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Understanding sources of sustained competitive advantage has be-
come a major area of research in strategic management. Building on
the assumptions that strategic resources are heterogeneously distrib-
uted across firms and that these differences are stable over time, this ar-
ticle examines the link between firm resources and sustained competi-
tive advantage. Four empirical indicators of the potential of firm
resources to generate sustained competitive advantage—value, rare-
ness, imitability, and substitutability—are discussed. The model is ap-
plied by analyzing the potential of several firm resources for generating
sustained competitive advantages. The article concludes by examining
implications of this firm resource model of sustained competitive ad-
vantage for other business disciplines.

Understanding sources of sustained competitive advantage for firms has be-
come a major area of research in the field of strategic management (Porter, 1985;
Rumelt, 1984). Since the 1960’s, a single organizing framework has been used to
structure much of this research (Andrews, 1971; Ansoff, 1965; Hofer & Schendel,
1978). This framework, summarized in Figure One, suggests that firms obtain sus-
tained competitive advantages by implementing straiegles that exploit their inter-
nal strengths, through responding to environmental opportunities, while neutral-
izing external threats and avoiding internal weaknesses. Most research on sources
of sustained competitive advantage has focused either on 1solatmg afirm’s oppor-
tunities and threats (Porter, 1980, 1985), describing its strengths and weaknesses
(Hofer & Schendel, 1978; Penrose, 1958; Stinchcombe, 1965), or analyzing how
these are matched to choose strategies.

Although both internal analyses of organizational strengths and weaknesses
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Figure One. The relationship between traditional “strengths-weaknesses-opportunities-threats” analysis, the re-
source based model, and models of industry attractiveness.

and external analyses of opportunities and threats have received some attention in
the literature, recent work has tended to focus primarily on analyzing a firm’s op-
portunities and threats in its competitive environment (Lamb, 1984). As exempli-
fied by research by Porter and his colleagues (Caves & Porter, 1977; Porter, 1980,
1985) this work has attempted to describe the environmental conditions that favor
high levels of firm performance. Porter’s (1980) “five forces model,” for example,
describes the attributes of an attractive industry and thus suggests that opportu-
nities will be greater, and threats less, in these kinds of industries.

To help focus the analysis of the impact of a firm’s environment on its compet-
itive position, much of this type of strategic research has placed little emphasis on
the impact of idiosyncratic firm attributes on a firm’s competitive position (Porter,
1990). Implicitly, this work has adopted two simplifying assumptions. First, these
environmental models of competitive advantage have assumed that firms within
an industry (or firms within a strategic group) are identical in terms of the strate-
gically relevant resources they control and the strategies they pursue (Porter, 1981;
Rumelt, 1984; Scherer, 1980). Second, these models assume that should resource
heterogeneity develop in an industry or group (perhaps through new entry), that
this heterogeneity will be very short lived because the resources that firms use to
implement their strategies are highly mobile (i.e., they can be bought and sold in
factor markets) (Barney, 1986a; Hirshleifer, 1980).'

There is little doubt that these two assumptions have been very fruitful in clar-
ifying our understanding of the impact of a firm’s environment on performance.
However, the resource-based view of competitive advantage, because it examines

'Thus, for example, Porter (1980) suggests that firms should analyze their competitive environment, choose
their strategies, and then acquire the resources needed to implement their strategies. Firms are assumed to have
the same resources to implement these strategies or to have the same access to these resources. More recently,
Porter (1985) has introduced a language for discussing possible internal organizational attributes that may affect
competitive advantage. The relationship between this “value chain” logic and the resource based view of the
firm is examined below.
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FIRM RESOURCES 101

the link between a firm’s internal characteristics and performance, obviously can-
not build on these same assumptions. These assumptions effectively eliminate
firm resource heterogeneity and immobility as possible sources of competitive ad-
vantage (Penrose, 1958; Rumelt, 1984; Wernerfelt, 1984, 1989). The resource-
based view of the firm substitutes two alternate assumptions in analyzing sources
of competitive advantage. First, this model assumes that firms within an industry
(or group) may be heterogeneous with respect to the strategic resources they con-
trol. Second, this model assumes that these resources may not be perfectly mobile
across firms, and thus heterogeneity can be long lasting. The resource-based
model of the firm examines the implications of these two assumptions for the anal-
ysis of sources of sustained competitive advantage.

This article begins by defining some key terms, and then examining the role of
idiosyncratic, immobile firm resources in creating sustained competitive advan-
tages. Next, a framework for evaluating whether or not particular firm resources
can be sources of sustained competitive advantage is developed. As an example of
how this framework might be applied, it is used in the analysis of the competitive
implications of several resources that others have suggested might be sources of
sustained competitive advantage. The article concludes by describing the relation-
ship between this resource-based model of sustained competitive advantage and
other business disciplines.

Defining Key Concepts

To avoid poss1ble confusion, three concepts that are central to the perspective
developed in this article are defined in this section. These concepts are firm re-
sources, competitive advantage, and sustained competitive advantage.

Firm Resources

In this article, firm resources include all assets, capabilities, organizational pro-
cesses, firm attributes, mformétlon knowledge, etc. controlled by a firm that en-
able the firm to conceive of and 1mp1ement strategies that improve its efficiency
and effectiveness (Daft, | 983) In'‘the language of traditional strategic analysis,
firm resources are strengths thkt ﬁrms can use to conceive of and implement their
strategies (Learned, Christensen, Ahdrews, & Guth, 1969; Porter, 1981).

