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CHAPTER 4

THE RESOURCE..ADVANTAGE THEORY
OF COMPETITION
A Review
SHELBY D. HUNT AND ROBERT M. MORGAN

Abstract
Since its original conceptualization in Hunt and Morgan ( 1995), the theory ojcompetition known
as resource-advantage (R-A) theory has been developed in numerous articles, books, and book
chapters in the marketing, management/general business, and economics literatures. This article
reviews the progress and prospects ofR-A theory. Specifically, it: (1) provides a briefoverview of
R-A theory, (2) discusses the progress made to date in developing R-A theory's research program,
(3) examines in detail the theory's foundational premises, (4) shows how R-A theory can theoreti
cally ground (and be used to teach) bus inessand marlceting strategy, and (5) discusses the theory;s
future prospects.
In the spring of 1994. we began working on a new theory of competition. The theory came to be
known as the resource-advantage (hereafter, "R-A") theory of competition. and the original ar
ticle developing the foundations, structure, and implications of the theory was p'ublished in the
Journal ofMarketing in 1995 (Hunt and Morgan 1995). Since then, over a s<:Oreofpublications,
written by over a dozen authors, have contributed to developing the theory and/or used it as a
theoretical foundation for explaining. predicting. and understanding phenomena.
The works developing R-A theory make numerous contributions to knowledge in the areas of
marketing. management, and economics. (To improve readability, instead of providing multiple
cites from individual articles. the following provides page numbers from Hunt [2000b]. which. in
tum, references other articles.) R-A theory contributes to explaining firm diversity (pp. 152
155); makes the correct prediction concerning financial performance diversity (pp. IS3-155);
contributes to explaining observed differences in quality. innovativeness, and productivity be
tween market-based and command-based economies (pp. 169-170); shows why competition in
market-based economies is dynamic (pp. 132-133); incorporates the resour~e-based view of the
fmn (pp. 85-86); incorporates the competence view of the fmn (pp. 87-89); has the requisites of
a phylogenie. nonconsummatory, and disequilibrium-provoking theory of competition (pp. 23
24); explicates the view that competition is a process of knowledge discovery (pp. 29-30. 145
147); contributes to explaining why social relations constitute a resource only contingently (pp.
100(102); and has the requisites of a moderately socialized theory of competition (pp. 100-1 02).
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In addition, R-A theory shows how path dependence effects occur (pp. 149-152), expands the
concept of capital (pp. 186--190), predicts correctly that technological progress dominates the
capitalflabor (KIL) ratio in economic growth (pp. 193-194), predicts correctly that increases in
economic growth cause increases in investment (pp. 194-199), predicts correctly that most of the
technological progress that drives economic growth stems from actions of profit-driven flI111s
(pp. 199-200), predicts correctly thatR-A competition can prevent the economic stagnation that
results from capital deepening (pp. 2()()....203). contributes to explaining the growth pattern of the
(former) Soviet Union (pp. 201-203), provides a theoretical foundation for why formal institu
tions promoting property rights and economic freedom also promote economic growth (pp. 215
228), provides a theoretical foundation for why informal institutions promoting social trust also
promote economic growth (pp. 235-237), and has the requisites for a general theory of competi
tion that incorporates perfect competition as a limiting special case, thereby incorporating the
predictive success of neoclassical theory and preserving the cumulativeness of economic science
(pp. 240-243). (For a more complete list of issues that have been addressed by R-A theory and
their bibliographic sources, please see the Appendix.)
This review will provide a brief overview of R-A theory before discussing how the R-A re
search program was developed. Because the foundational premises ofR-A theory have been so
controversial, we then review in detail the arguments for each premise. Because the pedagogical
usefulness of R-A theory has been underinvestigated, we show how, as originally proposed in
Hunt (2002b) and Hunt and Derozier (2004), R-A theory provides a theoretical grounding for
business and marketing strategy. By doing so, we argue, R-A theory provides an integrative
theory for teaching business and marketing strategy. Finally, we develop theR-A model of cus
tomer value creation and discuss future research directions.
An Overview of R-A Theory

R-A theory is an evolutionary, process theory of competition that is interdisciplinary not only in
the sense that it has been developed in the literatures of several different disciplines, but also in
~at it draws on and has affinities with numerous other theories and research traditions. including
evolutionary economics, '~ustrian" economics, the historical tradition, industrial-organization
economics, the resource-based tradition, the competence-based tradition, institutional econom
ics, transaction cost economics, and economic sociology. R-A theory is a general theory of com
petition that describes the process of competition. Figures 4.1 and 4.2 provide schematic depictions
of R-A theory's key constructs, and Table 4.1 provides its foundational premises. Our overview
will follow closely the theory's treatment in Hunt (2000b).
The Structure and Foundations ofR·A theory

Using Hodgson's (1993) taxonomy, R-A theory is an evolutionary, disequilibrium-provoking,
proceSs theory of competition in which innovation and organizational learning are endogenous;
firms and consumers have imperfect information; and entrepreneurship, institutions, and public
policy affect economic performance. Evolutionary theories of competition require units of selec
tion that are (1) relatively durable, that is, they can exist, at least potentially, through long periods
of time, and (2) heritable, that is, they can be transmitted to successors. For R-A theory, both firms
and resources are proposed as the heritable, durable units of selection, with competition for com
parative advantages in resources constituting the selection process.
At its core, R-A theory combines heterogeneous demand theory with the resource-based theory
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Table 4.1
Foundational Premises of Resource-Advantage Theory

PI: Demand is heterogeneous across industries. heterogeneous within industries. and dynamic.

P2:
P,:
P4:
Ps:
P6 :

Consumer information is imperfect and costly.
Human motivation is constrained self-interest seeking.
The firm's objective is superior financial performance:
The firm's information is imperfect and costly.
The firm's resources are financial, physical, legal, human, organizationa', informational, and
relational.
P7 : Resource characteristics are heterogeneous and imperfectly mobile. .
P8 : The role of management is to recognize, understand. create, select, implement, and modify
strategies.
Pg: Competitive dynamics are disequilibrium provoking, with innovation endogenous.
Source: Adapted from Hunt and Morgan (1997). Reprinted by pennission of the American Marketing
Association.

of the finn (see premises PI, P6, and P7 in Table 4.1). Contrasted with perfect competition,
heterogeneous demand theory views intraindustry demand as significantly heterogeneous with
respect to consumers' tastes and preferences. Therefore, viewing products as bundles ofattributes,
different market offerings or "bundles" are required for djfferent market segments within the
same industry. Contrasted with the view that the firm is a production function that combines
homogeneous, perfectly mobile ''factors'' of production, the resource-based view holds that the
finn is a combiner of heterogeneous, imperfectly mobile entities that are labeled "resources."
These heterogeneous, imperfectly mobile resources, when combined with heterogeneous demand,
imply significant diversity as to the sizes, scopes, and levels of profitability of firms within the
same industry. The resource-based theory of the finn parallels, if not undergirds, what Foss (1993)
calls the "competence perspective" in evolutionary economics and the "capabilities" approaches
ofTeece and Pisano (1994) and Langlois and Robertson (l995).
As diagrammed in Figures 4.1 and 4.2, R-A theory stresses the importance of (1) market
segments, (2) heterogeneous finn resources, (3) comparative advantages/disadvantages in re
sources, and (4) marketplace positions of competitive advantage/disadvantage. In brief, market
segments are defined as intraindustry groups of consumers whose tastes and preferences with
regard to an industry's output are relatively homogeneous. Resources are defined as the tangible
and intangible entities available to the finn that enable it to produce efficiently andlor effectively
a market offering that has value for some marketing segment(s). Thus, resources are not just land,
labor, and capital, as in neoclassical theory. Rather, resources can be categorized as financial
(e.g., cash resources, access to financial markets), physical (e.g., plant, equipment). legal (e.g .•
trademarks,licenses), human (e.g., the skills and knowledge of individual employees), organiza
tional (e.g., competences. controls, policies, culture). infonnational (e.g.• knowledge from con
sumer and competitive intelligence), and relational (e.g., relationships with suppliers and
customers).
Each finn in the marketplace will have at least some resources that are unique to it (e.g., very
knowledgeable employees, efficient production processes, etc.) that could constitute a compara
tive advantage in resources that could lead.to positions of advantage (I.e., cells 2, 3, and 6 in
Figure 4.2) in the marketplace. Some of these resources are not easily copied or acquired (i.e.,
they are relatively immobile). Therefore, such resources (e.g., culture and processes) may be a
source of long-tenn competitive advantage in the marketplace.
-
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Figure 4.1

A Schematic of the R-A Theory of, Competition

Societal Resources

Resources
• Comparative Advantage
• Parity
• Comparative Disadvantage

Competitors-Suppliers

Societal Institutions

Market Position
• Competitive Advantage
• Parity
• Competitive Disadvantage

Consumers

Financial Performance
• Superior
• Parity
• Inferior

Public Policy

Source: Hunt and Morgan (1997). Reprinted by permission of the American Marketing Association.
NOle: 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 tum signals relative reSOurces.
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Source: Adapted from Hunt and Morgan (1995). Reprinted by permission of American Marketing
Association.
Note: The marketplace position of competitive advantage identified as Cell 3 results from the finn.
relative to its competitors. baving 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.

