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Resource-Advantage Theory: An Evolutionary
Theory of Competitive Firm Behavior?

Shelby D. Hunt

A new theory of competitive firm behavior—the resource-advantage theory-has
recently been formally articulated in the marketing [Hunt and Morgan 1995], man-
agement {Hunt 1995], and socioeconomics [Hunt forthcoming] literatures. Robert
Morgan and I have developed the premises of resource-advantage theory (hereafter
"R-A theory") and contrast them with the premises of its rival, neoclassical perfect
competition theory.1 Though R-A theory’s foundations can be traced to a variety of
sources, including "Austrian" economics, its proximate genesis is a direct fusing of
marketing’s heterogeneous demand theory with management’s resource-based the-
ory of the firm.

The view that demand is heterogeneous has been a cornerstone of marketing the-
ory for three decades. As developed in the 1950s and 1960s, marketing theory di-
rects firms to focus on techniques for analyzing markets that will identify market
segments, with distinct market offerings tailored for each segment. Heterogeneous
demand theory, which traces to the works of Edward Chamberlin [1933] and John
Maurice Clark [1961], was extensively developed by Wroe Alderson [1957; 1965].
Alderson [1965, 11] acknowledged that his "ecological" approach to theory paral-
leled that of John R. Commons.

The resource-based theory of the firm in the strategic management literature ad-
dresses the problem of "firm diversity" raised by Richard Nelson [1991]. Resource-
based theory, which views the firm as a combiner of heterogeneous, imperfectly
mobile resources, traces to the works of Edith Penrose [1959], Richard Nelson and
Sidney Winter [1982], and Birger Wernerfelt [1984]. Since then, it has been further
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developed by many scholars, including Barney [1986; 1991; 1992], Barney and
Hansen [1994], Black and Boal [1994], Brumagim [1994], Collis [1991; 1994],
Conner [1991], Dierickx and Cool [1989], Grant [1991], Lado and Wilson [1994],
Peteraf [1993], Prahalad and Hamel [1990; 1994], Schendel [1994], and Schoe-
maker and Amit [1994]. Resource-based theory provides a significant part of the un-
dergirding for what Nicolai Foss [1993] calls the "competence perspective" of the
firm.

I ask two questions in this article: (1) Is R-A theory an evolutionary theory of
competitive firm behavior? (2) How does institutional economic theory relate to R-
A theory? Addressing these questions requires that I first provide a brief overview
of R-A theory. I then evaluate whether R-A theory is, properly speaking, an evolu-
tionary theory of competitive firm behavior and close by relating R-A theory to in-
stitutional economic theory. The following overview summarizes the treatments of
R-A theory as put forth in Hunt [1995] and Hunt and Morgan [1995].

An Overview of R-A Theory

In brief, as shown in Figures 1 and 2, R-A is a process theory of competitive
firm behavior that stresses the importance of market segments and resources. Mar-
ket segments are identifiable groups of consumers whose tastes and preferences with
regard to an industry’s output are relatively homogeneous within each group but sig-
nificantly heterogeneous across the groups. Resources are the tangible and intangi-
ble entities available to the firm that enable it to produce efficiently and/or
effectively a market offering that has value for some market segment(s). Competi-
tion among firms is an ongoing process and consists of the struggle among them for
a comparative advantage in resources that will yield a marketplace position of com-
petitive advantage and, thereby, superior financial performance. As discussed later,
both the specific measure of financial performance and the specific referent used to
indicate superiority will vary somewhat from time to time, firm to firm, industry to
industry, and culture to culture. Firms learn through competition as a result of the
feedback from relative financial performance "signaling” relative market position,
which, in turn signals relative resources. Thus, the learning process depends signifi-
cantly on what the firm uses as a specific measure and referent of superior financial
performance. When one firm’s comparative advantage in resources enables it to
achieve superior performance through a position of competitive advantage in some
market segment(s), competitors attempt to neutralize and/or "leapfrog" the advan-
taged firm by better managing existing resources and/or by acquisition, imitation,
substitution, or major innovation, i.e., by acquiring the advantage-producing re-
source, imitating the resource, finding an equivalent resource, or finding a superior
resource. Innovation, then, is endogenous to R-A theory.
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Figure 1. A Schematic of the Resource-Advantage Theory of Competition
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Read: Competition is the disequilibrating, ongoing process that consists of the constant struggle among
firms for a comparative advantage in resources that will yield a marketplace position of competitive
advantage and, thereby, superior financial performance. Firms learn through competition as a result of
feedback from relative financial performance "signaling” relative market position, which in turn signals
relative resources.

Source: Adapted from Hunt [1995].

Figure 2. Competitive Position Matrix”
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*Read: The marketplace position of competitive advantage identified as Cell 3 results from the firm,
relative to its competitors, having a resource assortment that enables it to produce an offering for some
market segment(s) that (a) is perceived to be of superior value and (b) is produced at lower costs.

Source: Adapted from Hunt and Morgan [1995].
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As shown in Table 1, there are significant differences between the assumptions
of R-A and neoclassical theory. Whereas neoclassical theory typically assumes that
each industry faces a single, static demand curve, R-A theory proposes that both in-
ter-industry and intra-industry demand are substantially heterogenous and dynamic.
That is, consumers’ tastes and preferences differ greatly within a product category,
and such tastes and preferences change significantly through time. The import of
this view of intra-industry demand is that there are very few industry markets—there
are only partial homogeneities, fragments, or segments of demand within industries.
Therefore, for most industries there exists no industry demand curve. For example,
there is neither a market for shoes nor, more narrowly, a market for men’s shoes
nor, more narrowly yet, a market for men’s athletic shoes. For most product cate-
gories, demand is at a level of (dis)aggregation that would be too narrow to be
meaningfully referred to as an "industry." For example, one would not speak of the
men'’s basketball shoe, or the 4-head stereophonic VHS tape recorder, or the sport-

Table 1. Foundational Propositions of Perfect Competition and Resource-
Advantage Theory

Perfect Competition Theory

Resource-Advantage Theory

P1.