A variety of authors havé generate& lists of firm attributes that may enable firms
to conceive of and 1mplément ‘ alué—creatmg strategies (Hitt & Ireland, 1986;
Thompson & Strickland, 1987) For | purposes of this discussion, these numerous
possible firm resources can be c: ny niently classified into three categories: phys-
ical capital resources (Wllhamg(ni ] 975), human capital resources (Becker, 1964),
and organizational capital i‘esodrCes (Tomer, 1987). Physical capital resources in-
clude the physical technology used in a firm, a firm’s plant and equipment, its geo-
graphic location, and its access to raw materials. Human capital resources include
the training, experience, judgment, intelligence, relationships, and insight of in-
dividual managers and workers in a firm. Organizational capital resources include
a firm’s formal reporting structure, its formal and informal planning, controlling,
and coordinating systems, as well as informal relations among groups within a
firm and between a firm and those in its environment.
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Of course, not all aspects of a firm’s physical capital, human capital, and orga-
nizational capital are strategically relevant resources. Some of these firm attri-
butes may prevent a firm from conceiving of and implementing valuable strategies
(Barney, 1986b). Others may lead a firm to conceive of and implement strategies
that reduce its effectiveness and efficiency. Still others may have no impact on a
firm’s strategizing processes. However, those attributes of a firm’s physical, hu-
man, and organizational capital that do enable a firm to conceive of and implement
strategies that improve its efficiency and effectiveness are, for purposes of this dis-
cussion, firm resources (Wernerfelt, 1984). The purpose of this article is to specify
the conditions under which such firm resources can be a source of sustained com-
petitive advantage for a firm.

Competitive Advantage and Sustained Competitive Advantage

In this article, a firm is said to have a competitive advantage when it is imple-
menting a value creating strategy not simultaneously being implemented by any
current or potential competitors. A firm is said to have a sustained competitive ad-
vantage when it is implementing a value creating strategy not simultaneously
being implemented by any current or potential competitors and when these other
firms are unable to duplicate the benefits of this strategy. These two definitions re-
quire some discussion.

First, these definitions do not focus exlusively on a firm’s competitive position
vis-a-vis firms that are already operating in its industry. Rather, following Baumol,
Panzar, and Willig (1982), a firm’s competition is assumed to include not only all
of its current competitors, but also potential competitors poised to enter an indus-
try at some future date. Thus, a firm that enjoys a competitive advantage or a sus-
tained competitive advantage is implementing a strategy not simultaneously being
implemented by any of its current or potential competitors (Barney, McWilliams,
& Turk, 1989). |

Second, the definition of sustained competitive advantage adopted here does
not depend upon the period of calendar time during which a firm enjoys a com-
petitive advantage. Some authors have suggested that a sustained competitive ad-
vantage is simply a competitive advantage that lasts a long period of calendar time
(Jacobsen, 1988; Porter, 1985). Although an understanding of how firms can make
a competitive advantage last a longer period of calendar time is an important re-
search issue, the concept of sustained competitive advantage used in this article
does not refer to the period of calendar time that a firm enjoys a competitive ad-
vantage.

Rather, whether or not a competitive advantage is sustained depends upon the
possibility of competitive duplication. Following Lippman and Rumelt (1982) and
Rumelt (1984), a competitive advantage is sustained only if it continues to exist
after efforts to duplicate that advantage have ceased. In this sense, this definition
of sustained competitive advantage is an equilibrium definition (Hirshleifer,
1982).

Theoretically, this equilibrium definition of sustained competitive advantage
has several advantages, not the least of which is that it avoids the difficult problem
of specifying how much calendar time firms in different industries must possess
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competitive advantages in order for those advantages to be “sustained.” Empiri-
cally, sustained competitive advantages may, on average, last a long period of cal-
endar time. However, it is not this period of calendar time that defines the existence
of a sustained competitive advantage, but the inability of current and potential
competitors to duplicate that strategy that makes a competitive advantage sus-
tained.

Finally, that a competitive advantage is sustained does not imply that it will
“last forever.” It only suggests that it will not be competed away through the du-
plication efforts of other firms. Unanticipated changes in the economic structure
of an industry may make what was, at one time, a source of sustained competitive
advantage, no longer valuable for a firm, and thus not a source of any competitive
advantage. These structural revolutions in an industry—called “Schumpeterian
Shocks” by several authors (Barney, 1986¢; Rumelt & Wensley, 1981; Schumpeter,
1934, 1950)—redefine which of a firm’s attributes are resources and which are
not. Some of these resources, in turn, may be sources of sustained competitive ad-
vantage in the newly defined industry structure (Barney, 1986¢). However, what
were resources in a previous industry setting may be weaknesses, or simply irrel-
evant, in a new industry setting. A firm enjoying a sustained competitive advan-
tage may experience these major shifts in the structure of competition, and may
see its competitive advantages nullified by such changes. However, a sustained
competitive advantage is not nullified through competing firms duplicating the
benefits of that competitive advantage.

Competition with Homogeneous and Perfectly Mobile Resources

Armed with these definitions, it is now possible to explore the impact of re-
source heterogeneity and immobility on sustained competitive advantage. This is
done by examining the nature of competition when firm resources are perfectly
homogeneous and mobile. -

In this analysis, it is not being suggested that there are industries where the at-
tributes of perfect homogeneity and mobility exist. Although this is ultimately an
empirical question, it seems reasonable to expect that most industries will be char-
acterized by at least some degree of resource heterogeneity and immobility (Bar-
ney & Hoskisson, 1989). Thus, rather than making an assertion that firm resources
are homogeneous and mobile, the purpose of this analysis is to examine the pos-
sibility of discovering sources of sustained competitive advantage under these
conditions. Not surprisingly, it is argued that firms, in general, cannot expect to ob-
tain sustained competitive advantages when strategic resources are evenly distrib-
uted across all competing firms and highly mobile. This conclusion suggests that
the search for sources of sustained competitive advantage must focus on firm re-
source heterogeneity and immobility.

Resource Homogeneity and Mobility and Sustained Competitive Advantage

Imagine an industry where firms possess exactly the same resources. This con-
dition suggests that firms all have the same amount and kinds of strategically rel-
evant physical, human, and organizational capital. Is there a strategy that could be
conceived of and implemented by any one of these firms that could not also be
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conceived of and implemented by all other firms in this industry? The answer to
this question must be no. The conception and implementation of strategies em-
ploys various firm resources (Barney, 1986a; Hatten & Hatten, 1987; Wernerfelt,
1984). That one firm in an industry populated by identical firms has the resources
to conceive of and implement a strategy means that these other firms, because they
possess the same resources, can also conceive of and implement this strategy. Be-
cause these firms all implement the same strategies, they all will improve their ef-
ficiency and effectiveness in the same way, and to the same extent. Thus, in this
kind of industry, it is not possible for firms to enjoy a sustained competitive ad-
vantage.

