible assets and capabili-
ties. No two companies are alike because no two
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companies have had the same set of experiences,
acquired the same assets and skills, or built the
same organizational cultures. These assets and ca-
pabilities determine how efficiently and effectively
a company performs its functional activities. Fol-
lowing this logic, a company will be positioned to
succeed if it has the best and most appropriate
stocks of resources for its business and strategy.

In practice, core competence has
too often become a “feel good”

exercise that no one fails.

Valuable resources can take a variety of forms, in-
cluding some overlooked by the narrower concep-
tions of core competence and capabilities. They can
be physical, like the wire into your house. Poten-
tially, both the telephone and cable companies are
in a very strong position to succeed in the brave
new world of interactive multimedia because they
own the on-ramp to the information superhighway.
Or valuable resources may be intangible, such as
brand names or technological know-how. The Walt
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determines the value of a resource or a capability.

Value creation zone

The dynamic interplay of three fundamental market forces

where the valuable resources
might reside in a particular func-
tion, such as corporate research
and development, or in an asset,
such as corporate brand identity.
Superior performance will there-
fore be based on developing a
competitively distinct set of re-
sources and deploying them in a
well-conceived strategy.

Competitively Valuable
Resources

Resources cannot be evaluated
in isolation, because their value is
determined in the interplay with
market forces. A resource that is
valuable in a particular industry
or at a particular time might fail
to have the same value in a dif-
ferent industry or chronological
context. For example, despite sev-
eral attempts to brand lobsters, so
far no one has been successful in
doing so. A brand name was once
very important in the personal

Disney Company, for example, holds a unique con-
sumer franchise that makes Disney a success in a
slew of businesses, from soft toys to theme parks to
videos. Similarly, Sharp Corporation’s knowledge
of flat-panel display technology has enabled it to
dominate the $7 billion worldwide liquid-crystal-
display (LCD) business. Or the valuable resource
may be an organizational capability embedded in
a company'’s routines, processes, and culture. Take,
for example, the skills of the Japanese automobile
companies — first in low-cost, lean manufacturing;
next in high-quality production; and then in fast
product development. These capabilities, built up
over time, transform otherwise pedestrian or com-
modity inputs into superior products and make the
companies that have developed them successful in
the global market.

Competitive advantage, whatever its source, ul-
timately can be attributed to the ownership of a
valuable resource that enables the company to per-
form activities better or more cheaply than com-
petitors. Marks & Spencer, for example, possesses
a range of resources that demonstrably yield it a
competitive advantage in British retailing. (See the
exhibit “How Marks & Spencer’s Resources Give It
Competitive Advantage.”) This is true both at the
single-business level and at the corporate level,
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computer industry, but it no
longer is, as IBM has discovered at great cost. Thus
the RBV inextricably links a company’s internal ca-
pabilities (what it does well) and its external indus-
try environment (what the market demands and
what competitors offer). Described that way, com-
peting on resources sounds simple. In practice,
however, managers often have a hard time identify-
ing and evaluating their companies’ resources ob-
jectively. The RBV can help by bringing discipline
to the often fuzzy and subjective process of assess-
ing valuable resources.

For a resource to qualify as the basis for an effec-
tive strategy, it must pass a number of external
market tests of its value. Some are so straight-
forward that most managers grasp them intuitively
or even unconsciously. For instance, a valuable re-
source must contribute to the production of some-
thing customers want at a price they are willing to
pay. Other tests are more subtle and, as a result, are
commonly misunderstood or misapplied. These
often turn out to cause strategies to misfire.

