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Evaluating Firm Strengths and Weaknesses: The Resource-Based View

cost disadvantage, then those resources will be imitable and a source only of competitive parity in
the long run.

What the imitability paradox suggests is that not all firms can gain sustained competitive
advantages. Managers in firms that have developed valuable, rare, and costly-to-imitate resources
or capabilities over long periods of time (because of path dependence, causal ambiguity, or social
complexity) may be able to help their firms gain sustained competitive advantages. However,
firms that do not have any of these special skills and capabilities, but attempt to acquire them
without any cost disadvantage, will not gain sustained competitive advantages, because if one
firm can acquire these resources, others will be able to as well.

Although the observation that not all firms can obtain a sustained competitive advantage
does suggest some limitations on managers’ ability to affect firm performance; it is consistent
with most research on the performance of firms in various industries. In most industries, several
firms (perhaps even the majority) apparently discover their own unique resources and capabili-
ties and exploit them in ways that generate superior performance. However, there are often firms
in an industry that are perpetually generating only competitive parity, or even competitive disad-
vantages. These perpetually failing firms simply have not developed valuable resources that
would enable them to gain a sustained competitive advantage. Of course, at some point in the
future, a Schumpeterian revolution may occur in these industries, making these perpetually los-
ing firms suddenly able to gain competitive advantages and excel.”!

The Unit of Analysis

In SCP-based models of environmental opportunities and threats, the unit of analysis is the
industry. This unit of analysis has several advantages for strategic analysts, not the least of which
is access to data. Most government reports about firms are organized into industry categories,
making information about the number of rivals, the power of suppliers and buyers, and so forth,
relatively accessible.

In resource-based models of organizational strengths and weaknesses, however, the unit of
analysis shifts downward, to inside the firm. In these models the firm is thought of as a bundle of
resources and capabilities; and the analysis of the return potential of these resources must be
conducted one resource, or bundle of resources, at a time. Gaining access to this kind of intra-
organizational information can be very difficult. These data problems are exacerbated when it is
recognized that resources and capabilities can be utilized to generate sustained competitive
advantages precisely because they are difficult to describe and are invisible.

In the face of these challenges, it is tempting to raise the level of analysis of a firm’s
strengths and weaknesses to the level of a firm and analyze the value, rarity, imitability, and
organization of a firm’s products or services. This kind of analysis can be helpful, but it also can
be misleading. Research on the diffusion of product technology suggests that new products and
services, with a few important exceptions, rapidly become diffused among a set of competing
firms. However, as was suggested earlier for the Sony Corporation, although a firm’s particular
products may be imitated, that firm may still have a sustained competitive advantage based on its
underlying abilities to be innovative and creative.

Thus, despite the significant challenges associated with firm resources as the unit of analy-
sis in models of organizational strengths and weaknesses, a proper analysis seems to require an
investigation of these intra-organizational phenomena. In the end, it is not surprising that under-
standing the implications of these intra-organizational resources is critical to completing an
analysis of a firm.
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6 Summary

This chapter has developed a framework for analyz-
ing a firm’s organizational strengths and weaknesses.
This framework is based on several bodies of litera-
ture, including research on the effect of general man-
agers on an organization, research on other types of
distinctive competencies in a firm, work on Ricardian
economics, and economic models of firm growth.
The framework builds most directly on the resource-
based view of the firm and on two critical assump-
tions: that firms have different resources and capabil-
ities (the assumption of resource heterogeneity) and
that these differences can persist over time (the
assumption of resource immobility).

Review Questions

1. Which approach to strategy formulation is more likely
to generate economic profits: (a) evaluating environ-
mental opportunities and threats and then developing
resources and capabilities to exploit these opportuni-
ties and neutralize these threats; or (b) evaluating
internal resources and capabilities and then searching
for industries in which they can be exploited? Why?

2. Which firm will have a higher level of economic per-
formance: (a) a firm with valuable, rare, and costly-to-
imitate resources and capabilities operating in a very
attractive industry; or (b) a firm with valuable, rare,
and costly-to-imitate resources and capabilities operat-
ing in a very unattractive industry? Assume both firms
are appropriately organized. Explain your answer.

3. Which is more critical to sustaining human life—water
or diamonds? Why do firms that provide water to cus-
tomers generally earn lower economic profits than
firms that provide diamonds?
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