Resource Homogeneity and Mobility and First-Mover Advantages

One objection to this conclusion concerns so-called “first mover advantages”
(Lieberman & Montgomery, 1988). In some circumstances, the first firm in an in-
dustry to implement a strategy can obtain a sustained competitive advantage over
other firms. These firms may gain access to distribution channels, develop good-
will with customers, or develop a positive reputation, all before firms that imple-
ment their strategies later. Thus, first-moving firms may obtain a sustained com-
petitive advantage.

However, upon reflection, it seems clear that if competing firms are identical in
the resources they control, it is not possible for any one firm to obtain a competi-
tive advantage from first moving. To be a first mover by implementing a strategy
before any competing firms, a particular firm must have insights about the oppor-
tunities associated with implementing a strategy that are not possessed by other
firms in the industry, or by potentially entering firms (Lieberman & Montgomery,
1988). This unique firm resource (information about an opportunity) makes it pos-
sible for the better informed firm to implement its strategy before others. However,
by definition, there are no unique firm resources in this kind of industry. If one
firm in this type of industry is able to conceive of and implement a strategy, then
all other firms will also be able to conceive of and implement that strategy, and
these strategies will be conceived of and implemented in parallel, as identical
firms become aware of the same opportunities and exploit that opportunity in the
same way. '

It is not being suggested that there can never be first-mover advantages in in-
dustries. It is being suggested that in order for there to be a first-mover advantage,
firms in an industry must be heterogeneous in terms of the resources they control.

Resource Homogeneity and Mobility and Entry/Mobility Barriers

A second objection to the conclusion that sustained competitive advantages
cannot exist when firm resources in an industry are perfectly homogeneous and
mobile concerns the existence of “barriers to entry” (Bain, 1956), or more gener-
ally, “mobility barriers” (Caves & Porter, 1977). The argument here is that even if
firms within an industry (group) are perfectly homogeneous, if there are strong
entry or mobility barriers, these firms may be able to obtain a sustained competi-
tive advantange vis-a-vis firms that are not in their industry (group). This sus-
tained competitive advantage will be reflected in above normal economic perfor-
mance for those firms protected by the entry or mobility barrier (Porter, 1980).
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However, from another point of view, barriers to entry or mobility are only pos-
sible if current and potentially competing firms are heterogeneous in terms of the
resources they control and if these resources are not perfectly mobile (Barney,
McWilliams, Turk, 1989). The heterogeneity requirement is self-evident. For a
barrier to entry or mobility to exist, firms protected by these barriers must be im-
plementing different strategies than firms seeking to enter these protected areas of
competition. Firms restricted from entry are unable to implement the same strat-
egies as firms within the industry or group. Because the implementation of strat-
egy requires the application of firm resources, the inability of firms seeking to en-
ter an industry or group to implement the same strategies as firms within that
industry or group suggests that firms seeking to enter must not have the same stra-
tegically relevant resources as firms within the industry or group. Thus, barriers to
entry and mobility only exist when competing firms are heterogeneous in terms of
the strategically relevant resources they control. Indeed, this is the definition of
strategic groups suggested by McGee and Thomas (1986).

The requirement that firm resources be immobile in order for barriers to entry
or mobility to exist is also clear. If firm resources are perfectly mobile, then any
resource that allows some firms to implement a strategy protected by entry or mo-
bility barriers can easily be acquired by firms seeking to enter into this industry or
group. Once these resources are acquired, the strategy in question can be con-
ceived of and implemented in the same way that other firms have conceived of and
implemented their strategies. These strategies are thus not a source of sustained
competitive advantage.

Again, it is not being suggested that entry or mobility barriers do not exist.
However, it is being suggested that these barriers only become sources of sus-
tained competitive advantage when firm resources are not homogeneously dis-
tributed across competing firms and when these resources are not perfectly mo-
bile.

Research that has focused on the 1mpact of opportumtles and threatsin a ﬁrm S
environment on competitive advantage has recogmzed the hrmtatlons 1nherent in
analyzmg competitive advantage with the assumpnon that ﬁ,rm resources are ho-
mogeneously distributed and highly mobile. In his' recent work, Porter (1985) in-
troduced the concept of the value chain to assist managers in 1solat1ng potential re-
source-based advantages for their firms, The resource-based view of the firm
developed here simply pushes this value cham logic further, by examlmng the at-
tributes that resources isolated by value chain analyses must possess in order to be
sources of sustained competmve advantage (Porter, 1990).

Flrm Resources and Sustamed Competitive Advantage

Thus far, it has been suggested that in qrder to understand sources of sustained
competitive advantage, it is necessary to build a theoretical model that begins with
the assumption that firm resources may be heterogeneous and immobile. Of
course, not all firm resources hold the potential of sustained competitive advan-
tages. To have this potential, a firm resource must have four attributes: (a) it must
be valuable, in the sense that it exploit opportunities and/or neutralizes threats in a
firm’s environment, (b) it must be rare among a firm’s current and potential com-
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petition, (c) it must be imperfectly imitable, and (d) there cannot be strategically
equivalent substitutes for this resource that are valuable but neither rare or imper-
fectly imitable. These attributes of firm resources can be thought of as empirical
indicators of how heterogeneous and immobile a firm’s resources are and thus how
useful these resources are for generating sustained competitive advantages. Each
of these attributes of a firm’s resources are discussed in more detail below.