Just as international trade theory recognizes that nations have heterogeneous. immobile re
sources, and it focuses on the importance of comparative advantages in resources to explain the
benefits of trade, R-A theory recognizes that many of the resources of fums within the same
industry are significantly heterogeneous and relatively immobile. Therefore, analogous to na
tions. some firms will have a comparative advantage and others a comparative disadvantage in
efficiently andlor effectively producing particular market offerings that have value for particular
market segments.
Specifically, as shown in Figure 4.1 and further explicated in Figure 4.2. when fums have a
comparative advantage in resources they will occupy marketplace positions of competitive ad
vantage for some market segment(s). Marketplace positions of competiti ve advantage then result
in superior financial performance. Similarly. when firms have a comparative disadvantage in
resources they will occupy positions of competitive disadvantage, which will then produce infe
rior financial performance. Therefore. fums compete for comparative advantages in resources
that will yield marketplace positions of competitive advantage for some market segment(s) and,
thereby. superior financial performance. As Figure 4.1 shows, how well competitive processes
work is significantly influenced by five environmental factors: the societal resources on which
fmns draw. the societal institutions that form the "rules of the game" (North 1990), the actions of
competitors, the behaviors of consumers and suppliers. and public policy decisions.
Consistent with its Schumpeterian heritage. R.,A theory places great emphasis on innova
tion. both proactive and reactive. The former is innovation by firms that, although motivated
by the expectation of superior financial performance. is not prompted by specifIC competitive
pressures-it is genuinely entrepreneurial in the classic sense of entrepreneur. In contrast. the
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latter is innovation that ill directly prompted by the learning process of fmns' competing for the
patronage of market segments. Both proactive and reactive innovation contribute to the dyna
mism ofR-A competition.
Firms (attempt to) learn in many ways-by formal market research, seeking out competitive
intelligence, dissecting competitor's products, benchmarking. and test marketing. What R-A theory
adds to extant work is how the process of competition itself contributes to organizational learn
ing. As the feedback loops in Figure 4.1 show, frrms learn through competition as a result of the
feedback from relative financial performance signaling relative market position, which, in tum,
signals relative resources. When frrms competing for a market segment learn from their inferior
financial performance that they occupy positions of competitive disadvantage (see Figure 4.2),
they att~mpt to neutralize and/or leapfrog the advantaged firm(s) by acquisition and/or innova
tion. That is, they attempt to acquire the same resource as the advantaged fmn(s) and/or they
attempt to innovate by imitating the resource, finding an equivalent resource, or finding (creat
ing) a superior resource. Here, "superior" implies that the innovating firm's new resource enables
it to surpass the previously advantaged competitor in terms of either relative costs (Le., an effi
ciency advantage), or relative value (i.e., an effectiveness advantage), or both.
Firms occupying positions of competitive advantage can continue to do so if (1) they continue
to reinvest in the resources that produced the competitive advantage, and (2) rivals' acquisition
and innovation efforts fail. Rivals will fail (or take a long time to succeed) when an advantaged
fmn's resources are either protected by such societal institutions as patents or the advantage
producing resources are causally ambiguous, socially or technologically complex, tacit, or have
time compression diseconomies.
Competition, then, is viewed as an evolutionary, diseqUilibrium-provoking process. It consists
of the constant struggle among firms for comparative advantages in resources that will yield
marketplace positions of competitive advantage and, thereby, superior financial performance.
Once a 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 advantaged frrm through acquisition, imitation; substitution, or
major innovation. R-A theory is, therefore, inherently dynamic. Disequilibrium, not equilibrium,
is the norm. In the terminology of Hodgson's (1993) taxonomy of evolutionary economic theo
ries, R-A theory is nonconsummatory: it has no end-stage. only a never-ending process of change.
The implication is that, though market-based economies are moving, they are not moving toward
some final state, such as a Pareto-optimal, general equilibrium.
Developing the R·A Theory Research Program
Table 4.2 displays key articles, book chapters, and books in the development of the R-A theory
research program. Two comments are worth noting concerning the publications. Frrst, Table 4.2
contains only those publications that focus explicitly on R-A Theory. It does not include the
scores of articles, book chapters, and books that use the theory as a theoretical foundation for
research. Second, though there are qbviously more articles in the marketing literature than in
other literatures, note that R-A theory is genuinely interdisciplinary, for there are numerous ar
ticles developing the theory in both the economics and management/general business literatures.
Although somewhat arbitrary~ we can divide the history of the research program into an introduc
tory period, corresponding to 1995-96; a development period, which would be 1997-2000; and
a research tradition period, which would be 2001 to the present. Our discussion will focus on
significant events in each of the three periods.
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Table 4.2

The Resource-Advantage Research Program
Year

Marketing

Management!
general business

1995-96

JM#1
JMII2

JMI

1997-98

JM#3

B&CW

~IMM

1999

JAMS

2000

JM-M(4)

Economics

JEI
JSE

EEJ
.IBR
klMR
S&H (JAI)

F&R (Routledge)

A General Theory of Competition:
Resources, Competences, Prc;>ductivity, Economic Growth (Sage)
2001

EJMII1
JPP& M
JRM

2002

.IMM(3)
EJMII2

JBR

F&K (Elgar)

Foundations of Marketing Theory:
Toward a General Theory of Marketing (M.E. Sharpe)

2003

JMT&P
JB&IM

Source: Hunt (2003). Reprinted by permission of author.

The Introductory Period: 1995-1996

In the spring of 1994, we were reviewing some recent developments in the strategic management
literature concerning "resource-based" strategy. In this literature, many writers were suggesting
that strategy had been misguided by adopting "industry" as the central focus of strategy develop
ment These new authors were arguing that managers should focus on developing and acquiring
rare, valuable, and inimitable resources as a means for achieving "rents," that is, profits in excess
of those achieved by a firm under the conditions of perfect competition. The original article that
we considered writing was one that developed a new schema for categorizing the various kinds of
resources. Indeed, we went so far as to prepare an outline of the structure of the proposed article.
As part of our review, we came across an article by Conner (1991). In this article, Kathleen'
Conner argued that any theory of the fum should be able to explain the reasons for the existence of
fums and what limits their sizes and scopes. Furthermore, she argued that the resource-based theory
of strategy, with its focus on heterogeneous, imperfeCtly mobile resources, constituted the begin
nings of a new theory of the firm. We found her arguments to be persuasive. However, because of
our background in marketing, we were able to see that the new theory of the fum opened the way for
developing a new theory of competition. In particular, we believed, if wejoined the resource-based
theory of the firm with heterogeneous demand theory and Alderson's (1957, 1965) theory of differ
ential advantage. we might be able to develop a new theory of competition.
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After several months of research, we developed a manuscript on the theory and targeted it to
the Journal of Marketing. The original submission had several key characteristics. First, it de
fined "resource" as those tangible or intangible entities that were available to firms that enabled
them to produce, efficiently and/or effectively. market offerings that had value to any market
segment. Second. it provided a set of foundational premises for the theory (see Table 4.1). Third,
it provided a key diagnostic tool for understanding competitive advantage. which we labeled the
"competitive position matrix" (see Figure 4.2). Fourth. it distinguished between two very differ
ent kinds of advantages. Specifically. it distinguished clearly the differences between compara
tive advantages in resources and marketplace positions ofcompetitive advantage. Furthermore, it
theorized that it is comparative aclvantages in res~urces that lead to marketplace positions of
competitive advantage, which. in turn, lead to superior financial performance. Fifth, it used the
emerging theory and its focus on heterogeneous, imperfectly mobile resources to explain fum
diversity. Sixth, it used the new theory to contribute to explaining the differences in abundance,
innovation. and quality that had been observed between market-based and command economies.
Seventh. it explored the issue of whether a market-orientation can be a resource that can lead to
sustained. superior. financial performance.
The original submission was reviewed by four scholars. In addition. the editor also provided
several pages that had a detailed list of suggestions for revising the manuscript. Many of the
reviewers' comments were harbingers of three complaints that have been raised by numerous
reviews of works developing R-A theory. First. a common criticism of many reviewers is that
perfect competition theory is a "straw man." and we should compare R-A theory to a more robust
alternative. (We will return to this complaint in the next section.) Second. reviewers often com
plain that we do not provide a complete literature review of all the works that have been critical of
neoclassical economics over the last hundred years. Indeed, no matter how many works we cite,
we always seem to leave out some reviewer's favorite critic of neoclassical economics. Partly as
a response to this criticism, fully three chapters of Hunt (2000b) are devoted to other works that
are either "antecedents to" or have "affmities with" R-A theory. Third, some reviewers are funda
mentally hostile to market-based economies and maintain that R-A theory is too sympathetic to
economic freedom. We believe that at least some writers who are harshly critical ofcompetition and
its role in market-based economies are so because (1) they presume that neoclassical theories of
competition do, indeed, accurately describe the process of competition, and (2) they are reacting
with hostility toward certain aspects of neoclassical theory (e.g.• the self-interest maximization as
sumption of utility theory). We maintain that it is at least possible that some critics ofmarket-based
economies would not be so critical if they started from a base that included R-A theory.
After the acceptance of the Hunt and Morgan (1995) article, we knew that. because of the
"silo" nature of academic disciplines, if we wanted R-A theory to be considered seriously in the
areas of management and economics, it would be necessary to publish the theory in journals in
these areas. As to the management area, the journal that we came upon was the Journal ofMan
agemenllnquiry. which was specifically interested in publishing articles that were radically inno
vative. Believing-and being informed by reviewers-that R-A theory was. indeed, radical. a
manuscript was developed that (1) reviewed the original JM article. (2) adopted the "R-A theory"
label, (3) modified the process of competition to account for feedback effects of organizational
learning (see Figure 4.1). and (4) showed how R-A theory explicates the concept of productiVIty.
Specifically. the article showed how R-A theory provides a rigorous distinction between effi
ciency and effectiveness. Efficiency is when a fum's market offering moves upward in the mar
ketplace position matrix (Figure 4.2). Effectiveness, in contrast, is when a fum's market offering
moves horizontally and to the right in the matrix. Increased productivity, therefore. is both (1)
more efficiently creating value and (2) efficiently creating more value.
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The final fonn of the article prepared for the Journal ofManagement Inquiry, that is, Hunt
(1995), had a further, distinguishing characteristic. When we wrote Hunt and Morgan (1995). we
were unaware that the standard view of neoclassicists up until the collapse of the Eastern bloc was
that the equations of neoclassical theory provided no grounds for preferring market-based over
command economies. Indeed, the standard view in the "socialist calculation debate" was that the
equations of perfect competition, when combined with general equilibrium theory, implied that
planned economies should be at least as productive as market-based ones, if not more so (see, for
example, Lavoie 1985). Hunt (1995) was the first article in management or marketing to discuss
the socialist calculation debate, and it argued, as did Hunt (2000b, pp. 157-75), that R-A theory
can contribute to explaining and, therefore, understanding the factors that depressed the produc
tivity of the command, Eastern bloc economies, when compared with their Western. market
based counterparts. On this issue, neoclassicists had consistently maintained, perfect competition
theory and the equations ofgeneral equilibrium theory had "proved that a Central Planning Board
could impose rules upon socialist managers which allocated resources and set prices as efficiently
as a capitalist society of the purest stripe and more efficiently than the capitalist communities of
experience" (Lekachman 1959, pp. 396-97).
The final article in the introductory period developing the theory was Hunt and Morgan (1996).
This paper resulted from a critique ofR-A theory by Dickson (1996), which argued that R-A theory
was not sufficiently dynamic and did not give sufficient attention [0 organizational learning and the
phenomenon ofpath dependencies. Hunt and Morgan (1996) responded by showing that R-A theory
is, indeed, a dynamic theory of competition. Specifically. the premise that fmns are motivated by
the pursuit of superior financial perfonnance implies that competition in a market-based economy
must be dynamic. Because fmns always want, for example, more profits than last year, a higher
return on investment than competitors', or better profits than some reference point, they will be
motivated to develop the proactive and reactive innovations that will make competition dynamic.
Furthennore, R-A theory contributes to understanding organizational learning because it shows
how the feedback from financial performance causes a fmn to learn crucial facts about its market
place position and resources. Finally. we argued that, because R-A theory is an evolutionary,
nonconsummatory theory of competition. it contributes to our understanding of how path depen
dence effects can occur, when such consequences of competition do, indeed, occur.
The three articles published in 1995 and 1996 on R-A theory provided a fum foundation for further
developing and explicating the theory. We tum now to the period of development, 1997-2000.

