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IS THE RESOURCE-BASED "VIEW” A USEFUL
PERSPECTIVE FOR STRATEGIC
MANAGEMENT RESEARCH? YES

JAY B. BARNEY
The Ohic State University

Here I examine each of the major issues raised by Priem and Butler (this issue} about
my 1881 article and subsequent resource-based research. While it turns ouf that Priem
ond Butler's direct criticisms of the 1881 ariicle are unisunded, they do remind
resource-tased ressarchers of some imporiant requirements of this kind of research.
[ also discuss some important issues not raized by Priem and Butler—the resolutions
of which will be necessary if « more complete resource-bused theory of sirategic

advantage is to be develicped.

Priem and Butler's (this issue) critique of my
1931 Journal of Management article raises sev-
eral imporiaat issues, about both the article and
subseqguent developmenis in the resource-based
view (BBV) of the firm. While I disagree with
most of these authors’ criticisms, they clearly
provide a service by creating o {orum within
which the creation, development, and iuture of
resource-based models of competition can be
discussed and debated.

Priem and Builer's criticisms fall into four
broad categories: (1) that the resource-buased
theory 1 develop in the 1881 paper is tautologi-
cal, (2) that my argument fails to ackncwledge
that many dilferent resource configurations
could generate the same value for firms and,
thus, would not be sources of competitive ad-
vantage, (3) that the role of product markeis is
underdeveloped in the argument, and (4) that
the theory developed in the crticle has limited
prescriptive implications. [ discuss each of these
criticisms in turn. Ar the end of this response, I
also discuss several important issues in the
field of strotegic monagement that are ad-
cressed neither in the 1981 paper nor in subse-
guent resource-based work., These issues,
think, constitute part of the research agenda
that resource-based and other theorists must ad-

Comments and suggestions from Asli Arikan, Valenting
Della Corte, Xonstantina Kiousis, Michael Leiblein, Doug
Miller, Mike Peng, Mawo Sciarelli, and Heli Wang have
been helpful in writing this article. I began writing this
article whiie visiting the Marketing Depariment at Boconni
University 1n Milan, Haly. I am grateful for the space and
intellectual climate I was provided there.
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dress if the field of strategic management is to
continue te progress.

THE TAUTOLOGY CRITIQUE

Priem ond Butler's first and, in many ways,
most important critique of the 1991 article is that
the HBY presented is tauiological—ithat its pri-
mary gssertions are true by definition and, thus,
not subject to empirical test (Williamson, 1838}
Following Bacharach (1983). the authors attempt
to demonsirate the toutelogical nature of the
1991 argument by substituting the definitions of
vaiue, rarity, and strategic advantage given
there into what they characterize as one of the
central empirical assertions of the RBV: only
valuable and rore resources can be sources of
competitive advantoge. The assertions thus de-
rived are clearly autological. However, the fact
that Priem and Butler are uble to restate paris of
the 1891 argument in wavs that make it tauto-
logical is not the same thing as demonstrating
that the argument is, in foct, tautological.

It is important to recognize that, ot this defini-
tional leve!l, all sirategic management theories
are toutological in the way Priem and Butler
describe. For example, Porter's {1980) assertions
about the relationship between industry attrac-
tiveness and firm performance can be reduced
to tautology by observing that firms in attractive
industries will outperform firms in unattractive
industries and by delining industry attractive-
ness in terms of the ability of {irms (o perform
weil. Transaction cost economics also can be
reduced to taqutoiogy: hierarchical forms of gov-
erncnce will replace market forms of gover-
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nance when the costs of market governcance are
greaier than the cosis of hierarchical gover-
nance. Indeed, this is known as the Coasian
tautology. Thus, the akility to restate o theory in
ways that moke it tautological provides no in-
sights about the empirical testability of the the-
ory whatsosver.'

Of course, the critical issue is not whether a
theory can be restated in such a way as 10 make
it tauiclogical—since this can always be done—
but whether at least some of the elements of that
theory have been porameterized in o way that
makes it possible to generate testable empirical
assertions. For example, Porter's thecry is
clearly neot tautological since he specifies the
conditions that moke on industry more or less
atiractive independent of the perfcrmance of
firms in that induswy. Porter parameterizes in-
dustry attractiveness through the well-known
“five forces” framework, a porameterization that
enables Porter o make empirically testable as-
sertions of the form, firms operating in industries
characterized by high rivalry, high threat of sub-
stitutes, high threat of entry, high buyer power,
and high supplier power will perform at o lower
level than firms operating in industries without
these atiributes.

In o similar way, Williamson (1875) parame-
terizes the aitribuies of transactions in ways
thot make it possible to specity conditions under
which the costs of market governance will be
greater tharn the costs of hierarchical gover-
nance. Williumson has explored several ver-
sions of this porameterization, but the most crit-
ical transaction attribute he has identified
seems to be transaction-specific invesiment.
This parameterization enables Williamsen to
make empiricaily testable assertions of the
form, transactions characterized by high trans-
aciion-specific investment will be less cosily to

! Moreover, because a theory is toutological does not
mean that it might not be insightful and even empirically
fruitful. For example, ¢ll game theoretic models are tauto-
logical in the sense that the hypotheses they generate are
completely determined by the assumptions adopted in the
models and the laws of mathematics applied to these as-
sumptions. However, these ioutological models can some-
times generate quite counterintuitive insights that can, in
principle, lead tc important empirical research. Again, the
issue is not tautology, per se, but, rather, whether the prop-
ositions derived from « iautology can be parametrized in a
way that makes empirical testing possible.
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manoge through hierarchical governance than
through market governance.

Thus, the real theoretical chalienge presented
by Priem and Butler is not “Can the BBV pre-
sented in the 1881 paper be restated in o way
that maokes it outclogical?” but is, rather, "Are
some aspects of this resource-based theory pa-
rameierized in ways that can generate testable
hypotheses?” [n the next sections I examine the
extent to which each of the compenents of this
resource-based theorv are porameterized in
ways tha: can generate testable propositions.

Porameterizing Yalue

Clearly, of ¢ll the theory elements in the 1981
article, the value variable is the least fully pa-
rameterized. This is because, as Priem and But-
ler correctly observe, the determination of the
volue of a fivm's resources is exogenous to the
resource-npased theory presented in the 1991 ar-
ticle. In fact, the exogenous nature of value de-
termination is stated in the 1991 article:

These environmental models help isclate those
firm attributes that exploit opportunities and/or
neutralize threats, and thus specify which firm
aftributes can be considered as rescurces. The
resource-based modsl then suggests what addi-
tional characteristics that these resources must
possess if they are to generate sustained compet-
itive advantage (Borney, 1991: 100; emphasis
added).

Since the determination of the value of a re-
source is exogenous to the argumen: presented
i the 1991 aricle, it is not surprising that the
conditicns under which resources will and will
not be valuable are not fully specified there.