Valuable Resources

Firm resources can only be a source of competitive advantage or sustained com-
petitive advantage when they are valuable. As suggested earlier, resources are
valuable when they enable a firm to conceive of or implement strategies that im-
prove its efficiency and effectiveness. The traditional “strengths-weaknesses-op-
portunities-threats” model of firm performance suggests that firms are able to im-
prove their performance only when their strategies exploit opportunities or
neutralize threats. Firm attributes may have the other characteristics that could
qualify them as sources of competitive advantage (e.g., rareness, inimitability,
non-substitutability), but these attributes only become resources when they ex-
ploit opportunities or neutralize threats in a firm’s environment.

That firm attributes must be valuable in order to be considered resources (and
thus as possible sources of sustained competitive advantage) points to an impor-
tant complementarity between environmental models of competitive advantage
and the resource-based model. These environmental models help isolate those
firm attributes that exploit opportunities and/or neutralize threats, and thus spec-
ify which firm attributes can be considered as resources. The resource-based
model then suggests what additional characteristics that these resources must pos-
sess if they are to generate sustained competitive advantage.

Rare Resources

By definition, valuable firm resources possessed by large numbers of compet-
ing or potentially competing firms cannot be sources of either a competitive ad-
vantage or a sustained competitive advantage. A firm enjoys a competitive advan-
tage when it is implementing a value-creating strategy not simultaneously
implemented by large numbers of other firms. If a particular valuable firm re-
source is possessed by large numbers of firms, then each of these firms have the
capability of exploiting that resource in the same way, thereby implementing a
common strategy that gives no one firm a competitive advantage.

The same analysis applies to bundles of valuable firm resources used to con-
ceive of and implement strategies. Some strategies require a particular mix of
physical capital, human capital, and organizational capital resources to imple-
ment. One firm resource required in the implementation of almost all strategies is
managerial talent (Hambrick, 1987). If this particular bundle of firm resources is
not rare, then large numbers of firms will be able to conceive of and implement the
strategies in question, and these strategles will not be a source of competitive ad-
vantage, even though the resources in question may be valuable.

To observe that competitive advantages (sustained or otherwise) only accrue to
firms that have valuable and rare resources is not to dismiss common (i.e., not rare)
firm resources as unimportant. Instead, these valuable but common firm resources
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can help ensure a firm’s survival when they are exploited to create competitive
parity in an industry (Barney, 1989a). Under conditions of competitive parity,
though no one firm obtains a competitive advantage, firms do increase their prob-
ability of economic survival (McKelvey, 1980; Porter, 1980).

How rare a valuable firm resource must be in order to have the potential for gen-
erating a competitive advantage is a difficult question. It is not difficult to see that
if a firm’s valuable resources are absolutely unique among a set of competing and
potentially competing firms, those resources will generate at least a competitive
advantage and may have the potential of generating a sustained competitive ad-
vantage. However, it may be possible for a small number of firms in an industry to
possess a particular valuable resource and still generate a competitive advantage.
In general, as long as the number of firms that possess a particular valuable re-
source (or a bundle of valuable resources) is less than the number of firms needed
to generate perfect competition dynamics in an industry (Hirshleifer, 1980), that
resource has the potential of generating a competitive advantage.

Imperfectly Imitable Resources

It is not difficult to see that valuable and rare organizational resources may be a
source of competitive advantage. Indeed, firms with such resources will often be
strategic innovators, for they will be able to conceive of and engage in strategies
that other firms could either not conceive of, or not implement, or both, because
these other firms lacked the relevant firm resources. The observation that valuable
and rare organizational resources can be a source of competitive advantage is an-
other way of describing first-mover advantages accruing to firms with resource
advantages.

However, valuable and rare organizational resources can only be sources of sus-
tained competitive advantage if firms that do not possess these resources cannot
obtain them. In language developed in Lippman and Rumelt (1982) and Barney
(1986a; 1986b), these firm resources are imperfectly imitable. Firm resources can
be imperfectly imitable for one or a combination of three reasons: (a) the ability of
a firm to obtain a resource is dependent upon unique historical conditions, (b) the
link between the resources possessed by a firm and a firm’s sustained competitive
advantage is causally ambiguous, or (c) the resource generating a firm’s advantage
is socially complex (Dierickx & Cool, 1989). Each of these sources of the imper-
fect imitability of firm resources are examined below.

Unique historical conditions and imperfectly imitable resources. Another as-
sumption of most environmental models of firm competitive advantage, besides
resource homogeneity and mobility, is that the performance of firms can be under-
stood independent of the particular history and other idiosyncratic attributes of
firms (Porter, 1981; Scherer, 1980). These researchers seldom argue that firms do
not vary in terms of their unique histories, but rather that these unique histories are
not relevant to understanding a firm’s performance (Porter, 1980).

The resource-based view of competitive advantage developed here relaxes this
assumption. Indeed, this approach asserts that not only are firms intrinsically his-
torical and social entities, but that their ability to acquire and exploit some re-
sources depends upon their place in time and space. Once this particular unique
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time in history passes, firms that do not have space- and time-dependent resources
cannot obtain them, and thus these resources are imperfectly imitable.

Resource-based theorists are not alone in recognizing the importance of history
as a determinant of firm performance and competitive advantage. Traditional
strategy researchers (e.g., Ansoff, 1965; Learned et al., 1969; Stintchcombe, 1965)
often cited the unique historical circumstances of a firm’s founding, or the unique
circumstances under which a new management team takes over a firm, as impor-
tant determinants of a firm’s long term performance. More recently, several econ-
omists (e.g., Arthur, Ermoliev, & Kaniovsky, 1987; David, 1985) have developed
models of firm performance that rely heavily on unique historical events as deter-
minants of subsequent actions. Employing path-dependent models of economic
performance (Arthur, 1983, 1984a, 1984b; Arthur, Ermiliev, & Kaniovski, 1984)
these authors suggest that the performance of a firm does not depend simply on
the industry structure within which a firm finds itself at a particular point in time,
but also on the path a firm followed through history to arrive where it is. If a firm
obtains valuable and rare resources because of its unique path through history, it
will be able to exploit those resources in implementing value-creating strategies
that cannot be duplicated by other firms, for firms without that particular path
through history cannot obtain the resources necessary to implement the strategy.