The Period ofDevelopment: 1991-2000
The years 1997-2000 saw a rapid growth in the number of publications in the marketing, man
agement/general business, and economics literatures that developed the structure and implica
tions ofR-A theory. In marketing, Hunt and Morgan (1997) addressed the issue of the relationship
between perfect competition and R-A .theory. We argued that R-A theory is a general theory of
competition that incorporates perfect competition theory as a special. limiting case. Therefore. R
A theory preserves the cumulativity of economic science. Hunt (1999). in contrast. was the first
publication that addressed the public policy implications of R-A theory. The article argued that
strategy that focused on finn factors (resources) is presumptively procompetitive. After develoP.
ing three tests for R-A competitiveness, the article argues that R-A competition is prosocial be
cause it fosters productivity and economic growth. In the management/general business area,
Hunt (1998) pointed out that neoclassical theory has customarily presumed that it is the efficient
allocation of scarce resources that drives productivity and economic growth. In contrast, R-A
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theory argues that it is resource creation. not allocation. that drives productivity and economic
growth. Morgan and Hunt (1999) exa~ined the role of relationship marketing in strategy and
identified the kinds of resources that might be gained through relationships. Hunt and Lambe
(2000) examined marketing's contribution to business strategy and argued that R-A theory inte
grates the concepts ofboth marketing and nonmarketing theories ofbusiness strategy. Hunt (2000a)
and Hunt (2000d) showed how R-A theory can synthesize the competence-based. evolutionary,
and neoclassical theories of competition.
As documented by Nelson and Winter (1982), there is an orthodoxy in neoclassical economics
that makes it very difficult for heterodox economists to find publication outlets for theories that
depart from the position that all economic processes are equilibrating. However, there are some
journals that will at least consider publishing articles that advocate dynamic, process-oriented
theories, including the Journal of Economic Issues. the Journal of Socio-Economics. and the
Eastern Economic Journal. In the first journal, Hunt (1997c) argued that R-A theory is an evolu
tionary theory of competition. Specifically, both firms and resources are argued to be the heri
table, durable units of selection, and competition among firms for comparative advantages in
resources is argued tobe the selection process that results in the survival of the "locally fitter," not
the "universally fittest." In the second journal, Hunt (1997d) explored the nature of sociopolitical
institutions that influence favorably the process ofR-A competition. The article argues that insti
tutions that promote social trust promote productivity by reducing the transaction and transfor
mational costs in R-A competition. In the thirdjoumal. Hunt (1997b) showed how R-A theory
can contribute to the area of endogenous growth models in neoclassical economics. Specifically,
the article argues that R-A theory. alone among theories of competition, provides a theoretical
foundation for endogenous growth models.
By the close of the twentieth century, R-A theory was sufficiently developed in the various
journals and academic disciplines to warrant an attempt to pull together the several strands of .
thought into a research monograph. Hunt (2000b) provided the vehicle for integrating the various
articles. Specifically, that monograph argued that R-A theory and its foundations represent the
general case of competition, and perfect competition and its foundations are a special case. There
fore, R-A theory incorporates perfect competition, explains the explanatory and predictive suc
cesses of perfect competition, and preserves the cumulativity of economic science.
A special symposium was then conducted on R-A theory, as the theory was detailed in the
monograph, with commentaries provided by two marketing academics (Falkenburg 2000; Savitt
2000), an industrial-organization economist (Foss 2000), and an institutional economist (Hodgson
2000). The commentators found R-A theory to be highly provocative. Some found the theory to
be "too eclectic," while others found it "not eclectic enough." Some found the theory "too incre
mental," while others found it "not incremental enough." Some found it to be "too neoclassical,"
while others found it "not neoclassical enough." Hunt (2000c) responded to the commentators
and pointed out that it is "heartening to note that none of the three commentators provides con
vincing argument or evidence that any claim made in the monograph is unwarranted" (p. 80).
Specifically, Hunt (2000c) points out that none ofthe three commentators challenges a single one
of the foundational premises ofR-A theory.

The Research Tradition Period: 2001-Present
Since 2000, works continue to appear that develop the structure and implications ofR-A theory. The
issues addressed include antitrust policy (Hunt and Arnett 2001); business alliance success (Hunt,
Lambe, and Wittman 2(02); efficiency competition versus effectiveness competition {Hunt and
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Duhan 20(2); R-A theory's philosophical foundations tHunt 2002b); the relationships among R-A
theory. cybernetic systems, and scenario planning (Morgan and Hunt 20(2); "Austrian" economics
(Hunt 2002c); whetherR-A theory is a general theory of marketing (Hunt 2(Xll, 2002b; Schlegelmilch
2002; Wensley 2002); the "embeddedness" ofR-A theory (Hunt andAmett 2004); and the relation
ships between R-A theory and marketing strategy (Hunt 2002a; Hunt and Derozier 2004).
Even though R-A theory is, as of this writing, scarcely a decade old, we feel justified in char
acterizing the period starting in 2001 as a research tradition phase. Several factors prompt us to
do so. First. works developing the theory have appeared in a wide range ofjournals across several
different academic disciplines. Thus, R-A theory appears to have "something to say" to scholars
who have very different orientations. Second. the explanatory power and predictive power of the
theory are well established. Indeed, the theory has increased our understanding of both micro
and macro-phenomena in marketing, management, and economics. Third, works using R-A theory
no longer have to "start from scratch" to explain the characteristic of the theory. Scholars now
simply cite the theory and move on to their own contributions. Fourth, there have been no com
mentaries that have pointed out fundamental flaws in the theory's structure or foundational pre
mises. Fifth, and finally, a host of authors are using the theory as a foundation for further works of
both a theoretical and empirical nature in marketing, management, and economics. These, we
argue, are characteristics of a theory becoming the foundation for a research tradition.
The rest of this review will focus on (1) the foundations of R-A theory and (2) using the theory
to teach business and marketing strategy. We then discuss the future prospects for the theory.
The Foundations of R·A Theory
All theories are derived from their foundational postulates, and Table 4.1 displays the core pre
mises underlying R-A theory. Foundational. as used here, does not imply that the premises are the
minimum set of axioms required for deriving theorems. but that these premises are centrally
important for understanding the theory. Epistemologically, becauseR-A adopts scientific realism
(Hunt 2002a, 2(03). each premise in R·A theory-contrasted with perfect competition-is con
sidered a candidate for empirical testing. Those found false should be replaced with.ones more
descriptively accurate.
As previously mentioned. a common criticism ofR·A theory is that perfect competition theory,
its compared alternative. is a ·'straw man." and we should compareR-A theory with a more robust
alternative. However, this section will continue the tradition of contrasting R-A theory with per
fect competition for four reasons. First. the foundational premises of perfect competition are well
developed and well known. Therefore. contrasting R-A theory with perfect competition commu
nicates efficiently and with great precision the foundations and nature of R-A theory. Second.
because neoclassical theory argues that perfect competition is peT/ect, it continues to serve as the
ideal form of competition against which all others are compared. Even many of those who have
come to question perfect competition's descriptive accuracy still hold it out as an ideal form of
competition. Indeed. because perfect competition underlies much public policy, especially anti
trust law. perfect competition should serve as the comparison standard (see Hunt and Arnett 200 1
for more on R-A theory and antitrust).
Third. even though many scholars question perfect competition theory on numerous grounds,
it dominates economics, management, and marketing textbooks. Therefore. it is the only theory
of competition that most students ever see that is alleged to be socially beneficial. Discussions of
such neoclassical theories as oligopolistic and monopolistic competition in almost all texts are
presented (and made meaningful) as departures from the ideal of perfection. Therefore, because
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R-A theory argues that perfect competition is not perfect, perfect competition theory should serve
as a comparison standard. Fourth, R-A theory is a general theory of competition. Other than
neoclassical, perfect competition theory, there may not be a rival, general theory to use for com
parison purposes (because other theories are too context specific).
Finally, R-A theory is a work in progress. Contrasting R-A theory with perfect competition
constitutes an invitation to other scholars to develop rivals to R-A theory. Specifically, we have
always invited scholars (in economics, management, and marketing) to identify the founda
tional premises of rival theories of competition and explicitly contrast them with those ofR-A
theory. By doing so, we can then evaluate how and why the theories are consistent or inconsis
tent, saying different things or saying the same things differendy, genuinely rival or actually
complementary. We again solicit rivals, but we note that, despite numerous past invitations, no
rival has been offered. Indeed, no critic has ever shown deficiencies or offered revisions for
any ofR-A theory's premises.
This section examines the premises in Table 4.1 and follows the discussions in Hunt (2000b)
and Hunt and Morgan (1995). We begin with demand.

Demand
For perfect competition theory, demand is (a) heterogeneous across industries, (b) homogeneous
within industries, and (c) static. That is, at different configurations of price across generic product
categories, for example, footwear, televisions, and automobiles, perfect competition theory al
lows consumers to prefer different quantities of each generic product. Within each generic prod
uct category or "industry," however, consumers' tastes and preferences are assumed to be identical
and unchanging through time with respect to desired product features and characteristics. Thus,
neoclassical works speak of the "demand for footwear" and the group of f1I1l1s constituting the
footwear "industry" are presumed to face, collectively, a downward-sloping demand curve. Each
individual firm in the footwear industry, however, faces a horizontal demand curve because of the
homogeneous, intraindustry demand assumption. For perfect competition, the assumptions of
homogeneity of demand and supply are necessary for drawing the industry demand and supply
curves required for determining the market.clearing, equilibrium price. Absent homogeneous
demand, the concept of an industry-demand curve and the market-clearing price make no sense.

Demand and R-A Theory
Consistent with neoclassical theory, R-A theory accepts the premise of heterogeneous interindus
try demand. However, drawing on market segmentation theory, intraindustry demand is posited
to be both substantially heterogeneous and dynamic: consumers' tastes and preferences differ
greatly within a generic product category and are always changing. Heterogeneous intraindustry
demand is argued to be the descriptively realistic general case of demand. That is, R-A theOry
posits that there are far more industries that are radically or significantly heterogeneous, for ex
ample, automobile manufacturing (NAlCS #336111), women's footwear (#316213), and book
publishing (#511130), than there are relatively homogeneous, commodity-type industries, for
example, com (NAlCS #111150), gold ores (#212221), and industrial sand (#212322).
The implication of heterogeneous, intraindustry demand is that few industry markets exist. As
an example, consider footwear (NAlCS #31612). R-A theory views consumers' tastes and prefer
ences for footwear to be substantially heterogeneous and constantly changing. Furthermore, not
only do consumers have imperfect information concerning footwear products that might match
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their tastes and preferences, but obtaining such information is often costly in terms of both time
and money. There is no "market for footwear" (NAICS#31612) or even separate, six-digit mar
kets for women's footwear (#3161213) and men's footwear (#3161213). Even though all con
sumers require footwear and one can readily identify a group of firms that manufacture shoes,
there is no shoe-industry market. That is, the group of firms that constitute the footwear industry
do not collectively face a single, downward-sloping demand curve-for the existence of such an
industry demand curve would imply homogenous tastes and preferences.
R-A theory maintains that, to the extent that demand curves exist at all, they exist at a level of
(dis)aggregation that is too fine to be an"industry." For example, even if (for purposes of argu
ment) one considers there to be a homogenous, men's-walking-shoe market, one certainly would
not speak of the men's-walking-shoe industry. Nor would one speak of the nineteen-inch-color
television or the minivan industries. Yet, R-A theory maintains that such market segments as
these-and those smaller yet-are central for understanding competition.
The heterogeneous, intraindustry demand premise contributes to R-A theory's explanatory
and predictive power. First, it implies that identifying those segments most suitable for develop
ing market offerings should be viewed-consistent with Austrian economics-as an entrepre
neurial capability that affects firm performance. Second, that intraindustry demand is substantially
heterogeneous in most industries contributes to R-A theory's ability (and neoclassical theory's
inability) to make the correct prediction as"to the diversity in business-unit financial performance.