1. The test of inimitability: Is the resource hard
to copy? Inimitability is at the heart of value cre-
ation because it limits competition. If a resource
is inimitable, then any profit stream it generates is
more likely to be sustainable. Possessing a resource
that competitors easily can copy generates only
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COMPETING ON RESOURCES

temporary value. But because managers fail to ap-
ply this test rigorously, they try to base long-term
strategies on resources that are imitable. IBP, the
first meat-packing company in the United States to
modernize, built a set of assets (automated plants
located in cattle-rearing states) and capabilities
(low-cost “disassembly” of beef] that enabled it to
earn returns of 1.3% in the 1970s. By the late 1980s,
however, ConAgra and Cargill had replicated these
resources, and IBP’s returns fell to 0.4%.
Inimitability doesn’t last forever. Competitors
eventually will find ways to copy most valuable re-
sources. But managers can forestall them—and sus-
tain profits for a while—by building their strategies
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around resources that have at least one of the fol-
lowing four characteristics:

The first is physical uniqueness, which almost
by definition cannot be copied. A wonderful real es-
tate location, mineral rights, or Merck & Compa-
ny’s pharmaceutical patents simply cannot be imi-
tated. Although managers may be tempted to think
that many of their resources fall into this category,
on close inspection, few do.

A greater number of resources cannot be imitated
because of what economists call path dependency.
Simply put, these resources are unique and, there-
fore, scarce because of all that has happened along

~ the path taken in their accumulation. As a result,
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COMPETING ON RESOURCES

competitors cannot go out and buy these resources
instantaneously. Instead, they must be built over
time in ways that are difficult to accelerate.?

The Gerber Products Company brand name for
baby food, for example, is potentially imitable. Re-
creating Gerber’s brand loyalty, however, would

Banking on the durability of
most core competencies is risky.
They have limited lives and will
earn only temporary profits.

take a very long time. Even if a competitor spent
hundreds of millions of dollars promoting its baby
food, it could not buy the trust that consumers as-
sociate with Gerber. That sort of brand connotation
can be built only by marketing the product steadily
for years, as Gerber has done. Similarly, crash R&D
programs usually cannot replicate a successful
technology when research findings cumulate. Hav-
ing many researchers working in parallel cannot
speed the process, because bottlenecks have to be
solved sequentially. All this builds protection for
the original resource.

The third source of inimitability is causal ambi-
guity. Would-be competitors are thwarted because
it is impossible to disentangle either what the valu-
able resource is or how to re-create it. What really is
the cause of Rubbermaid’s continued success in
plastic products? We can draw up lists of possible
reasons. We can try, as any number of competitors
have, to identify its recipe for innovation. But, in
the final analysis, we cannot duplicate Rubber-
maid’s success.

Causally ambiguous resources are often organi-
zational capabilities. These exist in a complex web
of social interactions and may even depend criti-
cally on particular individuals. As Continental and
United try to mimic Southwest’s successful low-
cost strategy, what will be most difficult for them
to copy is not the planes, the routes, or the fast
gate turnaround. All of those are readily observable
and, in principle, easily duplicated. However, it will
be difficult to reproduce Southwest’s culture of
fun, family, frugality, and focus because no one can
quite specify exactly what it is or how it arose.

The final source of inimitability, economic deter-
rence, occurs when a company preempts a competi-
tor by making a sizable investment in an asset. The
competitor could replicate the resource but, be-
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cause of limited market potential, chooses not to.
This is most likely when strategies are built around
large capital investments that are both scale sensi-
tive and specific to a given market. For example,
the minimum efficient scale for float-glass plants is
so large that many markets can support only one
such facility. Because such assets
cannot be redeployed, they represent
a credible commitment to stay and
fight it out with competitors who try
to replicate the investment. Faced
with such a threat, potential imita-
tors may choose not to duplicate the
resource when the market is too
small to support two players the size
of the incumbent profitably. That is
exactly what is now occurring in
Eastern Europe. As companies rush to modernize,
the first to build a float-glass facility in a country is
likely to go unchallenged by competitors.