The acquisition of all the types of firm resources examined in this article can
depend upon the unique historical position of a firm. A firm that locates it facilities
on what turns out to be a much more valuable location than was anticipated when
the location was chosen possesses an imperfectly imitable physical capital re-
source (Hirshleifer, 1988; Ricardo, 1966). A firm with scientists who are uniquely
positioned to create or exploit a significant scientific breakthrough may obtain an
imperfectly imitable resource from the history-dependent nature of these scien-
tist’s individual human capital (Burgelman & Maidique, 1988; Winter, 1988). Fi-
nally, a firm with a unique and valuable organizational culture that emerged in the
early stages of a firm’s history may have an imperfectly imitable advantage over
firms founded in another historical period, where different (and perhaps less valu-
able) organizational values and beliefs come to dominate (Barney, 1986b; Zucker,
1977).

The literature in strategic management is littered with examples of firms whose
unique historical position endowed them with resources that are not controlled by
competing firms and that cannot be imitated. These examples are the case anal-
yses that have dominated teaching and research for so long in the field of strategic
management (Learned et al., 1969; Miles & Cameron, 1982). However, the sys-
tematic study of the impact of history on firm performance is in its infancy (David,
1985). - :

Causal ambiguity and imperfectly imitable resources. Unlike the relationship
between a firm’s unique history and the imitability of its resources, the relation-
ship between the causal ambiguity of a firm’s resources and imperfect imitability
has received systematic attention in the literature (Alchian, 1950; Barney, 1986b,
Lippman & Rumelt, 1982; Mancke, 1974; Reed and DeFillippi, 1990; Rumelt,
1984). In this context, causal ambiguity exists when the link between the resources
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controlled by a firm and a firm’s sustained competitive advantage is not under-
stood or understood only very imperfectly.

When the link between a firm’s resources and its sustained competitive advan-
tage are poorly understood, it is difficult for firms that are attempting to duplicate
a successful firm’s strategies through imitation of its resources to know which re-
sources it should imitate. Imitating firms may be able to describe some of the re-
sources controlled by a successful firm. However, under conditions of causal am-
biguity, it is not clear that the resources that can be described are the same
resources that generate a sustained competitive advantage, or whether that advan-
tage reflects some other non-described firm resource. As Demsetz (1973) once ob-
served, sometimes it is difficult to understand why one firm consistently outper-
forms other firms. Causal ambiguity is at the heart of this difficulty. In the face of
such causal ambiguity, imitating firms cannot know the actions they should take in
order to duplicate the strategies of firms with a sustained competitive advantage.

To be a source of sustained competitive advantage, both the firms that possess
resources that generate a competitive advantage and the firms that do not possess
these resources but seek to imitate them must be faced with the same level of
causal ambiguity (Lippman & Rumelt, 1982). If firms that control these resources
have a better understanding of their impact on competitive advantage than firms
without these resources, then firms without these resources can engage in activi-
ties to reduce their knowledge disadvantage. They can do this, for example, by hir-
ing away well placed knowledgeable managers in a firm with a competitive ad-
vantage or by engaging in a careful systematic study of the other firm’s success.
Although acquiring this knowledge may take some time and effort, once knowl-
edge of the link between a firm’s resources and its ability to implement certain
strategies is diffused throughout competing firms, causal ambiguity no longer ex-

ists, and thus cannot be a source of imperfect imitability. In other words, if a firm
- with a competitive advantage understands the link between the resources it con-

trols and its advantages, then other firms can also learn about that link, acquire the
necessary resources (assuming they are not imperfectly imitable for other rea-
sons), and implement the relevant strategies. In such a setting, a firm’s competitive
advantages are not sustained because they can be duplicated.

On the other hand, when a firm with a competitive advantage does not under-
stand the source of its competitive advantage any better than firms without this ad-
vantage, that competitive advantage may be sustained because it is not subject to
imitation (Lippman & Rumelt, 1982). Ironically, in order for causal ambiguity to
be a source of sustained competitive advantage, all competing firms must have an
imperfect understanding of the link between the resources controlled by a firm
and a firm’s competitive advantages. If one competing firm understands this link,
and no others do, in the long run this information will be diffused through all com-
petitors, thus eliminating causal ambiguity and imperfect imitability based on
causal ambiguity.

At first, it may seem unlikely that a firm with a sustained competitive advantage
will not fully understand the source of that advantage. However, given the very
complex relationship between firm resources and competitive advantage, such an
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incomplete understanding is not implausible. The resources controlled by a firm
are very complex and interdependent. Often, they are implicit, taken for granted by
managers, rather than being subject to explicit analysis (Nelson & Winter, 1982;
Polanyi, 1962; Winter, 1988). Numerous resources, taken by themselves or in
combination with other resources, may yield sustained competitive advantage. Al-
though managers may have numerous hypotheses about which resources generate
their firm’s advantages, it is rarely possible to rigorously test these hypotheses. As
long as numerous plausible explanations of the sources of sustained competitive
advantage exist within a firm, the link between the resources controlled by a firm
and sustained competitive advantage remains somewhat ambiguous, and thus
which of a firm’s resources to imitate remains uncertain.

Social complexity. A final reason that a firm’s resources may be imperfectly im-
itable is that they may be very complex social phenomena, beyond the ability of
firms to systematically manage and influence. When competitive advantages are
based in such complex social phenomena, the ability of other firms to imitate these
resources is significantly constrained.

- A wide variety of firm resources may be socially complex. Examples include
the interpersonal relations among managers in a firm (Hambrick, 1987), a firm’s
culture (Barney, 1986b), a firm’s reputation among suppliers (Porter, 1980) and
customers (Klein, Crawford & Alchian, 1978; Klein & Lefler, 1981). Notice that
in most of these cases it is possible to specify how these socially complex re-
sources add value to a firm. Thus, there is little or no causal ambiguity surround-
ing the link between these firm resources and competitive advantage. However,
understanding that, say, an organizational culture with certain attributes or quality
relations among managers can improve a firm’s efficiency and effectiveness does
not necessarily imply that firms without these attributes can engage in systematic
efforts to create them (Barney, 1989b; Dierickx & Cool, 1989). Such social engi-
neering may be, for the time being at least, beyond the capabilities of most firms
(Barney, 1986b; Porras & Berg, 1978). To the extent that socially complex firm re-
sources are not subject to such direct management, these resources are imperfectly
imitable.