Consumerlnformadon
Perfect competition theory assumes that consumers have perfect and costless information about
the availability, characteristics, benefits, and prices of all products in the marketplace. In contrast,
drawing on Austrian economics, Stigler (1961), and Nelson (1970), R-A theory posits that con
sumers within market segments have imperfect information about goods and services that might
match their tastes and preferences. Furthermore, the costs to consumers in terms of effort. time,
and money of identifying satisfactory goods and services, that is, search costs, are often consider
able. Consequently, one purpose served by the legal protection of trademarks, patents, and li
censes is the reduction of consumer search costs. Specifically, trademarks, licenses, and patents
are societal institutions that reduce search costs by signaling the attributes of market offerings. "
Consider, for example, the issue of trademarks and their relationship to competition. Specifi
cally, are trademarks pro- or anticompetitive? Chamberlin (1933/1962) derives the implications
of perfect competition theory for trademarks. He points out that the legal protection of trademarks
" fosters product differentiation and, therefore, a situation in which prices are higher, quantities "
produced are lower, excess capacity is permanent, products produced are inferior, and all factors
of production are exploited (see Hunt 2002b, section 2.3.1). Therefore, for him (1933/1962, p.
270), "the protection of trademarks from infringement ... is the protection of monopoly," and he
maintains that there are no grounds by which "monopolies protected by the law of unfair compe
tition and of trademarks may be justified" (p. 271). Thus, the standard views in neoclassical
theory became that trademarks are anticompetitive.
In contrast. the fact that consumers have imperfect information and often use trademarks as
heuristics of quality is not a problem for R-A theory. FlfSt. because heterogeneous, intraindustry
demand and supply is viewed as natural by R-A theory, it is only natural that. facing imperfect
information, consumers will often use trademarks as indicators of quality. Second, because a trade
mark is viewed as intellectual property and fully worthy of legal protection, R-A theory views
firms' protecting the equity-see Aaker (1991) and Keller (1993, 1998)-in their trademarks as
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providing not only (1) a valuable source of information to consumers, but also (2) a powerful
incentive for producers to maintain quality market offerings, and (3) a means by which manufac
turers of shoddy or even defective and dangerous products can be held accountable. Third. be
cause R-A theory rejects static-equilibrium efficiency as the appropriate welfare ideal. the
heterogeneity of demand and supply does not pose a problem to be solved. but a state of nature
and a desirable one at that. Indeed. R-A theory proposes that the best way to view the role of
trademarks in market-based economies is that they are quality-control and quality-enhancing
institutions.
The experience of the Soviet Union supports R-A theory's view that consumers' use of trade
marks as indicators of quality is not a problem to be solved. Goldman's (1960) work showed that
trademarks are institutions that served as important quality-control and quality-enhancing de
vices in command economies. How important? So important that command economies even
mandated that ftrmS use trademarks. in those situations where all plants in the Soviet Union were
supposed to produce homogenous commodities. In short, trademarks and product differentiation
are not problems for society to solve; they are institutions that sOlve societal problems, as R-A
theory suggests.

Human Motivation
For neoclassical theory, all human behavior is motivated by self-interest maximization. Thus, in
their roles as consumers of products and owners or managers of fmos. people maximize their
utility. Etzioni (1988) shows that neoclassical theory conceptualizes utility and utility maximiza
tion as being either (a) a pleasure utility (ethical egoism in moral philosophy terms), (b) a tautol
ogy. or (c) a mathematical abstraction. He notes that only pleasure utility, or "P-utility:'
maximization is a substantive thesis that could potentially be empirically tested. Furthermore, in
empirical works and public policy recommendations, P-utility is generally assumed.

Humo:n Motivation and R-A Theory
R-A theory posits that human motivation is best viewed as constrained self-interest seeking. That
is, the self-interest seeking of individuals is constrained or restrained by personal moral codes,
which are, in tum, shaped or influenced by, for example, societal, professional, industry, and
organizational moral codes. The concept of personal moral codes in R-A theory draws on the
normative theories of ethics in moral philosophy: deontololgy and teleology (Beauchamp and
Bowie 1988). Because deontological codes .focus on specific actions or behaviors and teleologi
cal codes focus on consequences, the former stress the inherent rightness-wrongness of a behav
ior and the latter emphasize the amount of good or bad embodied in a behavior's consequences.
Deontologists believe that "certain features of the act itself other than the value it brings into
existence" make an action or rule right or wrong (Frankena 1963, p. 14). Moral codes based on
deontology will emphasize the extent to which a behavior is consistent or inconsistent with such
deontological norms as those proscribing lying, cheating, deceiving, or stealing and those pre
scribing honesty, fairness, justice. or fidelity. Accordingly, deontology emphasizes duties, oblig~
tions, and responsibilities to others. Teleologists, on the other hand, ''believe that there is one and .
only one basic or ultimate right-making characteristic, namely, the comparative value (nonmoral)
of what is, probably will be, or is intended to be brought into being" (Frankena 1963, p. 14).
Whereas deontological moral codes must address the difficult issue ofconflicting norms, those
emphasizing teleological factors must grapple with which stakeholders are to be valued. Those
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moral codes adopting utilitarianism hold that an act is right only if it produces for all people a
greater balance of good over bad consequences than other alternatives (i.e .• "the greatest good
for the greatest number"). Even though it focuses on consequences, because utilitarianism de
mands that decision makers consider an act's consequences on all stakeholders, it shares at
least some common ground with deontology's emphasis on duties and responsibilities to oth
ers. In stark contrast, codes adopting ethical egoism-that is, those who adopt the substantive
interpretation of utility maximizing-hold that an act is right only if the consequences of the
act are most favorable for the individual decision maker. The self-interest. utility-maximizing
view of ethical egoism is directly opposed by deontological ethics.
Figure 4.3 shows a model developed by Hunt and ViteU(l986.1993) that explicates the
nature of personal moral codes and shows how such codes are influenced by deontological,
teleological, and environmental factors.! The Hunt-Vitell (HV) theory of ethics draws on
deontological and teleological moral philosophy to explain (1) why people have such radi
cally different views on the ethicality of alternative actions. and (2) why people engage in
ethicaVunethical behaviors. Briefly, the "triggering mechanism" of the model is the individual's
perception that an activity or situation involves an ethical issue. which is followed by the
perception of various alternatives or actions one might take to resolve the ethical problem.
These alternatives are then evaluated both deontologically and teleologically in the "core" of
the model.
For each alternative, the core of the HV model assumes that the decision maker has access to
a set of deontological norms that can be applied. The deontological evaluation process, there
fore, consists of applying the norms to each alternative, checking for consistency (inconsis
tency), and resolving the conflicts that result when not all deontological norms can be satisfied
simultaneously. Each alternative is also evaluated in the core by a teleological process that
combines (1) the forecasting of each behavior's consequences for various stakeholder groups,
with (2) estimating the probabilities of the consequences, (3) evaluating the consequences'
desirability or undesirability, and (4) assessing the importance of each stakeholder group.
For the HV model, the ethicality of an alternative, that is, Ethical Judgments, results from
combining the deontological and teleological evaluations. For example, a strict deontologist
would ignore totally the results of the teleological evaluation. In contrast, a strict utilitarian
would (1) ignore the deontological evaluation, (2) assign equal weights to all individual stake
holders. and (3) maximize the ratio of good consequences over the bad. Like a strict utilitarian.
a strict ethical egoist would ignore the deontological evaluation. However, a strict ethical ego
ist would also assign zero weights to all stakeholders other than the self and maximize the ratio
of good consequences over the bad for oneself. Hunt and Vitell do not theorize that individuals
are (or ought to be) utilitarians, ethical egoists, or deontologists. Rather, they posit that most
people in most situations evaluate the ethicality of an act on the basis of a combination of
deontological and teleological considerations.
As to the nature of the personal moral codes that R-A theory posits to constrain or restrain
self-interest seeking, the HV model of ethics suggests that they consist of (1) the deontological
norms an individual applies to decision situations, (2) the rules for resolving conflicts among
norms, (3) the importance weights assigned to different stakeholders. and (4) the combinatory
rules for merging the deontological and teleological evaluation processes. R-A theory draws on
the HV model and maintains that individuals differ greatly in their personal moral codes. Fur
thermore, the variance in moral codes is not a "black box" for the purpose of theory develop
ment and empirical research. Indeed, personal moral codes are shaped, but not determined, by
experience and environment.

Figure 4.3
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As to experience. note that Eth'ical Judgments in the HV model drives Intentions and Behav
ior. That is. in most situations. ethical judgments. intentions. and behavior are congruent. (Guilt
occurs when teleological evaluations drive intentions and behavior in a manner inconsistent with
ethical evaluation.) The HV model shows a feedback loop from behavior through actual conse
quences to personal characteristics. Thus. individuals learn the appropriateness ofthe moral codes
they apply through experiencing positive and negative consequences. This learning-by-experi
ence shapes personal moral codes.
Personal moral codes are also shaped by lifelong. vicarious learning in different environments.
First. different societies have different cultures that communicate and "pass on" different moral
codes. Second. within societies. different groups. for example, professional associations, indus
tries, and organizations, communicate different moral codes to their members. Third, different
families have different moral codes. The HV model views all these environmental factors as
shaping-but not determining, for choices are still made as to which code to adopt-an individual's
personal moral code.
RetUrning to the posit that human motivation is best described as self-interest seeking con
strained by a personal moral code, R-A theory can account for the economic value to firms and
societies of having individuals who are motivated by moral codes that emphasize deontological
ethics, rather than ethical egoism.2 In particular. when people share a moral code based primarily
on deontological ethics, trust can exist, and therefore, the costs that frrms and societies have that
are associated with shirking, cheating, st«?8ling, monitoring, free-riding, "hostage-taking," and
opportunism in general are avoided (see Hunt 2000b, section 9.3.3). Thus, R-A theory can pro
vide the kinds of "deeper insights" asked.for by Williamson (1994, p. 85) because,not being
bound to the neoclassical tradition, it can abandon the assumption of universal opportunism.