P4.

PS.

P6.

Fi.

P8.

Pg.

Demand is

. Consumer

information is

. Human motivation is

The firm’s objective is

The firm’s
information is

The firm’s
resources are

Resource charac-
teristics are

The role of
management is

Competitive
dynamics are

heterogeneous across industries,
homogeneous within industries,
and static.

perfect and costless.

self-interest maximization.

profit maximization.

perfect and costless.

capital, labor, and land.

homogeneous and perfectly
mobile.

to determine quantity and
implement production
function.

equilibrium-seeking, with
innovation exogenous.

heterogeneous across industries
heterogeneous within industries,
and dynamic.

imperfect and costly.

constrained self-interest seeking.

superior financial performance.

imperfect and costly.

financial, physical, legal, human,
organizational, informational,
and relational.

heterogeneous and imperfectly
mobile.

to recognize, understand, create,
select, implement, and modify
strategies.

disequilibrium-provoking, with
innovation endogenous.

Source: Adapted from Hunt and Morgan [1995].
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utility vehicle industries. Nonetheless, for R-A theory, such market segments as
these (or smaller yet) are absolutely essential for understanding the nature of compe-
tition in market-based economies. Furthermore, as discussed later, the heterogeneity
of intra-industry demand helps explain why the structure-conduct-performance view
of competition fails to explain the extant diversity in the financial performance of
firms.

Whereas neoclassical theory typically assumes that consumers have perfect and
costless information about the availability, characteristics, benefits, and prices of all
products in the marketplace, R-A theory proposes that consumers have imperfect in-
formation about goods and services that might match their tastes and preferences.
Furthermore, the costs to consumers in terms of effort, time, and money of identify-
ing satisfactory goods and services are often considerable.

For neoclassical theorists, all human behavior is motivated by self-interest or
"utility" maximization. Therefore, among other things, all humans will inevitably
engage in opportunism, i.e., "self-interest seeking with guile" [Williamson 1975].
Though R-A theory does not deny the overwhelming importance of the pursuit of
self-interest in human affairs, it proposes that human behavior is motivated by con-
strained self-interest seeking. Like Etzioni [1988], R-A theory maintains that deon-
tological considerations constrain teleological considerations. Humans, therefore, in
their roles as consumers, owners, and managers, are constrained in their self-inter-
est seeking by their moral codes. Because moral codes determine for people what is
right, proper, ethical, moral, or appropriate, not only is opportunism not inevitable,
but for people who share the same moral code, trust might exist both among people
and between them and their respective organizations.

R-A theory proposes that the firm’s primary objective is superior financial per-
formance, which it pursues under conditions of imperfect (and often costly to ob-
tain) information about customers, competitors, suppliers, and production tech-
niques. Because superior financial performance enables firms to pursue other objec-
tives, such as contributing to social causes, it is viewed as primary. Financial per-
formance is indicated by such measures as profits, earnings per share, return on
investment, and capital appreciation. Here, "superior" equates with both "more
than" and "better than."” It implies that firms seek a level of financial performance
exceeding that of some referent. For example, the referent can be the firm’s own
performance in a previous time period, the performance of a rival firm, an industry
average, or a stock market average, among others. Both the specific measure and
referent will vary somewhat from time to time, firm to firm, industry to industry,
and culture to culture. For example, in Germany and Switzerland, where banks and
other shareholders rarely trade their shares, superior long-term capital appreciation
is pursued more frequently than it is in the United States [Porter 1990].

Although firms seek superior financial performance, they do not maximize such
performance because of three factors: (1) managers lack the capability and informa-

Reproduced with permission of the copyright owner:  Further reproduction prohibited without permission.



64 Shelby D. Hunt

tion to maximize [Simon 1979], (2) managers’ self-interests may diverge from those
of owners, i.e., the "agency problem," and (3) financial performance is constrained
by managers’ views of morality. Some versions of neoclassical theory acknowledge
factors one and two, but factor three remains unacknowledged. In contrast, R-A the-
ory recognizes that, at times, some managers resist cheating or opportunistically ex-
ploiting their customers, suppliers, and others because they believe that such
self-interest maximizing behaviors would violate their duties or responsibilities,
their sense of rightness or wrongness.

Firms pursue superior financial performance because superior rewards—both fi-
nancial and nonfinancial-will flow to owners, managers, and employees when they
do so. R-A theory abandons the abstract neoclassical concepts of "abnormal profits”
or "rents” (i.e., profits differing from the average firm in a purely competitive in-
dustry in long-term equilibrium) because it denies that long-term equilibrium is
something that commonly exists, or something that groups of rivals are "tending to-
ward," or something that if achieved would be perfect. Indeed, R-A theory main-
tains that the very innovative activities that are often cast as dysfunctional "market
imperfections” in neoclassical theory are the engine of economic growth.

R-A theory defines resources as the tangible and intangible entities available to
the firm that enable it to produce efficiently and/or effectively a market offering that
has value for some market segment(s). As such, resources are not restricted to a
firm’s tangible assets, but are anything available to the firm that has an enabling ca-
pacity. Therefore, resources can be financial (e.g., cash reserves and access to fi-
nancial markets), physical (e.g., plant, raw materials, and equipment), legal (e.g.,
trademarks and licenses), human (e.g., the skills and knowledge of individual em-
ployees), organizational (e.g., competencies, controls, routines, and cultures), in-
formational (e.g., knowledge about consumers, competitors, and technology), and
relational (e.g., relationships with competitors, suppliers, and customers). Because
all these entities have, potentially, an enabling capacity for organizations, they all
can be resources.