Notice that complex physical technology is not included in this category of
sources of imperfectly imitable. In general, physical technology, whether it takes
the form of machine tools or robots in factories (Hayes & Wheelwright, 1984) or
complex information management systems (Howell & Fleishman, 1982), is by it-
self typically imitable. If one firm can purchase these physical tools of production
and thereby implement some strategies, then other firms should also be able to
purchase these physical tools, and thus such tools should not be a source of sus-
tained competitive advantage.

On the other hand, the exploitation of physical technology in a firm often in-
volves the use of socially complex firm resources. Several firms may all possess
the same physical technology, but only one of these firms may possess the social
relations, culture, traditions, etc. to fully exploit this technology in implementing
strategies (Wilkins, 1989). If these complex social resources are not subject to im-
itation (and assuming they are valuable and rare and no substitutes exist), these
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firms may obtain a sustained competitive advantage from exploiting their physical
technology more completely than other firms, even though competing firms do
not vary in terms of the physical technology they possess.

Substitutability

The last requirement for a firm resource to be a source of sustained competitive
advantage is that there must be no strategically equivalent valuable resources that
are themselves either not rare or imitable. Two valuable firm resources (or two
bundles of firm resources) are strategically equivalent when they each can be ex-
ploited separately to implement the same strategies. Suppose that one of these
valuable firm resources is rare and imperfectly imitable, but the other is not. Firms
with this first resource will be able to conceive of and implement certain strategies.
If there were no strategically equivalent firm resources, these strategies would
generate a sustained competitive advantage (because the resources used to con-
ceive and implement them are valuable, rare, and imperfectly imitable). However,
that there are strategically equivalent resources suggests that other current or po-
tentially competing firms can implement the same strategies, but in a different
way, using different resources. If these alternative resources are either not rare or
imitable, then numerous firms will be able to conceive of and implement the strat-
egies in question, and those strategies will not generate a sustained competitive
advantage. This will be the case even though one approach to implementing these
strategies exploits valuable, rare, and imperfectly imitable firm resources.

Substitutability can take at least two forms. First, though it may not be possible
for a firm to imitate another firm’s resources exactly, it may be able to substitute a
similar resource that enables it to conceive of and implement the same strategies.
For example, a firm seeking to duplicate the competitive advantages of another
firm by imitating that other firm’s high quality top management team will often be
unable to copy that team exactly (Barney & Tyler, 1990). However, it may be pos-
sible for this firm to develop its own unique top management team. Though these
two teams will be different (different people, different operating practices, a dif-
ferent history, etc.), they may likely be strategically equivalent and thus be substi-
tutes for one another. If different top management teams are strategically equiva-
lent (and if these substitute teams are common or highly imitable), then a high
quality top management team is not a source of sustained competitive advantage,
even though a particular management team of a particular firm is valuable, rare
and imperfectly imitable.

Second, very different firm resources can also be strategic substitutes. For ex-
ample, managers in one firm may have a very clear vision of the future of their
company because of a charismatic leader in their firm (Zucker, 1977). Managers
in competing firms may also have a very clear vision of the future of their com-
panies, but this common vision may reflect these firms’ systematic, company-wide
strategic planning process (Pearce, Freeman, & Robinson, 1987). From the point
of view of managers having a clear vision of the future of their company, the firm
resource of a charismatic leader and the firm resource of a formal planning system
may be strategically equivalent, and thus substitutes for one another. If large num-
bers of competing firms have a formal planning system that generates this com-
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mon vision (or if such a formal planning is highly imitable), then firms with such
a vision derived from a charismatic leader will not have a sustained competitive
advantage, even though the firm resource of a charismatic leader is probably rare
and imperfectly imitable.

Of course, the strategic substitutability of firm resources is always a matter of
degree. It is the case, however, that substitute firm resources need not have exactly
the same implications for an organization in order for those resources to be equiv-
alent from the point of view of the strategies that firms can conceive of and imple-
ment. If enough firms have these valuable substitute resources (i.e., they are not
rare), or if enough firms can acquire them (i.e., they- are imitable), then none of
these firms (including firms whose resources are being substituted for) can expect
to obtain a sustained competitive advantage.

Applying the Framework .

The relationship between resource heterogeneity and immobility; value, rare-
ness, imitability, and substitutability; and sustained competitive advantage is sum-
marized in Figure Two. This framework can be applied in analyzing the potential
of a broad range of firm resources to be sources of sustained competitive advan-
tage. These analyses not only specify the theoretical conditions under which sus-
tained competitive advantage might exist, they also suggest specific empirical
questions that need to be addressed before the relationship between a particular
firm resource and sustained competitive advantage can be understood. Three brief
examples of how this framework might be applied are presented below.

Strategic Planning and Sustained Competitive Advantage

“There is a large and growing literature on the ability of various strategic plan-
ning processes to generate competitive advantages for firms (Pearce, Freeman, &
Robinson, 1987). Evaluating strategic planning as a firm resource may help re-
solve some of the conflicting results in this literature (Armstrong, 1982; Rhyne,
1986).