Firm's Objective and In/ormotion
Consistent with its assumption that humans are self-interest maximizers, perfect competition
theory assumes that owner-managed firms profit maximize. (Profits are the self-interest of
owners.) Furthermore, maximizing occurs under coriditions of perfect and costless information
about product markets. production techniques, and resource markets. In order to incorporate
time and risk, the neoclassical tradition posits wealth maximization as the frrm's long-term
objective. That is. owner-managed firms maximize the net present value of future profits using
a discount rate that accounts for the time value of money and the risk associated with an ex
pected stream of profits.
Of course, many modem corporations. including most large frrms, are not owner managed~
The separation of ownership from control and management (Berle and Means 1932) results in
situations where the self-interests of owners, that is, the shareholders. in maximizing their wealth
may conflict with managers' own personal interests. This "principal-agent" problem is addressed
in the neoclassical tradition by agency theory and its "nexus ofcontracts" view of the frrm (Fama
1980; Fama and Jensen 1983; Jensen and Meckling 1976).3 As with transaction cost economics,
agency theory assumes universal opportunism by managers. Thus, measures must be taken to
prevent managers from pursuing their self-interests at the expense of shareholders. Measures
commonly recommended include developing financial incentives to align managers' interests
with shareholder wealth maximization; instituting tight monitoring and control systems; main
taining a high proportion of independent, outside dir~ctors on boards of directors; and avoiding
"CEO duality," that is, avoiding having the same person as both ch~f executive officer and
chairperson of the board of directors.
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Firm's Objective, InJormation, and R-A Theory
For R-A theory, the finn's primary objective is superior financial performance, which it pursues
under conditions of imperfect and often costly to obtain infonnation about extant and potential
market segments, competitors, suppliers, shareholders, and production technologies. Consistent
with the self-interest seeking aspect of human behavior, superior financial performance is argued
to be the firm's primary objective because superior rewards flow to the oWners, managers, and
employees of firms that produce superior financial results. These rewards include not only such
financial rewards as stock dividends, capital appreciation, salaries, wages, and bonuses, but also
such nonfinancial rewards as prestige and feelings of accomplishment. Because it enables firms
to pursue other objectives, such as contributing to social causes or being a good citizen in the
communities in which it operates, financial performance is viewed as primary. For-profit organi
zations differ from their not-for-profit cousins in that the former, but not the latter, areJor profit.
Indeed, prolonged inferior performance threatens the firm's survival and prevents the accom
plishment of secondary objectives.
The "superior" in superior financial performance equates with both more than and better than.
It implies that flIII1s seek a level of financial performance exceeding that of some referent. For
example, the indicators of financial performance can be such measures as accounting profits,
earnings per share, return on assets, and return on equity. The referent against which the firm's
performance is compared can be the flIII1;s own performance in a previous time period, the per
formance of rival firms, an industry average, or a stock-market average, among others. Both the
specific measures of financial performance and the specific referents used for comparison pur
poses will vary somewhat from time to time, firm to firm, industry to industry, and culture to
culture. That is, for R-A theory, both measures and referents are independent variables. There
fore; the theory provides a framework for investigating the role of different understandings of
fmancial performance on managers, flIII1s, industries, productivity, economic growth, and social
welfare (e.g., Arnett and Hunt 20(2).
Superior financial performance does not equate with the neoclassical concepts of "abnormal
profits" or "rents" (i.e., profits differing from the average frrm in a purely competitive industry in
long-run equilibrium) because R-A theory views industry long-run equilibrium as a theoretical
abstraction and such a rare phenomenon that the concept of "normal" profits in the neoclassical
tradition cannot be an empirical referent for comparison purposes. Furthermore, the actions of
flIII1s that collectively constitute competition do not force groups of rivals to "tend toward" equi
librium. Instead, the pursuit of superior performance implies that the actions of competing flIII1s
are disequilibrating, not equilibrating. Indeed, consistent with Austrian economics, markets sel
dom if ever-are in long-run equilibrium, and activities that produce turmoil in markets are soci
etally beneficial because they are the engine of economic growth.
Positing that the flIII1's goal is superior financial performance ensures that R-A theory is dy
namic, which accords well with the extant dynamism of competition in market-based economies. It
is no accident that theories that are static equilibrium in nature assume profit or wealth maximiza
tion. But Wsaving the equations" through profit maximization has a price. If a firm is already making
the maximum profit, why should it-absent environmental Shocks-ever change its actions? For
example. ifa firm is maximizing profits producing a product at a certain quality level, why should it
ever attempt to improve quality? If, however. fums are posited to (1) always seek more profits,
higher earnings per share. and greater return on investment, and (2) they believe that there are
always actions that can be taken to accomplish these goals. then (3) competition will be dynamic.
Nelson and Winter (1982, p. 4) maintain that "fums in our evolutionary theory .•• [are] moti
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vated by profit and •.. search for ways to improve profits," which differs from "profit maximizing
over wen defined and exogenously given choice sets.1t Likewise, Langlois (1986, p. 252) points out
that, though economic "agent[s] prefer more to less all things considered," this "differs from maxi
mizing in any strong sense." Similarly, though R-A theory posits that fums seek superior financial
performance, the general case of competition is that they do not "strong sense" maximize because
managers lack the capability and information to maximize (Simon 1979).4 That is, though fums
prefer more profits to less profits, a higher return on investment to a lower return, a higher stock
price to a lower stock price, more shareholder wealth to less wealth, imperfect information implies
that none of these financial indicators equates with profit or wealth maximization.
Real fums in real economies are not presented a menu of well-defined sets of alternatives for
which the problem is to choose the profit or wealth-maximizing option. Firms do indeed take
actions, they do indeed take note of financial indicators, and they do indeed make causal attribu
tions between actions and indicators. But even if-and this is a big if-managers have good
reasons to claim to know that actions previously taken have led (or will lead) to increases in
financial performance, they cannot know (or warrantedly claim to know) that some alternative
action or set of actions (identified or not identified) would not have produced (or will not pro
duce) even higher returns. Therefore superior financial performance, not maximum performance,
better describes the fum's primary objective.
In addition to informational problems, firms do not "strong sense" maximize because of the
personal moral codes ofowners, managers, and subordinate employees. Recall that agency theory
and transaction cost economics assume self-interest maximization and universal opportunism. In
terms of ethical theory, all economic agents are ethical egoists: they ignore deontological consid
erations, assign zero weights to all stakeholders other than self, and maximize the ratio of good
consequences over bad.
In contrast, R-A theory posits that personal moral codes are independent variables that vary
across people (and peoples). Moral codes entail (1) the deontological norms an individual applies
to decision situations, (2) the rules for resolving conflicts among norms, (3) the importance weights
assigned to different stakeholders, and (4) the combinatory rules for merging the deontological
and teleological evaluation processes. Thus, R-A theory acknowledges that nonowner managers
guided by ethical egoism might not profit maximize when it conflicts with their self-interests.
However. by treating personal codes as independent variables, R-A theory expands the kinds of
situations beyond those that can be addressed by agency theory.
Consider, for example, the case of distributors ofbottled water who could easily charge double
the customary price when a natural disaster shuts down a community's water supply. Some firms,
guided by ethical egoism, that is, self-interest maximization, might choose to double the price.
Other firms, guided by "enlightened" self-interest seeking might choose not to double the price
because they believe the long-term, net present value ofdoubling is less than the "goodwill value"
of nondoubling. However, the personal codes of the managers ofstill other firms might result in
their resisting the doubling of prices even though they believe the long-term, net present value of
doubling is greater than the goodwill value of nondoubling. In particular, firms guided by
deontological ethics might resist doubling because they believe it would constitute exploiting
their customers and, hence, would be deontologically wrong. In general (and inconsistent with
agency theory and transaction cost economics), some firms do not profit or wealth maximize in
particular decision situations because such maXimizing behaviors would violate (either owner
or nonowner) managers'. sense of rightness and wrongness. This sense of rightness and wrong
ness results from managers' beliefs concerning their duties and responsibilities to nonowner
stakeholders; that is, it stems from their personal moral codes based on deontological ethics.
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Finally, efforts to profit maximize may also be thwarted by ethical code mismatches between
managers and their subordinate employees. Suppose most of a firm's employees have moral
codes stressing deontological ethics and, thus, they avoid shirking, cheating, stealing, and other
opportunistic behaviors. In such a firm, the costs associated with monitoring and strong controls
would be pure economic waste. If, however, the owner-manager is an ethical egoist and assumes
that the employees are also ethical egoists (doesn't everyone utility maximize?), then expensive
and unnecessary controls will be instituted.S Ironically. then, the assumption of utility maximiza
tion by managers can thwart efforts at profit maximization. Etzioni (1988. p. 257) puts it this way:
"The more people accept the [P-utility maximization part of the] neoclassical paradigm as a guide
for their behavior, the more their ability to sustain a market eConomy is undermined."
In summary, superior financial performance is argued to be the best descriptor of the firm's
primary objective because (1) superior rewards flow to owners, managers, and employees of firms
that produce superior rewards, and (2) the pursuit of superior financial performance ensures that R
A theory is dynamic, which makes it consistent with the observed dynamism ofmarket-based econo
mies. Although firms do seek superior financial. performance, they are argued to not maximize
profit or wealth because (1) imperfect information makes maximization impossible; (2) agency
problems associated with ethical egoism thwart maximization; (3) fJllllS guided by deontological
ethics may, at times, choose not to maximize; and (4) ethical code mismatches between (and among)
owners, managers, and subordinate employees may result in nonmaximizing behaviors.

Resources
For perfect competition theory, firm resources are factors of production. Two aspects of "re
sources are factors" are noteworthy. First, because neoclassical theory is completely mathematized,
no entity can be a factor of production unless it can be represented in an equation that can be
differentiated. Therefore, the customary factors are land, labor, and capital. Intangible entities,
such as entrepreneurship. as Kirzner (1979, p. 187) points out, have no marginal product and
cannot be a factor of production. It makes no sense to talk about the extra units of a commodity
that can be produced for each additional unit of entrepreneurship.
.Second, all resources are perfectly homogeneous and mobile. That is, each unit of labor and
capital is identical with other units, and all units-being for sale in the factor markets-can move
without restrictions among frrms within and across industries. Again, labor and capital must be
homogeneous to ensure that equations will be differentiable.
In addition to resources, all firms have access to a production function, that is, a technology
that enables them to combine the factors of production to produce a product. Because of the
assumption of perfect information, the production function for each frrm within an industry is
identical-no frrm has access to a technology, capability, competence, or organizational form
that is superior to those available to other firms. Because all innovation is exogenous, new tech
nologies are given to firms by outside sources, for example, by government.