R-A theory proposes that resources are both significantly heterogeneous across
firms and imperfectly mobile, i.e., many firm resources, to varying degrees, are not
commonly, easily, or readily bought and sold in the marketplace. For example, an
organizational competency for building high-quality automobile engines is not some-
thing that an organization can purchase in the marketplace. When a firm has a re-
source-or, more often, a specific resource assortment—that is rare among compet-
itors, it has the potential for producing a comparative advantage for that firm. A
comparative advantage in resources exists when a firm’s resource assortment en-
ables it to produce a market offering that, relative to extant offerings by competi-
tors, (1) is perceived by some market segment(s) to have superior value and/or (2)
can be produced at lower cost. Relative to its rivals in a market segment, a firm’s
resource assortment can at any point in time be at a state of comparative advantage,
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parity, or comparative disadvantage. Although a comparative advantage in resources
can result in a marketplace position of competitive advantage (and, thereby, supe-
rior financial performance), such a favorable outcome is not assured.

Figure 2 shows nine possible competitive positions for the various combinations
of a firm’s relative resource-produced value for some segment(s) and relative re-
source costs for producing such value. As used here, "value" refers to the sum total
of all benefits that consumers perceive they will receive if they accept the market of-
fering. "Relative superior value" therefore equates with "perceived to be worth
more. "

Ideally, of course, a firm would prefer the competitive position of cell 3, where
its comparative advantage in resources produces superior value at lower cost. For
example, the Japanese automobile companies had this position in the United States
throughout the 1970s and into the 1980s because their more efficient and more ef-
fective manufacturing processes produced higher quality products at lower cost.
Whereas positions identified as cells 2 and 6 also bring competitive advantage and
superior financial returns, firms occupying position 1 may or may not have superior
returns. This would depend on the extent to which firms in this cell must offer price
reductions that are less than, equal to, or in excess of their relative advantage in re-
source costs (consider the disaster that befell the Yugo automobile).

If no firm has a resource assortment that can produce either superior value for a
particular market segment or has a cost advantage, then all firms will have parity
market positions. The parity position prevails only when all innovation ceases,
whether as a result of collusion, complacency, institutional restrictions, or govern-
mental fiat. For R-A theory, the persistent absence of innovation constitutes a mar-
ket failure. In the unlikely event that this situation persists through time, then an
equilibrating theory, such as neoclassical theory, might apply.

R-A theory proposes that the role of management in a firm is to recognize and
understand current strategies, create new strategies, select preferred strategies, im-
plement (or manage) the strategies selected, and modify strategies through time.
Strategies that yield a position of competitive advantage and superior financial per-
formance will do so when they rely on those resources in which the firm has a com-
parative advantage over its rivals. Sustained, superior financial performance occurs
when a firm’s comparative advantage in resources continues to yield a position of
competitive advantage despite the competitive actions of rivals.

R-A theory proposes that the analysis of competition should focus on groups of
rivals competing for the patronage of consumers in specific market segments. For
each market segment, firms will be distributed at any particular time throughout the
nine positions in Figure 2. Those firms having a comparative advantage (disadvan-
tage) in resources will occupy positions of competitive advantage (disadvantage) and
will enjoy (suffer) financial returns that are superior (inferior). Because all firms
seek superior financial performance, when a firm has a comparative advantage in
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resources, rivals will attempt to neutralize that advantage by better managing their
existing resources, by obtaining the same or equivalent value-producing resource,
and/or by seeking a new resource that is less costly or produces superior value. To
the extent that firms in the favored marketplace positions are relying on resources
that are relatively immobile, then resource heterogeneity and superior financial per-
formance can persist through time despite attempts by competitors to acquire the
same (or equivalent or superior) value-producing resources.

R-A Theory and Evolutionary Economics

Although Morgan and I neither mention adopting the biological metaphor nor ar-
gue for R-A theory using biological analogies, this does not imply that R-A theory
is not, strictly speaking, an evolutionary theory. Whether R-A theory is an evolu-
tionary theory of competition can only be determined by comparing it with the char-
acteristics that make a theory evolutionary. For Giovanni Dosi and Richard Nelson
[1994, 154], evolutionary theories in economics should explain the movement of
economic variables over time by means of "both random elements which generate or
renew some variation of the variables in question, and mechanisms that systemati-
cally winnow on extant variation.” They identify (1) units of selection, (2) mecha-
nisms that do the selecting, and (3) the criteria of selection, adaptation, and
variation as the "building blocks" of evolutionary economic theories.

Hodgson [1993, 39-51] provides the most detailed analysis yet of the charac-
teristics of the various kinds of evolutionary theories possible in economics. His tax-
onomy distinguishes developmental theories that focus on "stages" from genetic
theories that concentrate on a "set of fairly durable human entities” and a "detailed
causal explanation™ of their interactions. Within genetic theories, he distinguishes
ontogenetic theories that focus on "a set of given and unchanging” entities from
phylogenetic theories that focus on the "complete and ongoing evolution of the
population, including changes in its composition.” He then distinguishes phyloge-
netic consummatory theories that have end stages of "finality or consummation”
from phylogenetic, non-consummatory theories that permit never-ending evolution.
Although not all phylogenetic theories sort through natural selection, the key re-
quirements for those that do so, he maintains, are that they must have units of selec-
tion that are "fairly durable" and "heritable" and there must be a selection process
that involves a "struggle for existence" that "encompasses a renewable source of va-
riety and change," where the struggle results in the survival of the "fitter,” not nec-
essarily the "fittest.”

The thesis defended here is that R-A theory is a phylogenetic, non-consumma-
tory, evolutionary theory of competitive firm behavior. Both firms and resources
are claimed as being the heritable, durable units of selection, and competition
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among firms is claimed to be the selection process that results in the survival of the
"locally fitter, " not the "universally fittest."”