2. The test of durability: How quickly does this
resource depreciate? The longer lasting a resource
is, the more valuable it will be. Like inimitability,
this test asks whether the resource can sustain
competitive advantage over time. While some in-
dustries are stable for years, managers today recog-
nize that most are so dynamic that the value of re-
sources depreciates quickly. Disney’s brand name
survived almost two decades of benign neglect be-
tween Walt Disney’s death and the installation of
Michael D. Eisner and his management team. In
contrast, technological know-how in a fast-moving
industry is a rapidly wasting asset, as the list of dif-
ferent companies that have dominated successive
generations of semiconductor memories illus-
trates. Economist Joseph A. Schumpeter first recog-
nized this phenomenon in the 1930s. He described
waves of innovation that allow early movers to
dominate the market and earn substantial profits.
However, their valuable resources are soon imi-
tated or surpassed by the next great innovation, and
their superior profits turn out to be transitory.
Schumpeter’s description of major companies and
whole industries blown away in a gale of “creative
destruction” captures the pressure many managers
feel today. Banking on the durability of most core
competencies is risky. Most resources have a lim-
ited life and will earn only temporary profits.

3. The test of appropriability: Who captures the
value that the resource creates? Not all profits from
a resource automatically flow to the company that
“owns” the resource. In fact, the value is always
subject to bargaining among a host of players, in-
cluding customers, distributors, suppliers, and em-
ployees. What has happened to leveraged buyout
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firms is revealing. A critical resource of LBO firms
was the network of contacts and relationships in
the investment banking community. However, this
resource often resided in the individuals doing the
deals, not in the LBO firms as a whole. These indi-
viduals could-and often did —depart to set up their
own LBO funds or move to another firm where they
could reap a greater share of the profits that their
resource generated. Basing a strategy on resources
that are not inextricably bound to the company can
make profits hard to capture.

4. The test of substitutability: Can a unique re-
source be trumped by a different resource? Since
Michael E. Porter’s introduction of the five-forces
framework, every strategist has been on the look-
out for the potential impact of substitute products.
The steel industry, for example, has lost a major
market in beer cans to aluminum makers in the
past 20 years. The resource-based view pushes this
critical question down a level to the resources that
underpin a company’s ability to deliver a good or
service. Consider the following example. In the
early 1980s, People Express Airlines challenged the
major airlines with a low-price strategy. Founder
Donald C. Burr pursued this strategy by developing
a unique no-frills approach and an infrastructure to
deliver low-cost flights. Although the major air-
lines were unable to replicate this

assessment of what it does better than competitors,
for which the term distinctive competence is more
appropriate. How many consumer packaged-goods
companies assert that their core competence is con-
sumer marketing skills? They may indeed all be
good at that activity, but a corporate strategy built
on such a core competence will rapidly run into
trouble because other competitors with better
skills will be pursuing the same strategy.

The way to avoid the vacuousness of generic
statements of core competence is to disaggregate
the corporation’s resources. The category consumer
marketing skills, for example, is too broad. But it
can be divided into subcategories such as effective
brand management, which in turn can be divided
into skills such as product-line extensions, cost-
effective couponing, and so on. Only by looking at
this level of specificity can we understand the
sources of a company’s uniqueness and measure by
analyzing the data whether it is competitively su-
perior on those dimensions. Can anyone evaluate
whether Kraft General Foods’ or Unilever’s con-
sumer marketing skills are better? No. But we can
demonstrate quantitatively which is more success-
ful at launching product-line extensions.

Disaggregation is important not only for identify-
ing truly distinctive resources but also for deriving

approach, they nevertheless were
able to retaliate using a different
resource to offer consumers

equivalent low-cost fares — their
computer reservation systems
and yield-management skills.
This substitution eventually
drove People Express into bank-
ruptcy and out of the industry.

5. The test of competitive supe-
riority: Whose resource is really
better? Perhaps the greatest mis-
take managers make when evalu-
ating their companies’ resources
is that they do not assess them
relative to competitors’. Core com-
petence has too often become a
“feel good” exercise that no one
fails. Every company can identify
one activity that it does relatively
better than other activities and
claim that as its core competence.
Unfortunately, core competence
should not be an internal assess-
ment of which activity, of all its
activities, the company performs
best. It should be a harsh external

Tangible

Intangible

Capabilities

Resource Competitive Advantage

in Great Britain
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3%. % ~pe Sl E

No ércmoﬁmaf snhs

Lewer labor turnover
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Lewer costs and higher
quality of goods sold