Resources and R-A Theory
Contrasted with "resources are factors," R-A theory adopts a resource-based view o( the firm.
Specifically, 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). Resources are categorized as financial (e.g., cash reserves and aCcess
to financial markets), physical (e.g., plant, raw materials, and equipment), legal (e.g., trademarks
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and licenses). human (e.g., the skills and knowledge of individual employees. including. impor
tantly. their entrepreneurial skills). organizational (e.g .• controls, routines, cultures, and
competences-including, importantly, a competence for entrepreneurship), informational (e.g.,
knowledge about market segments, competitors, and technology), and relational (e.g., relation
ships with competitors, suppliers, and customers). Each entity is a resource to the firm if. and oniy
if. it contributes to enabling it to produce efficiently andlor effectively a market offering that has
value for some market segment(s).
R-A theory posits that resources are both significantly heterogeneous across firms and im
perfectly mobile. Resource heterogeneity implies that each and every firm has an assortment of
resources that is at least in some ways unique. Imperfectly mobile implies that firm resources,
to varying degrees, are not commonly, easily. or readily bought or sold in the marketplace (the
neoclassical factor markets). Because of resource immobility, resource heterogeneity can per
sist through time despite attempts by firms to acquire the same resources of particularly suc
cessful competitors.
.
Note that resources need not be owned by the firm, but just be available to it. For example, the
relationships involved in relational resources are never owned by f1Ill1s, but only available to
.them for the purpose of producing value for some market segment(s). Indeed,just as there is no
neoclassical market-r.to demand or supply curve-for "reputations," there is no market for rela
tionships with suppliers, customers, employees. and competitors. Nonetheless, relational resources
have value.
The relationships that a firm has access to become a part of what R-A theory views as organi
zational capital, Falkenberg (1996) calls "behavioral assets," and Gummesson (1995) refers to as
"structural capital." For example, Gummesson (1995, p. 17) defines structural capital as "those
resources built into the organization such as systems, procedures, contracts, and brands which are
not dependent on single individuals." As he points out, there is a strong shift toward recognizing
that the total value of a firm is primarily determined by what he calls "soft" assets, not inventory
and equipment. Thus, the value of many organizations "cannot be correctly assessed from tradi
tional information in the balance sheet and the cost and revenue statements of the annual report"
(p. 18). Even though accounting procedures for valuing these soft assets are in their infancy, firms
are beginning to recognize "the fact that the customer base and customer relationships are ... assets,
even the most important assets" (p. 18).
The work of Falkenberg (1996) provides data on just how important organizational capital or
soft assets are in determining the value of a firm. Falkenberg divides a firm's resources into (1)
physical assets, (2) valuable paper (e.g., cash). and (3) "behavioral assets," which he defines as
the "routines and competencies of the people involved ... which are located not only inside, but
outside the f1Ill1" (p. 4). As support for his thesis that it is behavioral assets that are the main
. source of wealth creation, he calculates the market-price-to-book-value ratio for numerous firms
in different industries in different years. Because book value reflects only the (depreciated) value
of physical assets and valuable paper, the difference is an (albeit crude) estimate of the value of a
f1l11l's·behavioral assets.
Falkenberg's (1996) study finds substantial across-industry variation. For example, whereas
the behavioral assets of aome Depot, Inc., are valued at 6.6 times its book value, Texaco's
behavioral assets are only 2.0 times its book value. Furthermore, he finds substantial within
industry variation. For example, not only did his sample of consumer goods' companies range
from 0.8 (RJR Nabisco) to 15.0 (Coca Cola), but even within the petroleum industry the
ratios ranged from 2.0 (Texaco) to 3.2 (phillips Petroleum). Moreover, even across only two
years' time (1993-1995), the ratio for individual firms changed dramatically, both up and
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down. For example, whereas Apple Computer went from 3.1 in 1993 to 2.1 in 1995. IBM went
from 1.1 to 2.4 during the same time period. .
In short, Falkenberg's (1996) work strongly supports the view that it is organizational capi
tal-including a firm's relational resources-that is viewed by investors as the principal deter
minant ofits wealth-creating capacity. Furthermore, it strongly supports R-A theory's contention
that important firm resources are intangible, significantly heterogeneous, and immobile. In
contrast, because neoclassical theory customarily admits only capital,labor, and land to qualify
as firm resources (where capital is generally construed to be such tangible assets as machinery,
inventory, and buildings), such intangibles as relationships are outside the scope of the concept
"resources" and are not considered as having value in the production process.
. At first glance, one might believe that neoclassicai theory could accommodate the concept
of organizational capital by the simple expedient of permitting such intangibles as relation
ships to be resources. But this is problematic in the extreme. The commitment of neoclassical
theory to the derivation of demand and supply curves requires that all resources be homoge
neous and mobile. That is, ft is only by neoclassical theory viewing each unit of each factor of
production as being obtainable in the marketplace (and identical with other units) that it can
derive demand and supply curves for each factor. Why, then, couldn't neoclassical theory sim
ply discard the necessity of having demand and supply curves for each factor of production?
Because demand and supply curves are necessary for determining prices in static equiiibrium
which is part of the neoclassical research program's "hard core" (Lakatos 1978). That is, the
import of discarding the require~ent that all factors of production have demand and supply
curves would be that neoclassical theory would no longer be neoclassical.

Role ofManagement
For perfect competition theory, the role of management is limited, to say the least. Because
firms are price takers and quantity makers, the short-term role of management is to determine
the quantity of the firm's single product to produce and to implement its standardized produc
firms are profit maximizers, all firms in an industry will inexorably
tion function. Because
produce at an output rate where marginal cost equals marginal revenue (the product's market
price). Therefore, because such resources as plant and equipment are relatively fixed in the
short run, each firm will incur profits (or losses) depending on whether price exceeds (or is less
than) the average total cost of producing the profit-maximizing quantity.

aU

Management and R-A Theory
R-A theory, in contrast, views the role of management in the firm in a business-strategy man
ner. Specifically, the role of management (both owner and nonowner managers) is to recog
nize and understand current strategies, create new strategies, select preferred strategies,
implement the strategies selected, and modify strategies through time. "Implementation," of
course, encompasses the thousands of day-lo-day decisions that must be made and activ~ties
that must be undertaken to manage a modern firm (of any significant size). "Recognize and
understand" acknowledges that firms sometimes (often?) fail to recognize accurately their
respective marketplace positions and/or fail to understand the nature of the resources that led
to such positions (McGrath, MacMillan, and Venkataramen 1995; Schoemaker and Amit 1994).
Indeed. many strategies emerge through time and, thus. may be implicit (Mintzberg 1987).
"Create" and "select" emphasize the cognitive and innovative dimensions of firms. Therefore,
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the strategic choices that managers make influence performance. "Modify" emphasizes that
managers learn through the process of competing and can make adjustments or abandon
underperforming strategies.
All strategies (at the business-unit level) involve, at the minimum, the identification of (1)
market segments, (2) appropriate market offerings, and (3) the resources required to produce
the offerings. Strategies that yield positions of competitive advantage and superior financial
performance will do so when they rely on those resources in which the firm has a comparative
advantage over its rivals. Sustained superior financial performance occurs only when a firm's
comparative advantage in resources continues to yield a position of competitive advantage
despite the actions of competitors •

. Competitive Dynamics
For neoclassical theory, all resources are variable in the long run and each firm in each industry
adjusts its resource mix (e.g., its KIL ratio) to minimize its cost of producing the profit-maxi
mizing quantity. These adjustments inexorably lead to a long-run equilibrium position in which
each firm produces the quantity for which market price equals long-run marginal cost, which
itself equals the minimum, long-run average cost. The position of long-run equilibrium is thus
a uno profit" situation-firms have neither a pure profit (or rent) nor a pure loss, only an ac
counting profit equal to the rate of return obtainable in other perfectly competitive industries.
Each industry stays in eqUilibrium until something changes in its environment. Thus, all
forms of innovation are exogenous factors and represent "shocks" to which each industry re
sponds. Therefore. rather than "strategic choices matter," the firm's environment strictly deter
mines its performance (i.e., its profits). Pure profits or rents occur only temporarily-just long
enough for equilibrium to be restored. Through time, the dynamics of market-based economies
are represented a~ "moving" eqUilibria.
Because both product and factor markets are interdependent. the possibility of a general
eqUilibrium for an entire economy arises. Walras (187411954) was the first to identify the sys
tem of equations that an economy would have to "solve" for general equilibrium to exist. Con
ceptualizing a fictitious, all-knowing "auctioneer" who "cries" prices (i.e., "bids" for all products
and resources), Walras theorized that an economy characterized by perfect competition "gropes"
toward general equilibrium. Schumpeter(1954, p. 242) calls the work of Walras the "Magna
Carta of economic theory.tt Indeed, precisely specifying and successfully analyzing the
"Walrasian equations" is considered to be the crowning achievement of twentieth-century eco
nomics-as Nobel prizes to Kenneth Arrow in 1972 and General Debreu in 1983 attest.
The welfare economics literature investigates the conditions prevailing at the position of
Walrasian general equilibrium. If-and only if-all industries in an economy are perfectly
competitive, then at general equilibrium, every firm in every industry has the optimum-size
plant and operates it at the point of minimum cost. Furthermore. every resouoce or "factor"
employed is allocated to its most productive use and receives the value of its marginal product.
Moreover, the distribution of products produced is Pareto-optimal at general eqUilibrium be
cause the price of each product (reflecting what consumers are willing to pay for an additional
unit) and its marginal cost (the extra resource costs ~ociety must pay for an additional unit) will
be exactly equal. Therefore, the adjective "perfect" is taken· literally in neoclassical theory:
Perfect competition is perfecI, the ideal form of competition. All other forms of competition are
departures from perfection. that is. "imperfect."
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Competitive Dynamics and R-A Theory
In contrast, for R-A theory, competition is an evolutionary process in which the actions of firms
are disequilibrium-provoking. In this process, innovation is endogenous. Instead of the firm's
environment, particularly the struCture of its industry, strictly detennining its conduct (strategy)
and its performance (profits), R-A theory maintains that environmental factors only influence
conduct and performance. Relative resource heterogeneity and immobility imply that strategic
choices must be made, and these choices influence performance. All firms in an industry will not
adopt the same strategy-nor should they. Different resource assortments suggest targeting dif
ferent market segments and/or competing against different competitors.
R-A competition is not an "imperfect" departure from perfect competition. Rather, the process
ofR-A competition allocates resourCes efficiently a~d, because it creates new resources, the pro
cess generates increases in productivity and produces economic growth and wealth. Moreover,
rather than R-A competition's being an imperfect departure from perfect competition, perfect
.
competition is a special case ofR-A competition.
A Theoretical Grounding for Business and Marketing Strategy