That soid, it would be inappropriate to sug-
gest that the 199} ariicle {qils 1o give at least
some guidance as to how the value of a resource
con be determined. In particular, the article in-
dicates that resource value must be determined
by models of the competitive environment
within which a firm competes. Indeed, since
1931, work has continued on using these kinds of
models o esiimaie resource value.

This work falls into two large categories: (1)
efforis to use structure-conduct-performance {S-
C-P; Bain, 1856)-based thecries to specify the
conditions under which different firm rescurces
will be veluakle and (2) efforts to determine the
value of firm resources that apply other theories

- Copyright © 2001. All rights reserved.  -—- -- S -



2001 Barney 43

derived from industrial organization models
(I/O) of perfect and imperfect competiticn {Con-
ner, 1981} In my own work I acknowledge the
insights that con be generated from applying
the S-C-P framework to understanding the value
of firm atiributes (Barney, 1991: 100}, bu! I have
focused more on non-S5-C-P-based thecries of
the value of firm attributes.

Consider, for example, my 1857 discussion of
the ability of cost leadership strategies to gen-
erate sustained competitive advantages (Bar-
ney, 1897: Chaprer 6). I begin this discussion by
describing several firm attributes that may be
associated with cost leadership (e.g.. volume-
derived economies of scale, cumulative volume-
derived learning curve economies, policy
choices, and so forth) and then show how these
attributes can generate seconomic vaiue in at
least some market settings. The logic [ use to
demonsirate the value of these aitributes is «
market structure logic that is consistent with
traditioncl microceconomics (see Figure 6.4 in
Barney, 1997). Only after identifying the condi-
tions under whick cost leadership can generate
economic value do [ turn the discussion to the
conditions under which cost leadership can be a
source of competitive advantage (i.e., rare) and
sustained comperitive advantage (i.e., rare and
costly to imitaie).

Nor am [ the only researcher that has followed
up on the suggestions in the 1981 article for how
to value firm resources. Theoreiically, progress
on this front can be found in Leonarc-Barton
(1892), Barney and Hansen (1894), McWilliams
and Smari (1995), and Hunt (1987, 2000), among
others. Empirically, two of the puapers cited by
Priem and Butier (i.e., Brush & Artz, 1839, and
Miller & Shomsie, 1996) are important precisely
because they address the value of rescurces
question. Additional empirical work has been
done by Barnett, Greve, and Park (1994),
Makadok (1998, 1999), Poppo and Zenger (1998},
and many others. In all high-guality resource-
based work, researchers must begir by address-
ing the value of resources with theoretical tools
that specify the market conditions under which
different resources will and will not be valuable.
Although cdditional work is required, [ believe
we are developing « more complete understand-
ing of these conditions.

Thus, aithough the value varigbie in Barney
(1991} is not fully porameterized, in the article
there is recognition of the importance of doing

this and even o suggestion of some ways it
might be dcne. While, strictly speaking, Priem
and Butler's critique does not directly apply to
the 1981 argument, it does apply to rescurce-
based theorists who have fried to examine the
implications of resource-based logic without
considering the market conditions under which
a firm's resources will and will not be valuable.
Indeed, it I were to write the 1991 article today. I
would definitely enhance the discussion of
vaiue along the lines outlined here. The brief
discussion of volue in the 1991 article could
have indicated to some that determining the
vaiue of resources is less important than deter-
mining the rarity and imitability of resources—a
point of view with which I clearly disagree.

Parameterizing Rarity

Priem and Butler also suggest that the term
rare is not parcmeterized in the 1991 article and,
thus, that cny assertions including “rare” must
be tautological. I certainly agree that since the
concept of rarity is not exogenous io the RBV
developed in the 1991 paper, if rare was not
parameterized in that article, then anvy
agssertions made with this term must remain tau-
tological. However, in fact, rare is parameterized
in the 1991 article. Blthough this parameteriza-
tion is not as complete as ! would like, it is
nevertheless specific encugh to gererate empir-
ically testable cssertions.

The parameterization of rare is discussed in
the last paragraph cf the section titled Rare Re-
SOUICces:

How rare o valuable firm resource must be in
crder to have the potential for generating a com-
petitive advantage is o difficuli guestion...In
general, as long as the number of firms that pos-
sess a particulor valuable resource...is less
than the number of firms needed fo generate per-
fect competition dynamics in on indusiry . . . that
resource has the polential of generaiting o com-
petitive advantage (Barney, 1891: 107).2

Of course, a complete parameterization of rave
would enable o researcher to specify the maxi-

2 As will become clear later, [ wish [ had not used the term
industry in this parametrization of the concspt of rarity.
Rather, [ should have focused simply on the number of firms
that must possess « resource n order to generate perfect
competition dynamics, independeant of whether those firms
operated in a particular industry.
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mum number of competing firms that can pos-
sess a particular rescurce and still have perfect
competiiion based on that resource noi exisi
However, in 1891 [ was unaware of o sufficiently
rigorous theory io specify such o number. I sus-
pect, in foct, that such o theory would show thot
how rare a particular resource must be in order
for perfect competiticn based on that resource to
not exist will depend upon severc! aitributes of
the market structure within which fivms are
competing.

However, even though in the 1891 article [ do
no: specify the moximum number of competing
firms that can possess a resource beyond which
perfect competition will exist, [ do suggest that
such ¢ number exists. Morsover, even without a
complete parameterization of resource rarity, it
is still possible tc cbserve that if only one com-
peiing firm possesses o particuler valuable re-
source, periect competition around this resource
will not exist. In foct, this assertion is made in
the 1991 article (Barney, 1891: 107). This makes it
possible to generate testable assertions of the
fcrm:

If only one competing firm possesses o
particular valuable resource (where
the value of that rescurce is deter-
mined in ways thal are exogenous to
the theory developed in the 1881 arti-
cle), then that firm con gain a compet-
itive advantage (i.e., it can improve its
efficiency and effectiveness in ways
that competing firms cannot).

One example of this form of ¢ testable asser-
tion can be found in Barney (1986b). In that arti-
cle I examine the ability of organizational cul-
ture to be « scurce of competitive advantage.
Much of that argument con be summarized
through an empirical asseriion of the form:

If only one competing firm possesses ¢
valuable orgonizational culture
(where the value of that culture is de-
termined in ways that are exogenous
to the theory developed in the 1981
article), then that firm can gain o com-
petitive advaniage (i.e., it can im-
prove its efficiency and effectiveness
in ways that competing firms cannot).

Both these assertions are clearly testable. If o
firm uniquely possesses a valuable rescurce
and cannot improve its efficiency and effeciive-

ness in ways that generate competitive advan-
tages, then these asserfions are contradicied.
Cne could test these assertions by measuring
the extent tc which a firm uniguely possesses o
valuable resource {e.g., a valuable organization-
] culture), measuring the activities that differ-
ent firms engage in to improve their efficiency
and effectiveness, and then seeing if there are
some activities a firm with the unique culture
sngages in to improve its effectiveness and ef-
iciency—activities not engaged in by other
competing firms.’