Fewer layers of hierarchy:
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COMPETING ON RESOURCES

actionable implications. How many companies
have developed a statement of their core competen-
cies and then have struggled to know what to do
with it? One manufacturer of medical-diagnostics
test equipment, for example, defined one of its core
competencies as instrumentation. But this intu-
itively obvious definition was too broad to be ac-
tionable. By pushing to deeper levels of disaggrega-
tion, the company came to a powerful insight. In
fact, its strength in instrumentation was mainly at-
tributable to its competitive superiority in design-
ing the interface between its machines and the peo-
ple who use them. As a result, the company decided

The greatest mistake managers
make when evaluating their
resources is failing to assess
them relative to competitors’.

to reinforce its valuable capability by hiring ergono-
mists, and it expanded into doctors’ offices, a fast-
growing segment of its market. There, the compa-
ny’s resources created a real competitive advantage,
in part because its equipment can be operated by of-
fice personnel rather than only by technicians.
Although disaggregation is the key to identifying
competitively superior resources, sometimes the
valuable resource is a combination of skills, none of
which is superior by itself but which, when com-
bined, make a better package. Honeywell’s indus-
trial automation systems are successful in the
marketplace —a measure that the company is good
at something. Yet each individual component and
software program might not be the best available.
Competitive superiority lies either in the weighted
average (the company does not rank first in any re-
source, but it is still better on average than any
competitor) or in its system-integration capability.
The lesson for managers is that conclusions
about critical resources should be based on objec-
tive data from the market: In our experience, man-
agers often treat core competence as an exercise in
intuition and skip the thorough research and de-
tailed analysis needed to gt the right answer.

Strategic Implications

Managers should build their strategies on re-
sources that meet the five tests outlined above. The
best of these resources are often intangible, not
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physical, hence the emphasis in recent approaches
on the softer aspects of corporate assets - the cul-
ture, the technology, and the transformational
leader. The tests capture how market forces deter-
mine the value of resources. They force managers
to look inward and outward at the same time.

However, most companies are not ideally po-
sitioned with competitively valuable resources.
More likely, they have a mixed bhag of resources -
some good, some mediocre, and some outright lia-
bilities, such as IBM’s monolithic mainframe cul-
ture. The harsh truth is that most companies’
resources do not pass the objective application of
the market tests.

Even those companies that are for-
tunate enough to have unusual as-
sets or capabilities are not home free.
Valuable resources must still be
joined with other resources and em-
bedded in a set of functional policies
and activities that distinguish the
company’s position in the market —
after all, competitors can have core
competencies, too.

Strategy requires managers to look forward as
well. Companies fortunate enough to have a truly
distinctive competence must also be wise enough
to realize that its value is eroded by time and com-
petition. Consider what happened to Xerox. During
what has become known as its “lost decade,” the
1970s, Xerox believed its reprographic capability to
be inimitable. And while Xerox slept, Canon took
over world leadership in photocopiers.

In a world of continuous change, companies need
to maintain pressure constantly at the frontiers —
building for the next round of competition. Man-
agers must therefore continually invest in and up-
grade their resources, however good those resources
are today, and leverage them with effective strate-
gies into attractive industries in which they can
contribute to a competitive advantage.

Investing in Resources. Because all resources de-
preciate, an effective corporate strategy requires
continual investment in order to maintain and
build valuable resources. One of Eisner’s first ac-
tions as CEO at Disney was to revive the company’s
commitment to animation. He invested $50 mil-
lion in Who Framed Roger Rabbit? to create the
company’s first animated feature-film hit in many
years and quadrupled its output of animated feature
films—bringing out successive hits, such as Beauty
and the Beast, Aladdin, and The Lion King.