R-A theory can be used in the classroom as an integrative theory to teach such subjects as com
petitive advantage, by means of the competitive position matrix (Figure 4.2), and sustainable
competitive advantage, by means of resource immobility, that is, the factors that result in some
resources being difficult for competitors to acquire, copy, find substitutes for, or surpass, as dis
cussed in Hunt and Morgan (1995). This section shows how R-A theory caD be used to teach
business and marketing strategy.
Theories of business and marketing strategy are normative imperatives. That is, they have the
following. general form: "In order for a firm to achieve its goals, it should • .•n What follows the
"should" differs according to the particular theorist's school of thought. For example, one school
stresses the importance of industry factors (Montgomery and Porter 1991; Porter 1980, 1985)
whereas others stress finn-specific competences (Day and Nedungadi 1994; Hamel and Prahalad
1994a, 1994b; Prahalad and Hamel 1990; Sanchez. Heene, and Thomas 1996) and inimitable
resources (Barney 1991; Gnint 1991; Wernerfelt 1984). Some schools urge flfDlS to focUs on
developing their dynamic capabilities (Teece and Pisano 1994) and higher-order learning pro
cesses (Dickson 1996; Senge 1990; Sinkula. Baker, and Noordewier 1997) whereas others em
phasize the value-creating potential of networks of relationships (Berry and Parasuraman 1991;
GrOnroos' 1996; Gummesson 1994; Morgan and Hunt 1994; Sheth and Parvatiyar 1995a, 1995b;
Varadarajan and Cunningham 1995; Weitz andJap 1995; Wilson 1995). Some schools advocate
a market orientation (Jaworski and Kohli 1993; Slater and Narver 1994; Webster 1992, 1994)
whereas others focus on "first mover" innovations (Kerin, Varadarajan, and Peterson 1992;
Lieberman and Montgomery 1988, 1998) and brand equity (Aaker 1991; Keller 1993).
Choosing wisely from among the various schools of strategic thought requires that managers
understand not just the alternative theories, but also the competitive contexts in which each nor
mative imperative would likely work well. A strategy that is highly successful in one competitive
context might fail dismally in another. Therefore, using theories of business and marketing strat
egy requires that managers understand the nature of competition. Alternatively stated, theories of
business and marketing strategy must be grounded in a theory of competition.
This section shows that R-A can ground--and, thus. be used to teach-business and marketing
strategy. First, we overview the three major schools of business strategy (i.e., industry based,
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resource based, and competence based) and two prominent schools of marketing strategy (Le.,
market orientation and relationship marketing). We then show how business and marketing strat
egy can be grounded in R-A theory. Our review follows the discussion in Hunt (2000b) and Hunt
and Derozier (2004).

Business Strategy: An Oveniew
Modern business strategy traces to the works on administrative policy of Kenneth Andrews and
his colleagues at Harvard (Andrews 1971, 1980, 1987; Christensen et a1. 1982; Learned et at
1965). Viewing business strategy as the match a firm makes between (1) its internal resources and
skills and (2) the opportunities and risks created by its external environment, they developed the
swar framework: Strengths, Weaknesses, Opportunities, Threats. In this framework, the main
task of corporate-Jevel strategy is identifying businesses in Which the firm will compete. Alterna
tive strategies for the firm are developed through an appraisal of the opportunities and threats it
faces in various markets (i.e., external factors), and an evaluation ofits strengths and weaknesses
(i.e., internal factors). Good strategies are those that are explicit (for effective implementation)
and effect a good match or "fit." Such strategies avoid environmental threats, circumvent internal
weaknesses, and exploit opportunities through the strengths or distinctive competences of the
firm. Since the work of Andrews and his colleagues, research on strategy has centered on three
approaches: industry-based strategy, resource-based strategy, and competence-based strategy.

Industry-Based Strategy
An "external factors" approach, the industry-based theory of strategy, as exemplified by Porter
(1980,1985), turns industrial-organization economics "upside down" (Barney and Ouchi 1986"
p. 374). That is, what was considered anticompetitive and socially undesirable under neoclassi
cal, industrial-organization economics, forms the basis for normative competitive strategy. In this
view, choosing the industries in which to compete andlor altering the structure of chosen indus
tries to increase monopoly powet should be the focus of strategy because:
Present research [i.e., Schmalensee (1985)] continues to affirm the important role industry
conditions play in the performance of individual fums. Seeking to explain performance
differences across firms, recent studies have repeatedly shown that average industry profit
ability is, by far, the most significant predictor of firm performance.••. In short. it is now
uncontestable that industry analysis should playa vital role in strategy formation. (Mont
gomery and Porter 1991, pp. xiv-xv)
Porter's (1980) "five forces" framework maintains that the profitability ofa firm in an industry
is determined by (1) the threat of new entrants to the industry, (2) the threat of substitute products
or services, (3) the bargaining power of its suppliers, (4) the bargaining power of its customers.
and (5) the intensity of rivalry among its existing competitors. Therefore. because "a flIlD is not a
prisoner of its industry's structure" (porter 1985, p. 7), strategy should aim at choosing the best
industries (usually those that are highly concentrated) andlor altering industry structure by raising
barriers to entry and increasing one's bargaining power over suppliers and customers.
After choosing industries andlor altering their structure, Porter (1980) advocates choosing one
of three "generic" strategies: (1) cost leadership. (2) differentiation. or (3) focus. That is, superior
performance can result from a competitive advantage brought about by a firm's, relative to others
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in its industry, having a lower cost position, having its offering being perceived industrywide as
being unique, or having a focus on one particular market segment and developing a market offer
ing specifically tailored to it. Although it is possible to pursue successfuUy more than one strategy
at a time (and the rewards are great for doing so), "usually a firm must make a choice among
them, or it will become stuck in the middle" (porter 1985).
After choosing one ofthe three generic strategies, internal factors come into play. Spec~fically, .
Porter (1985) argues that the firm should implement its strategy by managing well the activities in
.its "value chain," because "[t]he basic unit of competitive advantage ... is the discrete activity"
(porter 1991, p.l02). If value is defined as "what buyers are willing to pay," then "superior value
stems from offering lower prices than competitors for equivalent benefits or providing unique
benefits that more than offset a higher price" (porter 1985, p. 4).
For Porter (1985), activities in the finn's value chain are categorized as either primary or
support. Primary activities include inbound logistics, operations, outbound logistics, marketing
and sales, and service. Support activities include procurement, technology development (improve- .
ment ofproduct and process)..human resource management, and firm infrastructure (e.g., general
management, planning, finance). Doing these activities well improves gross margin, promotes
competitive advantage, and thereby produces superior financial performance. Therefore, the fun
damental strategic imperative ofindustry-based strategy is that, to achieve competitive advantage
and, thereby, superior financial performance, finns should (1) choose industries and/or modify
their structure, (2) select one of three generic strategies, and (3) manage well the activities in their
value chains.

Resource-Based Strategy
Because (1) empirical studies show that highly concentrated industries are not more profitable
-'than their less concentrated counterparts (Buzzell, Gale, and Sutton 1975; Gale and Branch 1982;
Ravenscraft 1983), and (2) similar studies show that the industry market share-profitability rela
tionship is spurious (Jacobson 1988; Jacobson and Aaker 1985), many busineSs strategy theorists
have questioned the focus on external factors of industry-based theory. In particular, those la
beled "resource-based" theorists argue for the primacy of heterogeneous and imperfectly mobile
resources.
Resource-based theory in business strategy ~ an "internal factors" approach, traces to the long~
neglected work ofEdith Penrose (1959). Avoiding the term "factor of production" because ofits.
ambiguity, she viewed the firm as a "collection of productive resources" and pointed out, "it is
never resources themselves that are the 'inputs' to the production process, but only the services
that the resources can rend~r" (pp. 24-25; italics in original). Viewing resources as bundles of
possible services that an entity can provide, "It is the heterogeneity •.. of the productive services
available or potentially available from its resources that gives each fum its unique character" (pp.
75, 77). Therefore, contrasted with the neoclassical notion of an optimum size of firm, "the ex
pansion of fsrms is largely based on opportunities to use their existing productive resources more
efficiently than they are being used" (p. 88).
Works drawing on Penrose (1959) to explicate reSource-based theory in business strategy
include the seminal articles of Lippman and Rumelt (1982), Rumelt (1984), and WemerfeJt (1984)
in the early 1980s, followed by the efforts ofDiericlex. and Cool (1989). Barney (1991. 1992), and
Conner (1991). The resource-based theory of strategy maintains that resources (to varying de
grees) are both significantly heterogeneous across finDs and imperfectly mobile. "Resource het
erogeneity" means that each and every fum has an assortment of resources that is at least in some
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ways unique. "Imperfectly mobile" implies that firm resources, to varying degrees, are not com
monly, easily, or readily bought and sold in the marketplace (the neoclassical factor markets).
Because of resource heterogeneity, some firms are more profitable than others. Because of re
source immobility, resource heterogeneity can persist through time despite attempts by firms to
acquire the same resources of particularly successful competitors. Therefore, the fundamental
strategic imperative of the resource-based view is that, to achieve competitive advantage and,
thereby, superior financial performance, firms should seek resources that are valuable, rare, im
perfectly mobile, inimitable. and nonsubstitutable.
Competence-Based Strategy
A second "internal factors" theory of business strategy is competence-based theory. The term
"distinctive compe~nce" traces to Selznick (1957) and was used by Andrews (1971) and his
colleagues in the SW(Jf model to refer to what an organization could do particularly well. rela
tive to its competitors. Stimulating the development of competence-based theory in the early
1990s were the works of Chandler (1990); Hamel and Prahalad (1989. 1994a, 1994b); Prahalad
and Hamel (1990. 1993); Reed and De Fillippi (1990); Lado. Boyd, and Wright (1992); and Teece
and Pisano (1994). Numerous other theoretical and empirical articles have been developing com
petence-based theory (Aaker 1995; Bharadwaj, Varadarajan, and Fahy 1993; Day and Nedungadi
1994; Hamel and Heene 1994; Heene and Sanchez 1997; Sanchez and Heene 1997. 2000: and
Sanchez. Heene. and Thomas 1996),
Prahalad and Hamel (1990. p. 81) argue that "the firm" should be viewed as both a collection
of products or strategic business units (SBUs) and a collection of competences be<:;ause "in the
long run, competitiveness derives from an ability to build, at lower cost and more speedily than
competitors. the core competencies that spawn unanticipated products," For Hamel and Prahalad
(199.4a), business strategy should focus on indUstry foresight and competence leveraging.lndus
try foresight involves anticipating the future by asKing what new types of benefits fmns should
provide their customers in the next five to fifteen years and what new competences should be
acquired or built to offer such benefits, Resource-leveraging focuses on the numerator in the
productivity equation (i.e.• value of output/cost of input). Specifically, they argue that too much
attention in analyses of firm productivity has been devoted to resource efficiency-the denomi
nator-and too little on resource effectiveness-the numerator.
For competence-based theorists, productivity gains and competitive advantage come through
the resource-leveraging that results from "more effectively concentrating resources on key strate
gic goals•.•. more efficiently accumulating resources••.. complementing resources of one type
with those of another to create higher-order value•... conserving resources whenever possible.
and ••• rapidly recovering resources by minimizing the time between expenditure and payback"
(Hamel and Prahalad 1994a, p. 160). Therefore. the fundamental strategic imperative of the com
petence-based view of strategy is that, to achieve competitive advantage and. thereby, superior
financial performance. fmns should identify, seek, develop, reinforce, maintain, and leverage
distinctive competences.