Of course, there are difficult measurement
problems associated with testing ussertions of
this form. Measurement problems RBV research-
ers face, however, are similar to those other
strategy researchers face, including those look-
ing to test implications derived from transaction
cost econcmics and agency theory (Godirey &
Hill, 1995). Moreover, Priem and Butler's argu-
ment is not that assertions derived from the 1981
are difficult to test but, rather, that they are, in
principle, not testable.

All zhis said, it is clear that additional work is
needed to complete the parameterization of the
concept of rarity. Indeed, unlike the thecretical
work and empirical work that have enabled o
more complete parameterization of resource
value, there has been less work on developing o
more complete parameterization of the rority
variable. In most empiricel and theoretical work
orn rarity since the 1981 article, resecrchers have
either implicitly focused on the competitive im-
plications of vaiuable cnd unique rescurces
(Barney, 1988) or have been rather imprecise in
speciiying how rare « resource must be among
competing firms {o still generate competitive
advantoeges. Priem and Butler certainly provide
an important service by reminding us of the
importance of further refining the parameteriza-
tion of the concept of rarity, even though their
specific critique of the concept of rarity in the
1891 article as tautclogical is incorrect.

Porameterizing Imitability

Ironically, Priem and Butler do not comment
on the extent ic which arguments in the 1991
article can be used to derive empirically test-

¥ This discussion temporarily sets aside substitutability
considerations.
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able gssertions about the relationship between
the imitability of valuable ancé rarse firm re-
sources ond sustained competitive advantage.
At one point in their article, Priem and Butler
state, “For ease of expositicn, we examine those
terms associcoted with competitive advantoge
first and set ¢side issues assccigted with sus-
taincbility” (p. 27). But tauiology questions are
never subsequently raised concerning the imi-
tability variable.?

This is, of course, because the concept of imi-
tability is clearly parameterized in the 1891 ar-
ticle. This parameterization makes it possible to
generaie testable assertions of the form:

A firm that possesses a particular
valuable resource (where the value of
that rescurce is determined in ways
that are exogenous fo the theory de-
veloped in the 1831 articie) that is rare
{possessed by fewer firms thon re-
quired fo generate perfect competition
dynamics) and obtained in unique his-
torical circumstonces can gain g sus-
tained ccmpetitive advantage (i.e.,
can improve its efficiency ond effec-
tiveness in ways that competing firms
cannot and in ways that competing
firms cannot imifate over timej,

Additional empirical assertions cboui the re-
laticnship between firm resources and sus-
tained competitive advantages can be gener-
ated by substituting the other atiributes of
resources that can lead 1o costiy imitation cited
in the 1981 ariicle for “unigue historical condi-
tions“—that is, causul cmbiguity and social
complexity.

Indesed, evern if Priem and Butler were correct
about cssertions that included the terms valu-
able and rare being toviclogical, which they are
not, the fact that empirical asseriions can be
derived from the 1891 article's analysis of imita-
bility and sustained competitive advantage un-
dermines their general assertion that the RBV
develioped in the 1991 article is tautological. Af-
ter all, in few theories do researchers fully pa-

‘Indeed, in their discussion of the prescriptive limits of
the BBV, Priem and Butler acknewledge that those resource
attributes associated with the sustainability of competitive
advantages identified in Barney (1881} do have prescriptive
implications and, thus, are not tautclogical in the ways they
assert resource value and rarity are.
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rameterize ¢ll the concepts they use to derive
empirical assertions. However, i ot least some
of these concepts are poarameterized, then it is
possible to deduce testable empirical assertions
from these theories.

Porter (1980), for example, parameterizes in-
dustry attractiveness but does not provide theo-
retical tools for determining when an industry
does or does not exist (Caves & Porter, 1877). It is
still possible, however, to deduce tesiable em-
pirical assertions irom Porter's work. In the
same way, Williamson (1875) parameterizes the
attributes of transactions that can hoave the ef-
fect of making hierarchical governance less
costly than market governance, but he does not
initicily provide thecretical tools for exomining
the impact of production costs on governance
choices (Riordan & Wiilliamson, 1985). Porter and
Willicmson, like cll theorists, make choices
about which aspecis of their thecry to parame-
terize, and which aspects not ic poarameterize,
based primarily on decisions aboui which as-
pects of the theory being developed seem most
likely to generate important testable empiricol
assertions.

In the 1991 article [ gave the poarameterization
of imitabilizy the mosi attention because I be-
lieved the empirical assertions derived from this
concept were likely 1o be umong the most impor-
temt to come out of resource-based theory. After
all, what is most new cbout rescurce-based the-
ory is not an explanation of temporary compet-
itive advantages ior firms. These competitive
advantages can be understood simply as dis-
equilibrium phenomena in o more traditicnal
VO theoretical ramework. Following Lippman
and Rumelt (1982), ¢ concluded that what was
most new about resource-pased theory was the
ability to specify conditions under which firms
would possess competitive advanlages in equi-
librium. Thus, reasons why o firm's valuable
and rare resources can be costly to imitate be-
come very imporiant in the 1981 article.

Indeed, the RBV research cited by Priem and
Butler since the 1991 article seems to be consis-
tent with these expecioiions. Research on the
competitive implications of such firm resources
as knowledge, learning, culture, tecmwork, and
human capital, among others, was given a sig-
nificant boost by resource-based theory—ua the-
ory that indicated it was these kinds of re-
sources that were most likely to be sources of
sustained competitive advantage for firms.



46 Academy of Management Review

Thus, while Priem and Builer clearly demon-
strate that it is possible to restate the RBV de-
veloped in the 1991 article in a wayv that is tau-
tclogical, their critique that the argument in the
1991 articie is itseli tautclogical is unfounded. At
its core, these authors’ critique fails to acknowl-
edge the ways that the ey variables in the 1991
article are parameterized.

Empirical Tests of the RBV

Ot course, logical debates about whether the
1821 argument is tautological would be moot in
the face of rigorous empirical tests. Indeed. as
Priem and Butler suggest, in numerous sub-
sequent works—many of them empirical—
researchers have cited the 1981 paper. However,
moany of these citations are used primarily to
help establishk the context of some empirical re-
search—ior example, that the focus is on the
performance implications of some internal at-
tribute of a firm—ond are not really direct tesis
of the thecry developed in the 1881 article. None-
theless, there is some empirical work that con-
stitutes quite direct tests of the resource-based
theory I developed in the 199 paper.

Consider, for example, Henderson and Cock-
burn’'s (1894) examination of the impact of
“ccmponent competence” and "architectural
competence” on the research productivity of
pharmaoceutical firms. Henderson and Cockburmn
measure the vaiue of these competencies by es-
timating their impuoact on the research productiv-
ity of pharmaceutical firms, under the assump-
tion that phormoceutical firms with more
productive research effcrts will outperform
pharmaceutical firms with less productive re-
search efforts. They measure the rarity of these
competencies by showing that their level varies
across competing phormaceutical firms, and
they measure the imitabiiity of these competen-
cies by showing that firm differences in the level
of these competencies remain very siable over
time. To the exient that high leveis cf research
productivity are vaiuable in the phormaceutical
industry, Henderson and Cockburn's resuits are
consistent with the RBV developed in my 1991
article.