Similarly, Marks & Spencer has periodically re-
examined its position in its only business - retail-
ing—and has made major investments to stay com-
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petitive. In the early 1980s, the British company
spent billions on store renovation, opened new
edge-of-town locations, and updated its procure-
ment and distribution systems. In contrast, the
U.S. retailer Sears, Roebuck and Company diversi-
fied into insurance, real estate, and stock broker-
ages, while failing to keep up with the shift in re- ‘
tailing to new mall locations and specialty stores.
The mandate to reinvest in strategic resources
may seem obvious. The great contribution of the
core competence notion is its recognition that, in
corporations with a traditional divisional structure,
investment in the corporation’s resources often
takes a backseat to optimizing current divisional

PHOTOS BY TONY RINALDO

profitability. Core competence, therefore, identifies
the critical role that the corporate office has to play
as the guardian of what are, in essence, the crown
jewels of the corporation. In some instances, such
guardianship might even require explicitly estab-
lishing a corporate officer in charge of nurturing the
critical resources. Cooper Industries, a diversified
manufacturer, established a manufacturing ser-
vices group to disseminate the best manufacturing
practices throughout the company. The group
helped “Cooperize” acquired companies, rational-
izing and improving their production facilities. The
head of the services group, Joseph R. Coppola, was
of a caliber to be hired away as CEO of Giddings &
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Lewis, the largest U.S. machine tool manufacturer. | acommon experience when resources are evaluated

Similarly, many professional service firms, such as
Coopers & Lybrand, have a senior partner in charge
of their critical capabilities - client-relationship
management, staff training, and intellectual devel-
opment. Valuable corporate resources are often
supradivisional, and, unless someone is managing
them on that basis, divisions will underinvest in
them or free ride on them.

At the same time, investing in core competencies
without examining the competitive dynamics that
determine industry attractiveness is dangerous. By
ignoring the marketplace, managers risk investing
heavily in resources that will yield low returns.
Masco Corporation did exactly that. It built a com-
petence in metalworking and diversified into tight-
ly related industries. Unfortunately, the returns
from this strategy were lower than the company
had expected. Why? A straightforward five-forces
analysis would have revealed that the structure of
the industries Masco entered was poor — buyers
were price sensitive with limited switching costs,
entry barriers were low, and suppliers were power-
ful. Despite Masco’s metalworking expertise, its
industry context prevented it from achieving ex-
ceptional returns until it developed the skills that
enabled it to enter more attractive industries.

Similarly, if competitors are ignored, the profits
that could result from a successful resource-based
strategy will dissipate in the struggle to acquire
those resources. Consider the value of the cable
wire into your house as a source of competitive ad-
vantage in the multimedia industry. Companies

Ironically, many diversification
efforts fail because even the
companies that own valuable
resources can’t replicate them.

such as Time Warner have been forced by competi-
tors, who can also see the value of that wire, to bid
billions of dollars to acquire control of even modest
cable systems. As a result, they may never realize
substantial returns on their investment. This is
true not only for resources acquired on the market
but also for those core competencies that many
competitors are simultaneously trying to develop
internally.

Upgrading Resources. What if a company has no
unusually valuable resources? Unfortunately, that is
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against the standard of competitive superiority. Or
what if a company’s valuable resources have been
imitated or substituted by competitors? Or per-
haps its resources, like Masco’s, are valuable only
in industries so structurally unattractive that, re-
gardless of how efficiently it operates, its financial
returns will never be stellar. In these cases—indeed,
in nearly all cases—companies must continually up-
grade the number and quality of their resources and
associated competitive positions in order to hold
off the almost inevitable decay in their value.

Upgrading resources means moving beyond what
the company is already good at, which can be ac-
complished in a number of ways. The first is by
adding new resources, the way Intel Corporation
added a brand name, Intel Inside, to its technologi-
cal resource base. The second is by upgrading to
alternative resources that are threatening the com-
pany’s current capabilities. AT&T is trying to build
capabilities in multimedia now that its physical
infrastructure-the network—-is no longer unique or
as critical as it once was. Finally, a company can up-
grade its resources in order to move into a struc-
turally more attractive industry, the way Nucor
Corporation, a U.S. steel company, has made the
transition from competitive, low-margin, down-
stream businesses, such as steel joists, into more
differentiated, upstream businesses, such as thin-
slab cast-steel sheets.