Units of Selection and Their Heritability

There are two units of selection in R-A theory: firms and resources. Firms are
viewed as combiners of heterogeneous and imperfectly mobile resources, under con-
ditions of imperfect and costly to obtain information, toward the primary objective
of superior financial performance. Resources are the tangible and intangible entities
available to the firm that enable it to produce efficiently and/or effectively a market
offering that has value for some market segment(s). Note that both resources and
firms satisfy the requirement of heritability, for the ownership of firms can be
passed on to heirs, and resources constitute the entities being inherited. Because
firms can acquire resources, using firms and resources as units of selection means
that R-A theory is Lamarckian, which "differs from strict Darwinism mainly be-
cause it admits the possibility of the inheritance of acquired characters” [Hodgson
1993, 40].

Durability

For Hodgson, as well for Philip Mirowski [1983], phylogenetic evolution in-
volving natural selection must have units of selection that are relatively durable
through time. For R-A theory, though many firms "die” each year, many others are
extremely durable, with lives exceeding a century in some cases. Similarly, though
some resources lose their efficiency/effectiveness potential, many resources are sig-
nificantly durable.

A key issue for R-A theory is the durability, or sustainability, of a firm’s com-
parative advantage in resources. As might be expected, given the normative nature
of the strategic management literature, many studies have investigated the factors
associated with the life span of resources that provide a comparative advantage
Briefly, these works point out that the durability of a particular comparative advan-
tage in resources is determined by factors both internal and external to the firm.

Mirowski [1983, 764] stresses that evolutionary theories in economics must al-
low for "bankruptcy/death” because this is what "gives selection mechanisms their
bite." For R-A theory, a firm’s comparative advantage in resources can "die" as a
result of three factors internal to its own operation. First, a firm can fail to reinvest
in a resource. For example, if a firm has a reputation for superior quality that con-
sumers rely on, then instances of low-quality products could erode the value-pro-
ducing capability of reputation as a resource. Second, a firm may allow a
comparative advantage in resources to dissipate because managers do not fully un-
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derstand the relationship between those resources and their competitive advantage in
the marketplace. That is, because of "causal ambiguity” [Reed and DeFillippi
1990], firms may not fully comprehend the source of their success.

Third, a firm may fail to modify, sell, or abandon a resource in response to a
changed environment. R-A theory specifically recognizes that an entity that is a re-
source in one environment can become a nonresource in another or, indeed, even a
"contra-resource.” That is, an entity that formerly had the capability of contributing
to the efficiency/effectiveness of the firm in serving a particular market segment
might actually inhibit the firm should the environment change. This might happen,
for example, if consumers’ tastes and preferences within the market segment
change. Indeed, different firms bave differing capabilities for adapting to environ-
mental changes. For R-A theory, therefore, such a capability would be a resource
that would contribute to efficiency/effectiveness in turbulent environments.

R-A theory emphasizes the importance of three external factors that can affect
the life span of a particular comparative advantage in resources. First, as previously
poted, there can be changes in consumers tastes and preferences in the market seg-
ment(s) for which the resource provided a comparative advantage. Second, govern-
mental actions, such as changes in laws and regulations, can destroy the efficiency/
effectiveness potential of a resource. Third, the actions of competitors can neutralize |
a resource’s comparative advantage by successfully purchasing the same resource,
imitating the resource, or acquiring a strategically equivalent (or superior) resource.
R-A theory stresses that such complex, interconnected resources as organizational
competencies, which have "tacit knowledge" dimensions [Polanyi 1967], are likely
to be much more successful in creating a long-lived competitive advantage in the
marketplace than such physical resources as machinery. Machines can be purchased;
organizational competencies, however, ordinarily cannot.

Selection Process

For Hodgson, a phylogenetic evolutionary theory involving natural selection
must contain a causal selection process that involves a struggle for existence. For R-
A theory, it is competition that is the selection process. Specifically, firms and re-
sources are selected as a result of the constant struggle among firms for a
comparative advantage in resources that will yield a marketplace position of com-
petitive advantage and, thereby, superior financial performance. Through time,
firms survive, prosper, and grow when they have resource assortments that enable
them to occupy marketplace positions of competitive advantage. They suffer,
shrink, and eventually die when they continually occupy positions of competitive
disadvantage.

Recall that firms seek to occupy marketplace positions identified as cells 2, 3,
and 6 in Figure 2 because these positions yield superior financial performance. It is
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only by virtue of firms occupying specific competitive positions in the marketplace
that they can know whether they are producing efficiently and/or effectively. Having
referents is key here. Knowledge about efficiency and effectiveness comes after
competing, not before. It is through the process of competition that firms learn. As
does "Austrian" economics, R-A theory maintains that knowledge discovery is an
indispensable part of competition. Thus, there are evolutionary "feedback loops” in
competition, as shown in Figure 1.

When firms occupy marketplace positions of competitive disadvantage, i.e.,
cells 4, 7, and 8 in Figure 2, they learn that their existing resources are relatively
inefficient and/or ineffective. Such firms are then motivated to neutralize and/or
"leapfrog" their advantaged competitors by better managing existing resources
and/or by acquisition, imitation, substitution, or major innovation. Should these ef-
forts at innovation succeed, then such firms survive by becoming more efficient
and/or effective. Should these efforts fail, such firms can seek market segments for
which their resource assortments might provide comparative advantage. Such re-
source redeployment will promote efficiency/effectiveness in other market seg-
ments. Should these efforts also fail and financial performance fall below minimum
acceptable standards, firms or parts of firms are dissolved or sold, and their sal-
vageable resources redeployed by other firms.

Diversity

For Hodgson, a phylogenetic evolutionary theory involving natural selection
should encompass a renewable source of variety and change. For R-A theory, the
impetus for change is the pursuit of superior financial performance through a com-
parative advantage in resources that leads to marketplace positions of competitive
advantage. Because not all firms can have superior performance at the same time,
the source of change is renewable—competition is ongoing.