Makadok (1998) authored another paper in
which the argument developed in the 1981 paper
is tested. In his article Makadok examines the
impoct of differential levels of eccnomies of
scole on the ability of money market mutual
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funds to increcse their market share. He mea-
sures the value of these economies of scale by
first estimating the impuact of the size of o family
of funds con both its weighted-averoge, risk-
adjusted gross vield and its weighted-average
expense ratio, and then shows that these yields
and expenses affect the marke! share of the fam-
ily of funds. Makadok measures the rarity of
economies of scale by showing that they vary
agcross families of funds, and he examines the
imitability of these scale differences by examin-
ing their impact on the market shares of fumilies
of funds over time. Consistent with the 1991 ar-
ticle, because economies of scale are not path
dependent, causaily cmbiguous, or socially
complex, Makadok does not expect these capa-
bility differences to be a source of sustained
competitive advantage. In fact, the impoct of
scale differences on market share becomes
smailer over time—resulis that are again con-
sistent with the 1891 argument.

Moreover, not ail empirical tests of the 1881
argument are consistent with tha: crgument. For
example, Poppo cand Zenger (1988) examined
some impiications of the 1991 paper (developed
by Conner & Prchalad, 1996) and found resulis
that are inconsistent with rescurce-based ex-
vectations and more consistent with transaction
cost expectations. Unfortunately, daota limita-
tions make it difficult to understond exactly
where the resource-based argument falls short:
is it around the value of resources, their rarity, or
their imitability? However, such contrary empir-
ical results would certainly not be possible if
resource-based theory in general and the 1991
argument in particular were purely tautological.

Thus, Priem and Butler demonsirate that it is
possible to restate the 1981 argument as if it
were taqutoliogical, but they fail to demonstrate
that the argumen: is, in fact, tautological. In-
deed, it is possibie to derive empirically testable
cssertions from the 1981 article—assertions that
have, in fact, been tested.

EQUIFINALITY IN THE RBV

Although Priem and Butler do not label it as «
majer limitation of the BBV, they do suggest that
another weakness of this logic, as developed in
the 1961 article, is the problem of equifinality:
there may be many difierent resource contigu-
rations that could generate the same value for
firms and, thus, would not be sources of compet-

- - ces-—— = Copyright® 2001 All fights reserved.— - - — - e e



2001 Borney 47

itive advantage. Their solution to this supposed
problem is to adopt what they describe as a
more “traditional” definition of competitive ad-
vantage: a firm “systematically crecting above
average returns” (Schoemaker, 1990: 1173). This
leads them to suggest that it is not the value and
rarity of ¢ resource that generates competitive
advantage (as defined by Schoemaker, 1980) but,
rather, the relative value of different resources
and capabilities,

However, in the 1991 article I expliciily recog-
nized the potential problem of equifinality. In
fact, that is why I intreduced the substitutability
variable inio the 1981 argument. Substitutability
is defined with respect to strategic equivalence:

“Two valuable firm resources...are strategi-
cally equivalent when they can each he expleited
separately to implement the same strategies”
(Barney, 1991: 111},

The general conclusion is that even if a resource
is valucble, rare, and costly to imitate, if it has
strategically eguivalent substitutes that are
themselves not rare or not costly to imitate, then
it cannct be a source of sustained competitive
advantage. The existence of strategic substi-
tutes indicates that strategic equifinality exists
in a competitive siluation and, thus, that com-
petitive advantage cannot exist. H sirategic sub-
stitutes do not exist, then sirategic equifinality
does not exist, and competitive advantages are
possible. Thus, substitutability deals with ambi-
guities that may be introduced into empirical
assertions derived irom the BBV because of the
problem of equifinality.

Although the equiflinality critigue presented
by Priem and Butler is unfounded, their decision
to cdopt “systematically creating above aver-
age returns” os the appropriate definition of
competitive advantoge in this port of their cri-
tigue is interesring. This definition implicitly re-
infroduces the concept of industry into the dis-
cussicn of compstitive advantage. In order to
know whether a firm's returns are above aver-
age, an average must be calculated. That aver-
age almost certainly would be calculated on the
basis of returns of firms in a particular industry.
Thus, in their definition of competitive advon-
tage, Priem and Butler compare a particular
firm's performance with the performance of
other firms in thot industry.

In the 1991 article I chose a definition of com-
petitive advantage that did not depend on de-
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fining a firm's indusiry for three reasons. First,
determining the theoreiically appropriate
boundaries of a particular industry can be very
difficult. On the margin, cecisions about which
firms to include within the boundary of an in-
dustry, and which 1o exciude, are gquite arbi-
trary. Moreover, these decisions con have very
important implications for the colculated aver-
age returns in an indusiry and, thus, important
implications for determining whether a particu-
lar firm has a competitive advantage.® This can
introduce a significant degree of arbitrariness
intc research on compstitive advantage.

Second, delining industry boundaries as-
sumes a level of stability in technology and
competition that, in many situations, is inappro-
priate. It was ofien ingppropricte in 1991, It is
even more ingppropriate in the twenty-first cen-
tury, when tradirional industry boundaries are
being destroyved and when competition con
come from numerous sources, not just from firms
within the well-defined boundaries of an indus-
try. Iz the new economy it will often be inappro-
prigie to adopt « definition of competitive ad-
vantage thot builds on concepts assuming o
technological and competitive stability that
does not exist. In the long run, I suspect that the
tradition of introducing industry ccnirols into
the empirical cnalysis of firm performance wiil
be replaced by a tradition of introducing con-
trols for the competitiveness of the context
within which «a firm is operating—a context that
can only be imperfectly described using the con-
cept of industry.

Third cnd finally, resource-based logic takes
as its unit of analysis the firm. To maintain
theoretical consistency, it was imporiant for me
to adopt a firm-level dependent varicble. Thus,
rather than adopt o delinition of competitive
agdvaniage thar required the concept of an in-

For example, when Alcoa cttempted o acquire Rome
Cable, the combined firm's “competitive advantage” de-
pended significantily on how this firm's industry was de-
fined. If this indusiry was defined as “insulated wire and
cuble,” the combined firm's market share wos only 1.5 per-
cent, and its marke: power-based competitive advaniage
was quite small If this industry was defined as “insulated
aluminum wire and cable,” the combined firm's market
share was 15.3 percent. In this sefting it presumably enjoyed
a rauch more subsianticl market power-based competitive
advantage (Scherer, 1880: 552). Unfortunately, both these def-
initions of industry were quite reascnable.
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dustry, [ defined competitive advantage at the
firm level.