It seems reasonable to expect that formal strategic planning systems (Lorange,

Value

Rareness

Imperfect Imitability
Firm Resource —History '
Heterogeneity Dependent Sustained
=3 —Causal Ambiguity| —>| Competitive
Firm Resource | .| —Social Advantage

Immoblllty Complexity
Substitutability

Figure Two. The Relationship Between Resource Heterogeneity and Immobility, Value, Rareness, Imperfect Im-
itability, and Substitutability, and Sustained Competitive Advantage.
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1980) are unlikely by themselves to be a source of sustained competitive advan-
tage. Even if these planning systems are valuable, in the sense that they enable
firms to recognize opportunities and threats in their environment, there is empir-
ical evidence that suggests that many firms engage in such formal planning exer-
cises, and thus such planning mechanisms are not rare (Kudla, 1980; Steiner,
1979). Even if in a particular industry formal planning is rare, the formal planning
process has been thoroughly described and documented in a wide variety of public
sources (Steiner, 1979). Any firm interested in engaging in such formal planning
can certainly learn how to do so, and thus formal planning seems likely to be
highly imitable (Barney, 1989b). Thus, apart from substitutability considerations,
formal strategic planning by itself is not likely to be a source of sustained com-
petitive advantage.

This does not mean, however, that firms that engage in formal strategic planning
will never obtain sustained competitive advantages. It may be that the formal plan-
ning system in a firm enables a firm to recognize and exploit other of its resources,
and some of these resources might be sources of sustained competitive advantage.
However, it is probably inappropriate to conclude that the sustained competitive
advantages thus created reflect the formal planning process per se. Rather, the
source of these advantages is almost certainly other resources controlled by a
firm.

Of course, formal strategic planning is not the only way that firms choose their
strategies. A variety of authors have described informal (Leontiades & Tezel,
1980), emergent (Mintzberg, 1978; Mintzberg & McHugh, 1985), and autono-
mous (Burgelman, 1983) processes by which firms choose their strategies. To the
extent that these processes suggest valuable strategies for firms, they can be
thought of as firm resources, and their potential for generating sustained compet-
itive advantage can be evaluated by considering how rare, imperfectly 1m1tablc,
and substitutable they are.

Those who study these informal strategy-makmg processes tend to agree about
their rareness and imitability. Although the rareness of these informal strategy-
making processes is an empirical question, current research suggests that at least
some firms attempt to prevent these informal processes from unfolding (Burgel-
man, 1983), or ignore the strategic insights they generate (Burgelman & Maidique,
1988). In industries where most current and potential competitors either prevent
or ignore these informal processes, firms that understand their potential value may
possess a rare strategic resource. Moreover, because these processes are socially
complex (Mintzberg & McHugh, 1985), they are also likely to be imperfectly im-
itable.

There is less agreement concerning possible substitutes for these informal strat-
egy-making processes. On the one hand, some authors seem to suggest that formal
planning mechanisms are strategic substitutes for informal, emergent, or autono-
mous processes (Pearce, Freeman, & Robinson, 1987). If this is true, because these
formal processes are highly imitable, informal strategy making has a highly imit-
able substitute, and thus is not a source of sustained competitive advantage. On the
other hand, others have argued that formal and informal strategy making are not
substitutes for one another, that formal processes are effective in some settings and
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ineffective in others, that informal processes are effective where formal processes
are not and are ineffective when formal processes are effective (Fredrickson,
1984; Fredrickson & Mitchell, 1984). If these processes are not substitutes for one
another, and if the conditions of rareness and imperfect imitability hold, informal
strategy-making processes may be a source of sustained competitive advantage.
The question of the subtitutability of informal strategy making in firms needs to
be resolved empirically before the impact of these firm resources on sustained
competitive advantage can be fully understood.

Information Processing Systems and Sustained Competitive Advantage

There is also a growing literature that focuses on information processing sys-
tems and sustained competitive advantage (O’Brien, 1983). As with strategic
planning, whether or not information processing systems are a source of sustained
competitive advantage depends on the type of information processing system
being analyzed. If seems very unlikely that computers (of any size, no matter how
they are linked or networked) by themselves, can be a source of sustained com-
petitive advantage (Hayes & Wheelwright, 1984). Machines, be they computers or
other types of machines, are part of the physical technology of a firm, and usually
can be purchased across markets (Barney, 1986a). Because the machines can be
purchased, any strategy that exploits just the machines themselves is likely to be
imitable and thus not a source of sustained competitive advantage.

On the other hand, an information processing system that is deeply embedded
in a firm’s informal and formal management decision-making process may hold
the potential of sustained competitive advantage. Research seems to suggest that
relatively few firms have been able to create this close manager-computer inter-
face, and thus this kind of information processing system may be rare (Christie,
1985; Rasmussen, 1986). It is also a socially complex system, and thus will prob-
ably be imperfectly imitable.

The question of possible substitutes for these complex machine-manager sys-
tems has not received as much attention in the literature. To specify possible stra-
tegic substitutes requires understanding what strategic benefits accrue to a firm
that possesses a system where computers and managers are intimately linked. Any
list of possible benefits might include an efficient flow of information among man-
agers, the ability of consider large amounts of information quickly, and the ability
to share this information efficiently (O’Brien, 1983). These same benefits might
accrue to a firm with a closely knit, highly experienced management team, with-
out an information management system (Hambrick, 1987). Thus, this type of man-
agement team may be a substitute for an information-processing system embed-
ded in a firm’s informal and formal decision-making processes.

However, the existence of substitutes by itself does not mean that a particular
firm resource cannot be a source of sustained competitive advantage. In addition,
these substitutes have to be either not rare, or highly imitable, or both. Closely knit,
highly experienced management teams for a particular set of competitors may be
rare and, because they are socially complex, may be imperfectly imitable. If this is
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true, an embedded information-processing system may be a source of sustained
competitive advantage, even if a close substitute for such a processing system (a
close knit, highly experienced top management team) exists.

Positive Reputations and Sustained Competitive Advantages

Positive reputations of firms among customers and suppliers have also been
cited as sources of competitive advantage in the literature (Porter, 1980). An ap-
plication of the framework presented in Figure Two, again, suggests the conditions
under which a firm’s positive reputation can be a source of sustained competitive
advantage. If only a few competing firms have such reputations, then they are rare.
In general, the development of a positive reputation usually depends upon specific,
difficult-to-duplicate historical settings. To the extent that a particular firm’s pos-
itive reputation depends upon such historical incidents, it may be imperfectly im-
itable. In addition, positive firm reputations can be thought of as informal social
relations between firms and key stakeholders (Klein & Leffler, 1981). Such infor-
mal relations are likely to be socially complex, and thus imperfectly imitable.