Perhaps the most successful examples of upgrad-
ing resources are in companies that have added new
competencies sequentially, often over extended pe-
riods of time. Sharp provides a won-
derful illustration of how to exploit
a virtuous circle of sequentially up-
grading technologies and products,
what the Japanese call “seeds and
needs.” In the late 1950s, Sharp was
an assembler of televisions and ra-
dios, seemingly condemned to the
second rank of Japanese consumer
electronics companies. To break out
of that position, founder Tokuji
Hayakawa, who had always stressed the impor-
tance of innovation, created a corporate R&D facil-
ity. When the Japanese Ministry of International
Trade and Industry blocked Sharp from designing
computers, the company used its limited technol-
ogy to produce the world’s first digital calculator in
1964. To strengthen its position in this business,
Sharp backward integrated into manufacturing its
own specialized semiconductors and made a strong
commitment to the new liquid-crystal-display
technology. Sharp’s bet on LCD technology paid
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off and enabled it to develop a number of new
products, such as the Wizard electronic organizer.
Over time, the superiority of its display technology
gave Sharp a competitive advantage in businesses it
had previously struggled in, such as camcorders.
Its breakthrough product, Viewcam, captured 20%
of the Japanese market within six
months of release in 1992.

At each stage, Sharp took on a
new challenge, whether to develop or
improve a technology or to enter or
attack a market. Success in each
endeavor improved the company’s
resources in technology, distribu-
tion, and organizational capability. It
also opened new avenues for expansion. Today,
Sharp is the dominant player in the LCD market
and a force in consumer electronics.

Cooper provides another example. Challenged to
justify its plan to acquire Champion Spark Plug
Company in 1989, when fuel injection was replac-
ing spark plugs, Cooper reasoned that it had the
resources to help Champion improve its position,
as it had done many times before with products
such as Crescent wrenches, Nicholson files, and
Gardner-Denver mining equipment. But what
really swung the decision, according to Cooper
chairman and CEO Robert Cizik, was the recogni-
tion that Cooper lacked a critical skill it needed for
the future — the ability to manage international
manufacturing. With its numerous overseas plants,
Champion offered Cooper the opportunity to ac-
quire global management capabilities. The Cham-
pion acquisition, in Cizik’s view, was a way to up-
grade Cooper’s resources. Indeed, a review of the
company’s history shows that Cooper has deliber-
ately sought to improve its capabilities gradually by
periodically taking on challenges it knows will
have a high degree of difficulty for the organization.

Leveraging Resources. Corporate strategies must
strive to leverage resources into all the markets in
which those resources contribute to competitive
advantage or to compete in new markets that im-
prove the corporate resources. Or, preferably, both,
as with Cooper’s acquisition of Champion. Failure
to do so, as occurred with Disney following the
death of its founder, leads a company to be under-
valued. Eisner’s management team, which ex-
tended the scope of Disney’s activities into hotels,
retailing, and publishing, was installed in response
to a hostile-takeover threat triggered by the under-
utilization of the company’s valuable resources.

Good corporate strategy, then, requires continual
reassessment of the company’s scope. The question
strategists must ask is, How far can the company’s
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valuable resource be extended across markets? The
answer will vary widely because resources differ
greatly in their specificity, from highly fungible re-
sources (such as cash, many kinds of machinery,
and general management skills) to much more spe-
cialized resources (such as expertise in narrow sci-

Newell’s success comes from
deploying its capabilities in a
structurally attractive industry.

entific disciplines and secret product formulas).
Specialized resources often play a critical role in se-
curing competitive advantage, but, because they
are so specific, they lose value quickly when they
are moved away from their original settings. Shell
Oil Company’s brand name, for example, will not
transfer well outside autos and energy, however
valuable it is within those fields. Highly fungible
resources, on the other hand, transfer well across a
wide range of markets but rarely constitute the key
source of competitive advantage.