In genercl, there are af least two ways to de-
fine competitive advantage at the firm level
First. as is dome in the 1891 article, ¢ firm's
competitive advantage can ke delined with re-
spect to the acticns of other firms—either cur-
rent or potential competitors. In this approackh, a
firm is said 0 have a competitive advantage
when it is engaging in octivities that increase
its eificiency or effectiveness in ways tha: com-
peting firms are not, regardless of whether those
other firms are in a particular firm’s industry.

Second, a firm's competitive gdvaniage con be
defined with respect to return expectaiions of that
firm’'s owners. Stockholders, as residucl claim-
ants, develop expectations about the reiurns «
firm will genercte. In this definitional approach,
firms that generate higher returns than were ex-
pected by stockholders {at consiant levels of risk)
have a competitive advantage. This definition of
competitive advaniage is often called an sco-
nomic rent and is the definiticn of competitive
advantage explored in Barmney (1886aq).

Although these two firm-level approcches to de-
fining competitive advantage are different, they
con be related. For exomple, one reason ¢ firm
may be able to generaie an economic rent is that
it is able to increase its efficiency and effective-
ness in ways that other firms ore not. I expecta-
ticns about firm returns are based on firms that do
not possess this competitive advantage, this com-
petitive advantage can generate an economic
rent. Also, sustaincbility is possible in both of
these definiticnal approaches. According to the
first definition of o comperitive advantage, o firm
possesses a sustained competitive advantage
when it is improving its efficiency and effeciive-
ness in ways that competing firms are not and
when these other firms have ceased efforis to im-
itate these activities. In the second definition «
firm creates a sustained sconomic rent when it is
able to consistently exceed the perfermance ex-
pectations of its owners, despite that these expec-
tarions will be adjusted given a firm's prior per-
formance levels. In this sense, ¢ susicined
economic rent reflects the creative and entrepre-
neurial ability of firms to constantly discover how
to generate value with their rescurces in ways
thar outsice owners cannot anticipate.

That these two definitions of competitive ad-
vantage caa be related, however, does not mean
that they wiil always be. A firm moy possess o
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competitive advantage by exploiting valuable,
rare, cosily to imitate, and nonsubstimuiable re-
sources, but whether this competitive advan-
tage is o source of economic rents depends on
the conditions under which the rescurces con-
troiled were acguired or developed. If the cost of
acquiring or developing these specicl resources
equals the value they create when used to con-
ceive of and implement o strategy, they will not
be a source of sconomic rent (Barney, 1886a).
This kind of anclysis is difficult to do if compet-
itive advantage is defined in terms of o firm
experiencing “cbove average returns” in an in-
dustry, becouse in this definition the causes of
competitive advantage ore not distinguished
from the efiects.

Given the proliferation of diiferent definitions
ct competitive advantage in the strotegic man-
agement litergture, it might be time to abandon
this term altogether. Rather than refer to the
delinitionally ambiguous "competitive advan-
tage,” researchers should specily exactly what it
is they are trying to expluin: above-industry-
average profits (¢s in Priem & Butler), o firm
improving its efficiency and effectiveness in
ways that competing firms are not (wha: might
be called "strategic advaniage,” as in Barney,
1981), or economic rents (as in: Barney, 1986a).

Finally, Priem and Butler's argument that it is
a resource's relctive value and not its value and
rarity thoi determines the extent to which a re-
source can be a source of abeve-indusiry-
average profits, I think, confuses couse and ef-
fect. Clearly, the competitive actions two firms
engage in might have very different conse-
quernces for the relative value of these firms. All
resource-based logic suggests is that these dif-
ferences reflect differences in the underlying re-
sources of firms that encble them to engage in
some competitive actions and not others. That
is, if the relative vclue of ¢ firm's competitive
actions are effects, then rescurce-based logic
indicates that attributes of firm resources—their
value, rarity, imitability, and substitutability—
are the causes.

THE PRODUCT MARKET CRITIQUE

Priem and Butler's next crifigue of the 1891
criicle focuses on the underdeveiocped roie of
product markets in the RBV I develop there. I
have already ackrowledged that the question of
value is exogenous ic the RBV developed in the
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1981 paper. Indeed, in that article I argue that a
complete model of strotegic advantage would
require the full integration of models of the com-
petitive environment (i.e., product market mod-
els) with models of firm resources (ie., facior
maorket maodels). In fact, in their articie Priem
and Batler present a very simple model of factor
and product morkets that partiglly accom-
plishes this integration (see their Figure 1}, but
observe that this simple model fails to recognize
the role of "entrepreneurial insights concerning
future demand shifts in product or fcctor mar-
kets” and “first mover advantage [that] would
result, because follow-on competitors could only
acguire . . . iactors [of production] ot higher cost”
(p. 31).

L, ot course, agres with all these points. In fact,
I wrote an article in 1986 in which [ made them
(Barnev, 1988c). In this sense, the 1891 article
really needs to be understood within the context
of the 1986 poper. In the 1986 article I develop
just the kind of facter market/product market
model that Priene and Butler think is important.
In the 1981 article [ then focus only on the factor
market side of the equation—not becouse the
factor market/product market issues are not im-
portant, but beccuse I had addressed them in
previous article.

THE INAPPLICABILITY CRITIQUE

Priem and Butlsr also critique the RBY devel-
oped in the 1891 article by siating thaot it has
limited prescriptive ability. They cite four as-
pects of RBV theory that limit its applicability: (1)
the attributes of rescurces that can genercte
strategic adventages and sustoined strategic
advantages identified by the theory are not
amenable to managerial manipulation, (2) the
context within which the theory applies is not
specified, (3) the definition of resocurces is ali
inclusive, and {4} the theory is static and not
dynamic. [ examine each of these clleged weak-
nesses of the RBY developed in the 1981 ariicle
below.

Managerial Manipulation of Resources

Priem and Butler correcily cbserve that many
of the atiributes of resources that make them
likely to be sources of susicined strategic ad-
vantage—especially path dependence and so-
cial complexity—are not amenable to manage-

rial mcnipulation. However, the fact that the
kinds of firm resources that are most likely to be
sources of sustained strotegic advantage are
not amenable to maunipulation does not imply
that resource-based logic has no managerial
implications. This implies only that the nature of
those maragerial implications might be differ-
ent from those Priem ond Butler woulc prefer
(Mosakowski, 1938).

In fact, resource-based logic has several very
important practical implications for managers.
For example, this logic can be used (o help man-
agers in firms experiencing strategic disadvan-
toges to gain strategic parity through identify-
ing those valuabie and rare rescurces their firm
currently does not possess and pointing out that
the value of these resources can be duplicated
either by imitation or substitution. In this sense,
resource-based logic can be used to provide a
theoretical underpinning 1o the process of
benchmarking in which many firms engage.