R-A’s selection process also results in significant firm diversity. First, R-A the-
ory acknowledges that every firm is a unique entity in time and space as a result of
its history. Because of this unique history in obtaining and deploying resources,
firms will differ from their rivals. Second, different assortments of resources may
be equally efficient or effective in serving some market segments. These different
assortments therefore lead to firms of varying sizes and scopes. Third, because of
heterogeneous demand, servicing different market segments in the same industry
will lead to firms with different sizes and scopes, e.g., "niche” marketers. Fourth,
firms tend to conduct activities in-house, rather than contract them out, when they
constitute or are part of an assortment of resources that constitutes a competency.
Therefore, such firms will be more "hierarchicai" on those dimensions that consti-
tute competencies, which promotes diversity. Fifth, if one or more firms servicing
some market segment have a comparative advantage in resources that competitors
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cannot imitate, find substitutes for, or leapfrog with an entirely new resource, then
these circumstances will produce firm diversity in the very important area of finan-
cial performance.

Firm diversity in financial performance provides an area for directly testing the
relative merits of R-A theory versus neoclassical theory. If firms are best viewed as
combiners of homogeneous, mobile resources by means of a standard production
function and intra-industry demand best viewed as homogeneous, then most of the
variance in financial performance across firms and their business units should be ex-
plainable by the neoclassical structure-conduct-performance model. Empirically,
therefore, "industry effects” should explain most of the variance in firms’ perform-
ance, and "firm effects” should explain very little. In contrast, if firms are best
viewed as combiners of heterogeneous, imperfectly mobile resources, and intra-in-
dustry demand is best viewed as heterogeneous, then "firm effects” should dominate
"industry effects.”

Robert Schmalensee [1985] investigated the industry effects versus firm effects
issue using Federal Trade Commission line-of-business data for 1975. His results
showed industry effects accounting for 20 percent of the variance in business unit
return on assets and corporate effects to be not significant. Richard Rumelt [1991]
pointed out that Schmalensee’s use of only one year’s data not only confounded sta-
ble industry effects with transient annual fluctuations but also made it impossible to
separate overall corporation from business unit effects. When Rumelt supplemented
Schmalensee’s 1975 data with FTC data for 1974, 1976, and 1977, he found that,
whereas industry effects explained only 8 percent of the variance, corporate and
business unit effects explained 2 percent and 44 percent, respectively. Supporting
Rumelt, a recent study by Jaime Roquebert, Robert Phillips, and Peter Westfall
[1996] found industry, corporate, and business unit effects to be 10 percent, 18 per-
cent, and 37 percent, respectively (resulting in "total firm" effects of 18 + 37 = 55
percent). Notably, their sample was much larger (more than 6,800 corporations),
had a broader base (more than 940 SIC, four-digit categories), and (unlike FTC
data) included both small and large corporations. Because these large-scale studies
consistently find that firm effects dominate industry effects, they strongly support R-
A theory’s view that firms should be viewed as combiners of heterogeneous, imper-
fectly mobile resources, and intra-industry demand be viewed as significantly
heterogeneous. Furthermore, because industry structure explains so little variance in
financial performance, it implies that the structure-conduct-performance view of
competition is misguided. In short, industry is the "tail" of competition; the firm is
the "dog."
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Locally Fitter

For Hodgson, there are powerful and persuasive arguments that economics, like
biology, should reject the notion of "fittest” and focus instead on "fitter." First, he
points out that Darwinian evolution emphasizes the importance of differential rates
in both deaths and births. That is, Darwinian evolution "operates either because bet-
ter-adapted organisms leave increased numbers of offspring, or because the vari-
ations or gene combinations that are preserved are those bestowing advantage in
struggling to survive. . . . It is a matter of procreation as well as destruction"
[Hodgson 1993, 46]. "Survival of the fittest," a phrase coined by Herbert Spencer,
wrongly focuses only on differential rates of death. Second, fitness in biology is al-
ways relative to a given environment. Therefore, "fitter" is preferred because "the
selection of some entities and the extinction of others does not necessarily imply that
the favored entities are morally just, or that they are superior in an absolute sense”
[Hodgson 1993, 49]. Third, modern biology specifically acknowledges that initial
starting conditions or "accidents" along the way may set in motion an evolutionary
path that has no likelihood of reaching an optimal position. (In economics, of
course, the most famous example is the QWERTY keyboard [David 1985].)4 There-
fore, path dependency implies that there can be no guarantee that economic systems
evolve toward some optimal state of efficiency, as in long-term general equilibrium.
For these reasons, Hodgson argues for "fitter," not "fittest."

For R-A theory, survival and success are specifically based on the "locally fit-
ter.” First, it is important to note that competition encourages firms to acquire, imi-
tate, and "leapfrog" the resources of particular rivals who currently occupy
marketplace positions of competitive advantage-not rivals that are superior in some
absolute sense. Second, R-A theory’s selection mechanism, competition, brings
about differential rates of both births and deaths—not just deaths. That is, the exist-
ence of firms enjoying superior financial performance as a result of having access to
resources that place them in marketplace positions of competitive advantage will en-
courage disadvantaged firms to give "birth" to new resources. Thus, necessity in
market-based economies is, indeed, the mother of invention.

Third, R-A theory acknowledges competition’s dependence on specific environ-
ments by focusing on rivals competing for a particular market segment. The fact
that some firms are enjoying superior financial performance because they occupy
marketplace positions of competitive advantage for a particular market segment does
not imply that such firms would be equally advantaged (1) in other segments or (2)
should the environment change. For example, should the tastes and preferences of
the market segment change, there is no guarantee that previously advantaged firms
will stay in the same marketplace positions. Therefore, not only does R-A theory
specifically reject the notion of "absolute fittest," but it shows precisely why one
would not expect competition to evolve toward any specific endpoint. In Hodgson’s
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terms, an evolutionary theory that evolves toward a specific endpoint, e.g., general
equilibrium, 1s "consummatory.” Thus, R-A theory is non-consummatory.