The RBV helps us understand why the track
record of corporate diversification has been so poor
and identifies three common and costly strategic
errors companies make when they try to grow by
leveraging resources. First, managers tend to over-
estimate the transferability of specific assets and
capabilities. The irony is that because valuable re-
sources are hard to imitate, the company itself may
find it difficult to replicate them in new markets.
Despite its great success in Great Britain, Marks &
Spencer has failed repeatedly in attempts to lever-
age its resources in the North American market —
a classic example of misjudging the important role
that context plays in competitive advantage. In this
case, the concepts of path dependency and causal
ambiguity are both at work. Marks & Spencer’s suc-
cess is rooted in its 100-year reputation for excel-
lence in Great Britain and in the skills and relation-
ships that enable it to manage its domestic supply
chain effectively. Just as British competitors have
been unable to duplicate this set of advantages,
Marks & Spencer itself struggles to do so when it
tries to enter a new market against established
competitors.

Second, managers overestimate their ability to
compete in highly profitable industries. Such in-
dustries are often attractive precisely because entry
barriers limit the number of competitors. Entry bar-
riers are really resource barriers: The reason com-
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petitors find it so hard to enter the business is that
accumulating the necessary resources is difficult. If
it could be done easily, competitors would flock to
the opportunity, driving down average returns.
Many managers fail to see the connection between
company-level resources and industry-level profits
and convince themselves that they can vault the
entry barrier, without considering which factors
will ultimately determine success in the industry.
Philip Morris Companies’ entry into soft drinks, for
example, foundered on the difficulties it faced man-
aging the franchise distribution network. After
years of poor performance in that business, it gave
up and divested 7-Up.

The third common diversification mistake is to
assume that leveraging generic resources, such as
lean manufacturing, will be a major source of com-
petitive advantage in a new market - regardless of
the specific competitive dynamics of that market.
Chrysler Corporation seems to have learned this
lesson. Expecting that its skills in design and manu-
facturing would ensure success in the aerospace in-
dustry, Chrysler acquired Gulfstream Aerospace
Corporation - only to divest it five years later in
order to concentrate on its core businesses.

Despite the common pitfalls, the rewards for
companies that leverage their resources appropri-
ately, as Disney has, are high. Newell Company is
another stunning example of a company that has
built a set of capabilities and used them to secure
commanding positions for products in a wide range
of industries. Newell was a modest manufacturer of
drapery hardware in 1967, when a new CEO, Daniel
C. Ferguson, articulated its strategy: The company
would specialize in high-volume production of a
variety of household and office staple goods that
would be sold through mass merchandisers. The
company made a series of acquisitions, each of
which benefited from Newell’s capabilities - its fo-
cused control systems; its computer links with
mass discounters, which facilitate paperless invoic-
ing and automatic inventory restocking; and its ex-
pertise in the “good-better-best” merchandising of
basic products, in which retailers typically choose
to carry only one brand, with several quality and
price levels. In turn, each acquisition gave Newell
yet another opportunity to strengthen its capabili-
ties. Today, Newell holds leading market positions
in drapery hardware, cookware, glassware, paint-
brushes, and office products and maintains an im-
pressive 15% earnings growth annually. What dif-
ferentiates this diversified company from a host of
others is how it has been able to use its corporate
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resources to establish and maintain competitive
advantage at the business-unit level.

However, even Newell benefits from the attrac-
tiveness of the markets in which it competes. All
its products are infrequently purchased, low-cost
items. Most consumers will not spend time com-
parison shopping for six glasses, nor do they have
a sense of the market price. Do you know if $3.99
is too much to pay for a brass curtain rod? Thus
Newell’s resources are all the more valuable for be-
ing deployed in an attractive industry context.

Whether a company is building a strategy based
on core competencies, is developing a learning or-
ganization, or is in the middle of a transformation
process, those concepts can all be interpreted as a
mandate to build a unique set of resources and ca-
pabilities. However, this must be done with a sharp
eye on the dynamic industry context and competi-
tive situation, rigorously applying market tests to
those resources. Strategy that blends two powerful
sets of insights about capabilities and competition
represents an enduring logic that transcends man-
agement fads.

That this approach pays off is demonstrated by
the impressive performance of companies such as
Newell, Cooper, Disney, and Sharp. Although these
companies may not have set out explicitly to craft
resource-based strategies, they nonetheless capture
the power of this logic and the returns that come to
those who do.
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