Rescurce-based logic can also be used to help
managers it firms thot have the potential for
goining sustained strategic advantages, but
where that potential is not being fully realized,
to more fuily realize this potential. Resource-
based logic can help managers more completely
understand the kinds of resources that can gen-
erate sustained strategic advantages, help them
use this understanding to evalucte the full
range of resources their firm may possess, and
then exploit those resources that have the po-
tential to generate sustained sirategic advan-
tage. It can help identify what the most critical
rescurces coniroiled by a firm cre and thereby
increase the likelihood that they will be used to
gain sustained strategic advantages.

Maonagers can alsc use rescurce-based logic
to ensure that they nurture and maintain those
resources that are sources of a firm's current
strategic advantages. As suggested in the 1891
article, strategic advantages for firms are often
based on bundles of related resources. Scme of
these resources are iikely ic be valuable but
either not rare, not imperfectly imiable, or not
nonsubstitutable. Others of these resources are
likely to have these competitively important az-
tributes. Nurturing ond proiecting this second
class of resources are important, if o firm is to
maintain its sustained strategic advantage.

For example, suppose a firm possesses a nur-
turing organizational culiture. In some market
settings, such a culture may be valuable. If only
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cne competing firm possesses this culture, it is
rare, and, thus, perfect compstition dynamics
arcund this culiure are not likely to develop.
Moreover, because an organizotiona culture de-
veiops over long periods of time (the role of
history) and is socially complex, it is likely tc be
costly to imitate. Finclly, there are few cbvious
close strotegic substitutes for an organizational
culture. In this situation it is likely that o firm's
culture will be o source of sustained strategic
advantage. However, even if it takes many de-
cades for an organizational cuiture with these
specific atiributes to develop, that culture can
be destroyed very quickly by senior managers in
a firm if they make decisions inconsistent with
that culture. Hesource-based logic helps identify
this kind of culiure as a potentially important
source of sustained strategic advaniage. Armed
with this undersianding, managers in an organ-
ization might be less inclined to make decisions
that have the effect of destroying the very re-
source that is generating o susiaired sirategic
advantage for their firm.

However, while it is clear that resource-based
logic can hove very important mancgerial im-
plicctions, this logic also indicates that there
are importani prescriptive limits associated
with resource-based theories of strategic advan-
tage. First, to the extent thot ¢ firm's sirategic
advantage is based on causclly ambiguous re-
sources, managers in that firm cannot know,
with certainty, which of their resources actually
generate that strategic advantage. This can sig-
nificantly limit prescriptions derived from the
theory.

Second, no theories of sustained strategic
advantoge can be used by managers in firms
having no potential for generating sustained
straiegic advantages to create them. That is,
resource-bused logic cannot be used to crecie
sustained strategic advantages when the poten-
ticl for these advantages does not already exist.
Any theory that purports to be able to accom-
plish this is proposing a “rule for riches,” and, as
is well known, there can be no “rule for riches.”
if the application of a theory to a firm without
any specicl resources can be used to create stra-
tegic advantages for that firm, then it could be
used to create strategic advantages for any firm,
and the actions undertaken by any one of these
firms would nct be « source of sustained sirate-
gic advanitage. Even if a "rule for riches” created
econcmic value, thoat value would be fully ap-
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propricted by those who invenied and marketed
this rule.

Thus, aithough the rescurces identified by re-
source-based logic us being most likely to gen-
erate sustained strategic advantages frequently
are not amenable tc mancgerial manipulation,
it certainly does not follow that there are no
prescriptive implications of that resource-based
logic. Indeed, that resource-based logic is con-
sistent with cousal ambiguity and "rules for
riches” constraints on theory-derived prescrip-
tion provides cn important externcl validity
check on this logic.®

Context Nonspecification

Priem and Butler clso suggest that prescrip-
tion from the BBV developed in the 1991 article is
limited because there is no specification of the
centext within which the BBV is valid. This, of
course, is simply o different way of saying that
the determination of the value of a firm’s re-
sources is exogenous io the BBV developed in
the 1881 article. This concern about the BBV has
already been addressed and so will not be dis-
cussed further here.

All-Inclusive Delinition of Resources

Priem and Butler argue that since the defini-
tion of firm resources, as articuicied in Barney
(1931} and Wernerfelt (1884}, includes clmost acny
firm ottribute, little prescriptive guidonce can

8 Blthough their critique is not as developed as related
critiques about the managerial implications of the RBV,
Priem and Butler do observe that luck plays on important
role in determing « firm's strategic advaniage or economic
rents. They seem to believe that any firm advaniages attrib-
utable o luck cannot have managerial implications.
Clearly, a firm's path-dependent and socially complex re-
sources may be o manifestation of a firm's good luck. How-
ever, even if « firm is lucky, it must still understand how it is
lucky in order to take full advantage of its fortunate circum-
stances. The RBV can be important in specifying when a firm
is and is not lucky. Also, acknowledging the role of luck in
determining a {irm’'s competitive position is important in
guiding a firm's future investment strategies. If most of a
firm’s success can be aiiributed to its good luck, then «
reasonable prescription might be to extract the full value of
that good luck and then move on, reducing nonessential
investments as much as possible. A firm also may be lucky
in developing causally ambiguous resources. &s before, the
prescriptive implications of these kinds of rescurces are
limited.
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be derived from the RBV. There is little doubt
that the delinition. of resources presented in
these two papers is, in fact. very inclusive. That
inciusiveness, however, actually enhances
rather than reduces the prescriptive implica-
tions of the RBY.

Resource-based theorists do not pretend to be
able to generate a list of criticcl resources everv
firm must possess in order to gain sustained stra-
tegic advantages. This is because, as has already
been suggesied, the value of particulor resources
depends on the specific market context in which
they cre applied. However, theorists do describe
the atiributes that these valuable resources must
have if they are going o be sources of sustained
strategic advaniage for firms. After managers as-
certain whether or not a porticular resource is
valuable, they con then use resource-based logic
to anticipute strategic advantages that o resource
might create. Rather tham limit its prescriptions io
specific resourcas that can be identified, o prior,
managers can apply resource-based logic to any
resource whose vaiue con be determined from the
market context within which the resource is to be
applied.

Indeed, this characteristic of resource-based
theory undermines Priemn and Butler's assertion
that recent advances of resource-based theory, in-
cluding Miller and Shamsie’'s (1896) anclysis of
resources in the motion picture indusiry and Con-
ner and Prahalad’s (1986) and Kogut and Zander’s
{1996) efforts 1o develop a "knowledge-basad” the-
ory of the firm, do not actually apply RBV logic. In
fact, at least cne contribution of BBV logic to these
research efforts has been to indicote those kinds
of resources most Likely to be sources of sustained
strategic advantage for firms. Given that RBV
logic was instrumental in peinting to the kinds of
variables that should be included in this recent
waork (different kinds of assets in Miller and Sham-
sie and tacit know!edge in Conner and Prahalad
and Kogut and Zander), it is difficult to understand
what Priem and Butier mean when they say that
this work mackes significant contributions “with-
out the BBV itself making an elemental contribu-
tion” (p. 33).