Fourth, R-A theory specifically provides for path dependence effects. Suppose a
rival has a resource that enables it to secure a position of competitive advantage.
Suppose further that other rivals are successful in imitating the resource. Now sup-
pose that a rival discovers a new resource that is marginally superior. If adopting
the new resource requires it to abandon a resource in which it has much invested,
then the innovative resource is unlikely to be adopted. In such circumstances,
Schumpeter’s "creative destruction” will occur only if a new rival, one who does
not have heavy fixed investment at risk in the old resource, starts competing for the
market segment. Therefore, R-A theory helps us understand why it is the case that
creative destruction often comes from the outside. Indeed, because of the "heavy
fixed investment" in neoclassical theory, neoclassical economics may be unable to
reform itself from within. Reform may require creative destruction from the out-
side.

R-A Theory and Institutional Economic Theory

How does R-A’s view of resources comport with institutionalist theory? As
documented by Baldwin Ranson [1987], institutionalist theory has long decried the
tendency of neoclassical theory to equate "capital” with, and only with, tangible,
physical resources. He discusses Thorstein Veblen’s [1961] argument that physical
resources have no "autonomous productive potency.” Rather, Veblen "argued that
the productivity of capital goods (the *material equipment of industry’) depended on
the level of technology (the ’immaterial equipment of industry, especially as embod-
ied in skilled workers’)" [Ranson 1987, 1267-8]. Therefore, "the institutionalist the-
ory of capital formation asserts that a community accumulates the agents possessing
productive potency by all activities that raise its level of technology and its effec-
tiveness in coordinating behaviors that apply technology” [1987, 1271].

Similarly, Thomas R. DeGregori’s institutionalist theory of resources, which
draws on the works of Clarence Ayres and Erich Zimmermann, maintains: "Re-
sources are not things or stuff or materials; they are a set of capabilities. These ca-
pabilities use the stuff of the material and the non-material universe in a
life-sustaining manner" [1987, 243]. DeGregori argues against the view that re-
sources are "natural” and "given"; rather, they are created by bumans. Indeed, "the
term ’resources’ essentially has no meaning apart from a relationship to human be-
ings" [1987, 1242). Because resources are not fixed or finite, DeGregori argues that
historical concerns about resource depletion are misguided. Contrasting the institu-
tional approach with "the idea of scarcity, which some conceive to be the fundamen-
tal organizing principle of economics” {1987, 1259], he concludes: "The liberating
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idea of technology and resource creation is the human potential that is there, if we
are aware of it and if we frame our policies accordingly" [1987, 1260].

It would seem that R-A theory conceptualizes resources and pushes resource
creation to center stage in ways that are congruent with current institutional theory.
Indeed, R-A theory is, in DeGregori’s terms, "liberating." Nevertheless, to prevent
any potential misunderstanding, it should be emphasized that, though a firm’s com-
parative advantage in resources stems from their being rare, a rare resource need
not be scarce. For example, when a firm successfully imitates the competency that
gave another firm its comparative advantage the imitated firm’s competence does
not decrease (as would a scarce resource). Similarly, when two firms innovate by
forming a strategic alliance, if the alliance assists them in efficiently and/or effec-
tively serving a market segment, the resource of an organizational form is created,
not allocated.

How does institutional economic theory relate to other aspects of R-A theory?
Previous work and the analysis in this article warrant the following conclusions: R-
A theory can contribute to explaining firm diversity in market-based economies.
The theory is genuinely dynamic, for organizational learning, innovation, and other
forms of change are endogenous. In its first empirical test, which compares it with
the structure-conduct-performance model of neoclassical competition, the predic-
tions of R-A theory are affirmed. R-A theory appears to be a genuinely evolutionary
theory of competition, for it has all the requisite "building blocks" and all the attrib-
utes of a phylogenetic, non-consumeratory evolutionary theory. Nonetheless, R-A
theory is still very much "work in progress.” Much needs to be done.

As yet, R-A theory has not been subjected to the kind of close, critical evalu-
ation that science requires. As Sir Karl Popper [1959, 16] put it, "whenever we pro-
pose a solution to a problem, we ought to try as hard as we can to overthrow our
solution, rather than defend it. Few of us, unfortunately, practice this precept; but
other people, fortunately, will supply the criticism for us if we fail to supply it our-
selves.” It would seem that institutional theory would be perhaps uniquely qualified
to critically evaluate R-A theory. For one thing, R-A theory specifically adopts the
epistemology of scientific realism. Likewise, Foss [1994] and Tony Lawson [1995]
argue for Roy Bhaskar’s [1978] transcendental realism, which Hunt [1990] identi-
fies as one version of scientific realism. For example, Foss [1994] argues that theo-
ries in evolutionary economics will postulate open economic systems in which
novelties are produced by the "generative mechanisms" of competition. Similarly,
Lawson argues that "science is the illumination and elaboration of the structures and
mechanisms that govern the events of experience. . . . Explanation, in its pure or
most basic form at least, is then the providing of an account of those structures and
mechanisms that are jointly responsible for producing or conditioning some identi-
fied phenomenon of interest" [1995, 13]. This article shows that it is precisely the
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structures and generative mechanisms of competition in open, nondeterministic eco-
nomic systems that R-A theory purports to provide.