The question of substitutes for a positive reputation is, again, more complicated.
Some authors (Klein, Crawford, & Alchian, 1981) have suggested that rather than
developing a positive reputation, firms may reassure their customers or suppliers
through the use of guarantees and other long-term contracts. Thus, these guaran-
tees substitute for a firm’s reputation. However, it is not clear that the implicit psy-
chological contract between a firm and its stakeholders when a firm has a positive
reputation is the same as the implicit psychological contract between a firm and its
stakeholders when a firm uses guarantees for reassurance. If, in fact, reputation
and guarantees are substitutes, why is it that some firms invest both in a positive
reputation and guarantees? If these two firm resources are not substitutes, then a
reputation (if it is rare and imperfectly imitable) may be a source of sustained com-
petitive advantage.

Discussion

The brief analyses of strategic planning, information processing, and a firm’s
reputation among customers and suppliers and sustained competitive advantage
are suggestive of the kinds of analyses that are possible with the framework pre-
sented in Figure Two. This framework suggests the kinds of empirical questions
that need to be addressed in order to understand whether or not a particular firm
resource is a source of sustained competitive advantage: is that resource valuable,
is it rare, is it imperfectly imitable, and are there substitutes for that resource? This
resource-based model of sustained competitive advantage also has a variety of im-
plications for the relationship between strategic management theory and other
business disciplines. Some of these implications are considered below.

Sustained Competitive Advantage and Social Welfare

The model presented here addresses important social welfare issues linked with
strategic management research. Most authors agree that the original purpose of
the structure-conduct-performance paradigm in industrial organization econom-
ics was to isolate violations of the perfectly competitive model, to address these

JOURNAL OF MANAGEMENT, VOL. 17,NQ. 1, 1991

Copyright © 2001. All Rights Reserved.




116 JAY BARNEY

violations in order to restore the social welfare benefits of perfectly competitive
industries (Barney, 1986¢; Porter, 1981). As applied by strategy theorists focusing
on environmental determinants of firm performance, social welfare concerns were
abandoned in favor of the creation of imperfectly competitive industries within
which a particular firm could gain a competitive advantage (Porter, 1980). At best,
this approach to strategic analysis ignores social welfare concerns. At worst, this
approach focuses on activities that firms can engage in that will almost certainly
reduce social welfare (Hirshliefer, 1980).

The resource-based model developed here suggests that, in fact, strategic man-
agement research can be perfectly consistent with traditional social welfare con-
cerns of economists. Beginning with the assumptions that firm resources are het-
erogeneous and immobile, it follows that a firm that exploits its resource
advantages is simply behaving in an efficient and effective manner (Demsetz,
1973). To fail to exploit these resource advantages is inefficient and does not max-
imize social welfare. In this sense, the higher levels of performance that accrue to
a firm with resource advantages are due to the efficiency of these firms in exploit-
ing those advantages, rather than to the efforts of firms to create imperfectly com-
petitive conditions in a way that fails to maximize social welfare. These profits, in
a sense, can be thought of as “efficiency rents” (Demsetz, 1973) as opposed to
“monopoly rents” (Scherer, 1980).

Sustained Competitive Advantage and Organization Theory and Behavior

Recently, a variety of authors have suggested that economic models of organi-
zational phenomena fundamentally contradict models of organizations based in
organization theory or organizational behavior (Donaldson, 1990a, 1990b; Per-
row, 1986). This assertion is fundamentally contradicted by the resource-based
model of sustained competitive advantage (Barney, 1990). This model suggests
that sources of sustained competitive advantage are firm resources that are valu-
able, rare, imperfectly imitable, and non-substitutable. These resources include a
broad range of organizational, social, and individual phenomena within firms that
are the subject of a great deal of research in organization theory and organizational
behavior (Daft, 1983). Rather than being contradictory, the resource-based model
of strategic management suggests that organization theory and organizational be-
havior may be a rich source of findings and theories concerning rare, non-imitable,
and non-substitutable resources in firms. Indeed, a resource-based model of sus-
tained competitive advantage anticipates a more intimate integration of the orga-
nizational and the economic as a way to study sustained competitive advantage.

Firm Endowments and Sustained Competitive Advantage

Finally, the model presented here emphasizes the importance of what might be
called firm resource endowments in creating sustained competitive advantages.
Implicit in this model is the assumption that managers are limited in their ability
to manipulate all the attributes and characteristics of their firms (Barney & Tyler,
1991). It is this limitation that makes some firm resources imperfectly imitable,
and thus potentially sources of sustained competitive advantage. Thus, the study
of sustained competitive advantage depends, in a critical way, on the resource en-
dowments controlled by a firm.
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That the study of sources of sustained competitive advantage focuses on valu-
able, rare, imperfectly imitable, and non-substitutable resource endowments does
not suggest—as some population ecologists would have it (e.g., Hannan & Free-
man, 1977)— that managers are irrelevant in the study of such advantages. In fact,
managers are important in this model, for it is managers that are able to understand
and describe the economic performance potential of a firm’s endowments. With-
out such managerial analyses, sustained competitive advantage is not likely. This
is the case even though the skills needed to describe the rare, imperfectly imitable,
and non-substitutable resources of a firm may themselves not be rare, imperfectly
imitable, or non-substitutable.

Indeed, it may be the case that a manager or a managerial team is a firm re-
source that has the potential for generating sustained competitive advantages. The
conditions under which this will be the case can be outlined using the framework
presented in Figure Two. However, in the end, what becomes clear is that firms
cannot expect to “purchase” sustained competitive advantages on open markets
(Barney, 1986a, 1988; Wernerfelt, 1989). Rather, such advantages must be found
in the rare, imperfectly imitable, and non-substitutable resources already con-
trolled by a firm (Dierickx & Cool, 1989).
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