Static Resource-Based Logic

Finally, Priem and Butler suggest that RBY
prescription ig limited because much of the work
subsequen! to the 1991 article is stotic rather
than dynamic in character. They do admit that

early BBV work is dynamie, citing Penrose (1933},
Wernertelt (1884), and Dierickx and Cool (1989),
bu: they fail to cite the 1881 article as an exam-
ple of dynamic BBY, sven though later in their
critique they recognize that “Barney’s (1891) def-
inition of sustainable competitive advantage as
occurring when competitors have ceased at-
tempts ot imitation also lends itself o temporal
theory building” (p. 35).

Certainly, the quality of resource-based work
published subsequent to the 1991 article varies.
The very worst of it is clearly tautclogical—
where those firm resources that can generate a
sustoined strategic advaniage are identified by
their ability to generate a sustained strategic
cdvantage. In general, stotic thecretical and
empirical work is more likely io be tautslogical
in this sense than dynamic work,

I glso agree with Priem and Butler that dy-
namic research—where the conditions under
which resources are develcped or acquired in
one period have implications for the strotegic
advantages of firms in subsequent periods—is
particularly impoertant in studying strategic ad-
vantages, and particulorly important for study-
ing resource-based theocries of strategic advan-
tage. Empirically, in this research scholars need
to adopt time series approaches similar to those
used by Miiler and Shamsie (1998), Makadok
(18399, and others. Thecrstically, researchers
need to adopt sither on equilibrium or evelu-
tionary approach to aonclysis.

In economics the traditional way to develop
dyramic theory has been to engage in equilib-
rinm cnalysis. By describing an economic sys-
tem's equilibrium and then comparing that
equilibrium to a system’s actual state, theorists
con predict how that economic system will
change cver time. Thus, while equilibrium onal-
ysis has often been criticizad as static, in reality,
theorisis focus on equilibrium arguments in or-
der to more fully understand the dynamics of
systems that are not in equilibrium, In this con-
text, cbservations that most economic sysiems
rarely reach equilibrium conditions miss the
point of equilibrium analysis.

More recently, ar cliernative to equilibrium
ancalysis, rooted in what has become known as
eveolutionary economics, has been proposed
(Nelson & Winter, 198Z). Instead of focusing on
an economic system's equilibrium and compar-
ing this equilibrium to a system’s current sicte,
system dynamics are studied by comparing the
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state of ¢ system at one time with the state of
that system at o later time. One of the advan-
tages of this evelutionary approach is that it is
possible to study the dynamics cf systems with
equilibria that can only be specified by adopt-
ing herocic {(cnd often unrealistic} assumptions.

Both of these approaches to dynamic analysis
have been applied in a resource-based context.
For example, Lippman cnd Rumelt {1982), Bar-
ney {1986a), and Makadok and Barney (in press)
ail apply equilibrium oanalysis fo studying sus-
tained straiegic advantagss from ¢ rescurce-
bosed perspective. Barnett et ol. (1994), Levinthal
and Myatt (1994), Foss, Knudsen, aad Montgom-
ery (1995), Hunt (1897), and Teece, Pisuno, and
Shuen {1997) adopt evoiutionary approackes io
studying sustained sirctegic advantages from a
rescurce-based perspective.

Whether it is through equilibrium or evolu-
tionary analysis, Priem ond Butier are correct o
emphasize the importance of dynamic cnalysis
of susiained strategic advantage, icr it is only
througk this kind of anaiysis that the full impli-
cations of rescurce-based logic for the sustained
strategic advantages of firms can be under-
stood.

DISCUSSION

As indicated earlier, Priem and Butler's criti-
ciems of the 1981 article are unfounded. Some of
their criticisms fail when examined in light of
the totality of the argumeni presented in the
1991 paper. Some of their criticisms focus on
underdeveloped aspecis of the 1831 article, even
though in the ariicle there is an acknowledg-
ment of the importance of these aspects of the
grgumernt and even suggestions of wavs they
can be developed. These suggestions have
turned ouf to be fruitful approaches in further
cdeveloping the BBV. Finally, some of Priem and
Butler's criticisms focus on subseguent work to
the 199! article and therelore do not constitute
criticisms of the 1981 paper per se.

Yet, although Priem and Butler's primary crit-
icisms of the 1981 article are unfounded, their
observations remind us of importent attributes
of the RBV—atiributes that mary applications of
this logic have not fully appreciated. For exam-
ple, Priem and Butler remind us that the value of
o firm's resources must be understood in the
specific market context within which o firm is
operating. While scme cquthors have begun to
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develcp o more compiste theory of resource
vaive, too mary aguthors have simply assumed
away this guestion and, thus, have failed to help
develop a more complete theory of firm advan-
tages. Fully poarcometerizing the rority of firm
resources has actually received less attention
subsequent to the 1821 article than fuily param-
eterizing the valiue of those resources.

Priem and Butler's critigue also reminds us of
the logical limits of prescriptions derived from
theories of sustzined firm asvantage. These the-
ories often have important managerial implica-
tions, but these imgplicarions are limited by the
“rules for riches” paradox. Efforts to develop the-
ories that, when applied, will always generate
sustained strategic advantages clearly are
foolish.

Priem ond Butier remind us as well that «
comprehensive list of potential sources of sus-
tained strotegic advantage for firms cannot be
derived from resource-based logic. This logic,
nowever, doces make it possible to specity the
attributes that con lead some of these resources
to be sources of sustagined strategic advaniage.
This type of theory can genercte both tesicble
empirical assertions cnd concrete managerial
prescriptions, even though it cannct genercie o
comprehensive list of potential sources of sus-
tained strategic advantage.

Finally, Priem and Builer remind us of the
important role dyrnamic cnalysis plays in re-
source-based logic. In crder te avoid tautclogy
prokblems, cuthors of empirical resource-based
work must usually cdop: time series or some
other form of dynomic analysis. Theoretically,
either equilibrium or evolutionary cnalysis can
be cpplied to resource-bused logic to under-
stand the implicaticns of competition for re-
sources in one time period for competition
agmong firms in another.

However, aithough Priem and Butler have re-
minded us of some important ctiributes of the
BBV, they fail to raise some of the very imporiant
questions in the field of strategic management
thar are fully addressed neither in the 1981 arti-
cle nor in subsequent resource-based work.
These questicns include: (i) Where do « firm's
strategic alternaiives come from? (2) How are
the renis created through struategies apprepri-
ated? and (3) How ore these stralegies to be
implemented? I discuss each cf these questions

rieily below.

I . Copyright © 2001 -All rights reserved. -- e e



2601 Barney 53

Strategic Alternatives

Resource-based theory, as developed in and
subsequent to the 1981 article, includes a very
simple view about how resources are connected
to the strategies a firm pursues. It is almost as
though once « firm becomes aware of the valu-
aple, rare, costly to imitate, and nonsubstitut-
able resources it controls, the actions the firm
should take to exploit these rescurces will be
self-evident. That certainly may be true some of
the time. For example, if a firm possesses valu-
able, rare, costly to imitate, and nonsubstitut-
able economies of scale, learning curve econo-
mies, access tc low-cost {actors of production,
and technological rescurces, it seems clear that
the firm should pursue a cost leadership strat-
egy (Barney, 1887: Chapter 8).