R-A theory’s adoption of scientific realism implies that its foundational proposi-
tions are meant to be interpreted realistically. That is, each premise is offered as a
proposition that can and should be subjected to empirical testing. Thus, unlike the
epistemology of perfect competition, if any foundational premise is found to be
false, then it should be replaced with a premise that better describes the real world
of competition in market-based economies. R-A theory does not shield its founda-
tional premises from critical scrutiny, refutation, and changes. Unlike neoclassical
theory, there is no Lakatosian "hard core” that must be defended at all costs. R-A
theory only requires that foundational premises considered to be lacking must be re-
placed by superior foundational premises. As Richard Chase [1994, 864] suggests,
R-A theory aims for being "approximately right," rather than "precisely wrong."
Therefore, institutional theory could play a valuable role in critically evaluating and,
perhaps better articulating, R-A theory’s foundational premises.

The public policy implications of R-A theory are as yet unexplored.5 R-A theory
focuses on firms striving for superior financial performance by means of market-
place positions resulting from the tangible and intangible entities available to them
that enable them to produce efficiently and/or effectively market offerings that have
value for some market segments(s). Note that it is possible for an entity to produce
superior financial performance by means other than efficiency/effectiveness. There-
fore, not all entities that produce superior financial performance are resources or
serve the best interests of the general public. For example, a price conspiracy
among rivals, though potentially leading to high profits, is not a resource and,
hence, is anticompetitive. At the same time, a high market share in a market seg-
ment resulting from superior resources is consistent with R-A competition and not a
prima facie "market imperfection,” as in neoclassical theory. Indeed, instead of an
ideal state that public policy should vigorously pursue, R-A theory views the total
economic stagnation implied by long-term general equilibrium as a ghastly market
failure to be guarded against. Using R-A theory as a starting point for public policy
would, therefore, neither lead to a recommendation of laissez faire nor, most cer-
tainly, point toward a set of policies guided by perfect competition, structure-con-
duct-performance, general equilibrium, and Pareto optimality as the ideal state for
an economy. Institutional theory could help develop R-A theory’s policy implica-
tions.

The preceding issues and topics are meant to be suggestive, not exhaustive. R-A
theory is offered in the belief that it represents a genuine opportunity for interdisci-
plinary collaboration. Recently, John Adams [1992] discussed the remarkable simi-
larity between certain views of the institutionalist Karl Polanyi and the neoclassicist
Ronald Coase. Adams concluded with:
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When the corporation is construed as a complex, multimodal nonmarket ex-
change system, combining workers, technicians, and managers in a common
enterprise, then there is a large research agenda ahead for paleoinstitutional-
ists. My guess is that as it matures, there will be considerable overlap with

work being done on the frontiers of industrial economics and organizational
theory [1992, 405].

R-A theory is not only at the frontiers of industrial economics and organization the-
ory, but marketing as well. R-A theory’s future is path dependent. Institutional the-
ory can help determine the path it takes.

Notes

1. Because of the importance of the comparative advantage in resources, the marketing litera-
ture has referred to the theory as the "comparative advantage theory of competition” [Hunt
and Morgan 1995]. Here, however, I use the "resource-advantage” label adopted in the
management literature [Hunt 1995].

2. See references in introductory section.

3. Isay "ordinarily” because, obviously, one firm can acquire another firm in order to "pur-
chase” a competency. However, firms that have distinctive, highly valuable competencies
are not always available for sale. Furthermore, purchasing a company to acquire a compe-
tency requires much more time than simply purchasing machinery.

4. The view that QWERTY is genuine example of path dependence is contested by Liebowitz
and Margolis [1994].

S. One policy implication concerns the economic collapse of almost all of the command
economies of the twentieth century. This issue is explored, at least in part, in Hunt {1995]
and Hunt and Morgan [1995].

References

Adams, J. "The Corporation Versus the Market.” Journal of Economic Issues 26 (June 1992): 397-405.
Alderson, W. Marketing Behavior and Executive Action. Homewood, Ill.: Richard D. Irwin, 1957.

. Dynamic Marketing Behavior. Homewood, IIi.: Richard D. Irwin, Inc., 1965.

Barney, J. B. "Strategic Factor Markets: Expectations, Luck and Business Strategy.” Management Sci-
ence 32 (1986):1231-41.

. "Firm Resources and Sustained Competitive Advantage.” Journal of Management 17, no. 1
(1991): 99-120.

. "Integrating Organizational Behavior and Strategy Formulation Research: A Resource-based
Analysis."” In Advances in Strategic Management, edited by P. Shrivastava, A. S. Huff, and J. E.
Dutton. Greenwich, Conn.: JAI Press, Inc., 1992.

Barney, J. B., and M. H. Hansen. "Trustworthiness As a Source of Competitive Advantage." Strategic
Management Journal 15 (1994): 175-190.

Bhaskar, R. A. Realist Theory of Science. Henel Hempstead: Harvester Press, 1978.

Black, J. A., and K. B. Boal. "Strategic Resources: Traits, Configurations and Paths to Sustainable
Competitive Advantage.” Strategic Management Journal 15 (1994): 131-148.

Brumagim, A. L. "A Hierarchy of Corporate Resources.” In Advances in Strategic Management, edited
by P. Shrivastava, A. S. Huff, and J. E. Dutton (10A). Greenwich, Conn.: JAI Press, Inc., 1994.

Reproduced with permission of the copyright owner:  Further reproduction prohibited without permission.



76 Shelby D. Hunt

Chamberlin, E. The Theory of Monopolistic Competition. Cambridge, Mass.: Harvard University Press,
1933.

Chase, R. X. "The 'Fatal Flaw® of Classical Economics.” Journal of Economic Issues 27 (September
1994): 847-875.

Clark, J. M. Competition as a Dynamic Process. Washington, D.C.: Brookings Institution, 1961.

Collis, D. J. "A Resource Board Analysis of Global Competition.” Strategic Management Journal 12,
no. 1 (1991): 49-68.

. "How Valuable Are Organizational Capabilities?" Strategic Management Journal 15 (1994):
143-152.

Conner, K. "A Historical Comparison of Resource-Based Theory and Five Schools of Thought Within
Industrial-Organization Economies: Do We Have a New Theory of the Firm?" Journa!l of Manage-
ment 17 (1991): 121-154.

David, P. A. "Clio and the Economics of QWERTY." American Economic Review 75 (1985): 332-7.

DeGregori, T. R. "Resources Are Not; They Become: An Institutional Theory."” Journal of Economic
Issues 21 (September 1987): 1241-63.

Dierickx, I., and K. Cool. "Asset Stock Accumulation and Sustainability of Competitive Advantage.”
Management Science 35 (1989): 1504-11.

Dosi, G., and R. R. Nelson. "An Introduction to Evolutionary Economic Theories.” Journal of Evolu-
tionary Economics 4 (1994): 153-172.

Etzioni, A. The Moral Dimension: Toward A New Economics. New York: The Free Press 1988.

Foss, N. J. "Theories of the Firm: Contractual and Competence Perspectives.” Journal of Evolutionary
Economics 3 (1993): 127-144.

. "Realism and Evolutionary Economics.” Journal of Social and Evolutionary Systems 17, no.
1 (1994): 21-40.

Grant, R. M. "The Resource-Based Theory of Competitive Advantage: Implications For Strategy For-
mulation.” California Management Review 33 (1991): 114-33.

Hodgson, G. M. "The Reconstruction of Economics: Is There Still a Place for Neoclassical Theory?”
Journal of Economic Issues 26 (September 1992): 749-67.

. Economics and Evolution: Bringing Life Back Into Economics. Ann Arbor: The University
of Michigan Press, 1993.
Hunt, S. D. "Truth in Marketing Theory and Research.” Journal of Marketing 54 (1990): 1-15.
. "The Resource-Advantage Theory of Competition: Toward Explaining Productivity and Eco-
nomic Growth." Journal of Management Inquiry (December 1995): 317-32.
. "Resource-Advantage Theory and the Wealth of Nations." Journal of Socio-Economics
(forthcoming).

Hunt, S. D., and R. M. Morgan. "Marketing and The Comparative Advantage Theory of Competition."
Journal of Marketing 5% (1995).

Lado, A. A., and M. C. Wilson. "Human Resource Systems and Sustained Competitive Advantage: A
Competency-Based Perspective.” Academy of Management Review 19 (1994): 699-727.

Lawson, T. "A Realist Perspective on Contemporary *Economic Theory’." Journal of Economic Issues
29 (March 1995): 1-32.

Liecbowitz, S. J., and S. E. Margolis. "Network Externality: Aa Uncommon Tragedy." Journal of Eco-
nomic Perspectives 8, no. 2 (Spring 1994): 133-50.

Mirowski, P. "An Evolutionary Theory of Economic Change: A Review Article." Journal of Economic
Issues 17 (1983): 757-768.

Nelson, R. R. "Why Do Firms Differ, and How Does It Matter?" Strategic Management Journal 12
(1991): 61-74.

Nelson, R. R., and S. G. Winter. An Evolutionary Theory of Economic Change. Cambridge, Mass.:
Belknap Press of Harvard University Press, 1982.

Penrose, E. T. The Theory of the Growth of the Firm. Oxford: Basil Blackwell, 1959. Reprinted 1995.

Peteraf, M. A. "The Cornerstones of Competitive Advantage: A Resource-Based View." Strategic Man-
agement Journal 14 (1993): 179-91.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.




Resource-Advantage Theory 77

Polanyi, M. The Tacit Dimension. Garden City, N.Y.: Doubleday Anchor, 1967.

Popper, K. R. The Logic of Scientific Discovery. New York: Harper and Row, 1959.

Porter, M. E. The Competitive Advantage of Nations. New York: The Free Press, 1990.

Prahalad, C. K., and G. Hamel. "The Core Competence of the Corporation.” Harvard Business Review
(1990): 79-91.

. "Strategy as a Field of Study: Why Search for a New Paradigm?" Strategic Management

Journal 15 (1994): 17-34.

Ranson, B. "The Institutionalist Theory of Capital Formation." 21 (September 1987): 1265-1278.

Reed, R., and R. DeFillippi. "Causal Ambiguity, Barriers to Innovations, and Sustainable Competitive
Advantage.” Academy of Management Review 15 (January 1990): 88-117.

Roquebert, J. A., R. L. Phillips, and P. A. Westfall. "Markets Versus Management: What *Drives’
Profitability?” Strategic Management Journal 17 (1996): 653-64.

Rumelt, R. P. "How Much Does Industry Matter?" Strategic Management Journal 12 (1991): 167-85.

Schendel, D. "Introduction to Competitive Organizational Behavior: Toward An Organizationally-Based
Theory of Competitive Advantage.” Strategic Management Journal 15 (1994): 14.

Schmalensee, R. "Do Markets Differ Much?" American Economic Review 75 (1985): 341-50.

Schoemaker, P. J. H., and R. Amit. "Investment in Strategic Assets: Industry and Firm-Level and Per-
spectives.” Advances in Strategic Management, edited by P. Shrivastava, A. S. Huff, and J. E.
Dutton. Greenwich, Conn.: JAI Press, Inc., 1994.

Simon, H. A. "Rational Decision Making in Business Organizations." American Economic Review 69
(1979): 493-512.

Veblen, T. "Industrial and Pecuniary Employments™ and "On the Nature of Capital.” In The Place of
Science in Modern Civilization. New York: Russell and Russell, 1961,

Wernerfelt, B. "A Resource-Based View of the Firm." Strategic Management Journal 5 (1984): 171-
180.

Williamson, O. E. Markets and Hierarchies: Analysis and Anti-Trust Implications. New York: The Free
Press, 1975.

Reproduced with permission of the copyright owner:  Further reproduction prohibited without permission.