However, it may often be the case that the link
between resources and the sirategies a firm
should pursue will not be so cbvious. For exam-
ple, sometimes i* might happen that a firm's
rescurces will be consistent with several differ-
ent strategies, all with the ability to creatle the
scme level of competitive advaniage. In this
situction, how shculd o firm decide which of
these several different sirategies it should pur-
sue?

Even more important, there may be times
when choosing a sirategy consistent with the
resources a firm controls is a creative and even
entrepreneurial act. This might occur, for exam-
ple, when o firm possesses valuable, rare, costly
to imitate, and nonsubstitutable rescurces
broadly seen as consistent with one sirategy,
and the firm is able to conceive of and imple-
ment a very difierent strategy that exploits these
same resources, kut in very different ways.

To the extent thot developing sirategic alter-
notives o firm can use to exploit the resources it
conircls is a creaiive and entrepreneurial pro-
cess, resource-based models of strategic advan-
tage may need tc be cugmented by theories of
the creative and enirepreneurial process. These
theories could then be applised to understand the
strategic alternatives a firm might be able to
pursue, given the resources it controls. While [
am currently unaware of such a highly devel-
cped theory, these observations suggest a very
close relationship between theories of strategic
advaniage and theories of creativity and entre-
preneurship.

Rent Appropriation

As has clready been suggested, resource-
based theory can be used to evaluate the com-
petitive potenticl of the difierent strategic alter-
natives firms f{ace. However, this logic, as
developed in the 1881 article and as it has
evolved since, does noi address how the eco-
nomic rents o strategy might create are appro-
priated by o firm's stokeholders. It might be the
case, for example, that implementing o particu-
lar strategy generates real economic rents for o
firm but that those rents are fully appropricted
by « firm's emplovees, its customers, or even its
suppliers.

Some scholars have begun to examine this
rent appropriation process {e.g., Coff, 1959).
Their work focuses on the relative bargaining
power of a firm’s stakeholders and the role of
team production {Alchian & Demsetz, 1872) in
determining how rents are distributed cmong o
limm's stakeholders. While this work is promis-
ing, it still does not constitute a complete theory
of the rert cppropriation process. For example,
how do different stakehclders come to enjoy dif-
ferent bargaining positions? Why isn't the value
cf a stakeholder's bargaining position reflected
in the cost of the investments necessary o cre-
ate that pesition? Under what conditions will
team preduction reduce the ability of employees
to appropriate rents created by a lirm's strate-
gies? Why would employees agree to smploy-
ment conditions that significantly reduce their
ability to appropriate the ren's crecied when o
firm implements its strategies?

Strategy Implementation

Finally, in the 1931 article, issues of strategy
implementation do not receivs sufficient atten-
tion. As o thecretical convenience, [ adopted the
simpie view that once a firm undersignds how to
use its rescurces o implement strategies that
can be sources of sustained strategic advan-
tage, implementation {cllows, almost cutomati-
cally. This view is inconsistent both with agency
theory arguments ioken from orgonizotional
economics (Jensen & Meckling, 1978) and o huge
body of orgunizational behavior literature on
motivation, cooperaiion, and managericl deci-
sion making.

In general, there have been two approaches to
addressing strategy implementation issues in
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the context of rescurce-based theory. First, some
have suggested that the ability to implement
strategies is, itself, a resource thct can be a
source of sustained strategic advantage. Work
cn the role of “cooperctive capobilities” in im-
plementing strategic alliance strategies (e.g.,
Hansen, Hoskissor, & Barney, 2000) and the im-
pact of “trustworthiness” on exchange opportu-
aities for a firm (Barney & Hansen, 1994) is con-
sistent with this first approach.

Second, it has also been suggested that im-
piementation depends on resources that are not
themselves sources of sustained advantage but,
rather, are strategic complemenis to the other
vaiuable, rare, costly to imitate, and nonsubsti-
tutable rescurces contrclied by a firm (Barney,
1995, 1997).

Which of these approackes ultimately is most
fruttful in bringing the analysis of strategy im-
plementation into rescurce-based logic is an
open guestion. It is clear, however, that addi-
tional work is required.

CONCLUSION

There is little doubt that Priem and Butler
have provided an imporiant service to the field
of strategic management in general and to re-
source-based theorists in particulor. Throughout
their crticie they higalight those aspects of re-
source-based theory that require further devel-
opment and refinement and end up calling for
increased efforts to understand its theorstical
and empirical impiications. In this sense, Priem
and Butler end up answering the question posed
in the title of their own paper—"Is the resource-
based ‘view' a useful perspective for strategic
management research?’—with a resounding yes.

in addition, Priem and Butler have given me a
rare opportunily to go back and think about o
paper [ wrote over a decade ago. In this process
I have asked myself the question "Would [ wrile
the same paper today?” Ceriainly, some aspecis
of the 1991 article have, I think, stood the test of
time. The notions of resource heterogeneity and
resource immobility remain, I think, imperiani
contributions, as do the discussions of rarity,
imitability, ond substitutability.” While still con-
troversial among many strategy researchers, I

? Some observers have concluded that, taken to its ex-
treme, the BBV indicates that all firms are unique. However,
the 1391 article enly suggests that resources may be heter-

fanuary

believe that the equilibrium approach to under-
standing sustained strategic adventage in the
1991 paper is very powerful. [ alsc believe the
199! article was helpful in reintroducing firm
atiributes inic strategic mancgement research
cfter a period in which work focused aimost
exclusively on industry determinants of firm
performance. [ have also been very gratified to
see ai least porticns of the 1891 orgument being
applied in ronstrategic moancgement disci-
plines {e.g.. human resource mancgement, man-
agement information sysiems, and marketing)
and to straiegic monagement guestions {e.g.
knowledge-bused theocries of competitive ad-
vantoge, rescurce-based theories of the firm, re-
source-based theories of innovgtion, cnd re-
source-based theories of interfinm cooperation)
in ways I did not anticipate.

Thai said, 1 think I would make some changes
to the article i I wrete it today, and many of
those changes involve the issues that Priem and
Butler focus on. For example, I think I would
spend more time on the question of value and
how to parameterize it and how value is related
to market structure. I would adopt a simpler
definition of rescurces (i.e., resources are the
tangible and intangible assets a firm uses io
chocse and implement its strategies). [ would
link the argument much more closely io cthey
economic traditions, including Ricardian
{Ricaxde, 1817} economics and evslutionary eco-
nomics. And [ would explicitly raise the issue of
tautology, suggest how this issue could be
avoided, and sirongly argue for the importance
of temporal empirical tests of the argument.
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