Marketing Strategy
Marketing strategy. of course, overlaps significantly with business strategy. That is. strategic
decisions in the functional areas of product, promotion, distribution, pricing, and the sales force•
. though significantly developed in marketing, are frequent topics in business strategy. Therefore.
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this section will focus on two distinctive schools of marketing strategy: market orientation and
relationship mark~ting.
Market Orientation Strategy

The idea of market orientation traces to the marketing concept, which has been considered a
marketing cornerstone since its articulation and development in the 19508 and 1960s. The mar
keting concept maintains that (a) all areas ofthe flJ'll1 should be customer oriented, (b) all market
ing activities should be integrated, and (c) profits, not just sales, should be the objective. As
conventionally interpreted, the concept's customer-orientation component, that is, knowing one's
customers and developing products to satisfy their needs, wants, and desires, has been considered
paramount. Historically contrasted with the production and sales orientations, the marketing con
cept is considered to be a philosophy of doing business that should be a major part of a successful
firm's culture (Baker, Black, and Hart 1994; Wong and Saunders 1993). For Houston (1986, p.
82), it is the "optimal marketing management philosophy." For Deshpande and Webster (1989, p.
3). "the marketing concept defines a distinct organizational culture .•• that put[s] the customer in
the center of the firm's thinking about strategy and operations."
In the 1990s, the marketing concept morphed into market orientation. In this view, for Webster
(1994, pp. 9, 10). "The customer must be put on a pedestal, standing above all others in the
organization, including the owners and the managerS." Nonetheless, he maintains, "having a cus
tomer orientation, although still a primary goal, is not enough. Market-driven 'companies also are
fully aware of competitors' product offerings and capabilities and'how those are viewed by cus
tomers." At the same time, Narver and Slater (1990) and Slater and Narver (1994) were charac
terizing a 'market orientation as having the three components of customer orientation, ,competitor
orientation, and interfunctional coordination. And Kohli and Jaworski (1990,p. 6) defined a
market orientation as "the organizationwide generation of market intelligence pertaining to cur
rent and future customer needs, dissemination of the intelligence across departments, and
organizationwide responsiveness to it" (italics in original). Therefore, the fundamental impera
tive of market-orientation strategy is that, to achieve competitive advantage and, thereby, supe-'
rior financial performance, firms should systematically (1) gather information on present and
potential customers and competitors and (2) use such information in a coordinated way across
departments to guide strategy recognition, understanding, creation, selection, implementation,
and modification (Hunt and Morgan 1995).
Relationship Marketing Strategy

The strategic area of relationship marketing was flfSt defined by Berry (1983, p. 25) as "attract
ing, maintaining, and-in mUlti-service organizations-enhancing customer relationships." Since,
then, numerous other definitions have been offered. For example, Berry and Parasuraman (1991)
propose that "relationship marketing concerns attracting, developing, and retaining customer re
lationships," Gummesson (1m, p. 1) proposes that "relationship marketing (RM) is marketing
seen as relationships, networks, and interaction." Gronroos (1996, p. 11) states that ''relationship
marketing is to identify' and establish, maintain, and enhance relationships with customers and
other stakeholders. at a profit, so that the objectives of all parties involved are met; and that this is
done by a mutual exchange and fulfillment of promises." Also for him, relationship marketing is
"marketing , , , seen as the management of customer relationships (and of relationships with
suppliers, distributors, and other network partners as well as financial institutions and other
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parties)" (Gronroos. 2000. pp. 40-41). Sheth (1994) defines relationship marketing as "the un
derstanding, explanation, and management of the ongoing collaborative business relationship
between suppliers and customers." Sheth and Parvatiyar (1995a) view relationship marketing as
"attempts to involve and integrate customers, suppliers, and other infrastructural partners into a
firm's developmental and marketing activities," and Morgan and Hunt (1994) propose that "rela
tionship marketing refers to all marketing activities directed towards establishing, developing,
and maintaining successful relational exchanges."
.
Although the various perspectives on relationship marketing differ, one common element is
that all view relationship marketing as implying that, increasingly, firms are competing through
developing relatively long-term relationships with such stakeholders as customers, suppliers,
employees, and competitors. Consistent with the Nordic School (Gronroos 2000; GrOnroos and
Gummesson i985) and the Industrial Marketing and Purchasing (IMP) Group (Axelsson and
Easton 1992; Ford 1990; Hakansson 1982), the emerging thesis seems to be: to be an effective
competitor (in the global economy) requires one to be an effective cooperator (in some net
work) (Hunt and Morgan 1994). Indeed, for Sheth and Parvatiyar (1995a), the "purpose of
relationship marketing is, therefore, to enhance marketing productivity by achieving efficiency
and effectiveness."
It is important to point out that none of the previously cited authors naIvely maintains that a
firm's efficiency and effeetivenessare always enhanced by establishing relationships with all
potential stakeholders. Clearly, advocates of relationship marketing recognize that frrms should
at times avoid developing certain relationships. As Gummesson (1994, p. 17) observes, "Not all
relationships are important to all companies all the time •.. some marketing is best handled as
transaction marketing." Indeed, he counsels, "Establish which relationship portfolio is essential
to your specific business and make sure it is handled skillfully" (p. 17). Therefore, the fundamen
tal strategic imperative of relationship-marketing strategy is that, to achieve competitive advan
tage and, thereby. superior financial performance, firms should identify, develop, and nurture a
relationship portfolio.

Strategy and R-A Theory
We now argue thatR-A theory grounds business and marketing strategies. Each of the five schools
of strategy will be discussed. We begin with resource-based strategy.

Resource-Based Strategy and R-A Theory
As discussed. the fundamental imperative of resource-based strategy is that, to achieve competi
tive advantage and, thereby, superior financial performance, flfDlS should seek resources that are
valuable, rare, imperfectly mobile, inimitable, and nonsubstitutable. A positive theory ofcompe
tition that could ground normative, resource-based strategy (1) must permit such a strategy to be
successful, and (2) contribute to explaining why and when (i.e., under what circumstances) such
a strategy may be successful.
First, R-A theory permits resource-based strategy to be successful because it specifically adopts
a resource-based view of the fU1ll. As premiseP7 in Table 4.1 notes, firms are viewed as combin
ers of heterogeneous and imperfectly mobile resources-which is the fundamental tenet of the
"resource-based view" (Conner 1991). Indeed, competition for R-A theory consists of the con
stant struggle among firms for comparative advantages in such resources.
Note, however, that R-A theory adopts "a" resource-based view of the flI'IIl, not "the" view. As
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discussed by Schulze (1994), many resource-based theorists view competition as an equilibrium
seeking process. Indeed, firms are often described as seeking "abnormal profits" or "economic
rents," which in the neoclassical tradition imply "profits different from that of a firm in an indus
try characterized by perfect competition" and "profits in excess of the minimum necessary to
keep a firm in business in long-run competitive equilibrium:' Thus, because perfect is posited as
ideal, that is, it is perfect, viewing competition as equilibrium-seeking and the goal ofthe firm as
abnonnal profits or rents implies that the achievement of sustained, superior financial perfor
mance by firms is detrimental to social welfare.
In contrast, R-A theory maintains that competition is dynamic and disequilibrium-provoking
(see premise P9 in Table 4.1). In a critique ofresource-based strategy, Priem and Butler (2001, p.
35) argue for dynamic theory and suggest that in order for the resource-based view "to fulfill its
potential in strategic management, its idea must be integrated with an environmental demand
model." They point out that R-A theory's incorporation of heterogeneous demand in a dynamic
theory is in the right direction. Barney (2001) agrees that a dynamic analysis using the resource
based view of the firm is important for the further development of strategic research, and he cites
R-A theory as an example of an evolutionary approach that incorporates the necessary dynamics.
Also in contrast, R-A theory denies that perfect competition is the ideal competitive form. The
achievement of superior fmancial performa.nce--both temporary and sustained-isprocompetitive
when it is consistent with and furthers the disequilibrating, ongoing process that consists of the
constant struggle among firms for comparative advantages in resources that will yield market
place positions of competitive advantage and, thereby, superior financial performance. It is
anticompetitive when it is inconsistent with and thwarts this process. Therefore, R-A theory main
tains that when superior fmancial performance results from procompetitive (''pro'' in the sense of
R-A theory) factors, it contributes to social welfare because the dynamic process ofR-A compe
tition furtliers productivity and economic growth through both th~ efficient allocation of scarce
tangible resources and, more importantly, the creation of new tangible and intangible resources.
Specifically, the ongoing quest for superior financial performance. coupled with the fact that
all firms cannot be simultaneously superior, implies that the process ofR-A coinpetition will not
only allocate resources in an efficient manner, but also that there will be both proactive and
reactive innovations developed that will contribute to further increases in efficiency and effec
tiveness. Indeed. it is the process of R-A competition that provides an important mechanism for
firms to learn how efficient-effective, inefficient-ineffective, they are. (See the learning, feed
back loops in Figure 4.1.) Similarly, it is the quest for superior performance by fums that results
in the proactive and reactive innovations that, in turn, promote the very increases in fum produc
tivity that constitute the technological progress that results in economic growth.
As to why and when a strategy of seeking resources that are "valuable. rare. imperfectly mo
bile, inimitable, and nonsubstitutable" will be successful, consider the "valuable" criterion. An
entity may be valuable in many ways. For example, a firm's assets may include a section ofland,
or a building, or a painting that has value in the marketplace (and appears in the fum's balance
sheet). But what R-A theory highlights is that marketplace value is not the key for understanding
the nature of competition. Rather, a reSource is ''valuable'' when it contributes to a fum's ability to
efficiently andlor effectively produce a marketplace offering that has value for some market seg
ment or segments. And. R-A theory maintains, consumer perceptions ofvalue are dispositive. That
is. consumer perceptions are the ultimate authority as to the value' ofa flI'IIl's market offering.
Now consider the recommendation that valuable resources should be rare. Entities may be
"rare" in many ways. What R-A theory highlights and emphasizes is that a valuable, "rare"
resource is one that enables a firm. when competing for a market segment's patronage. to move
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upward and/or to the right in the marketplace position matrix (Figure 4.2). That is, valuable,
rare resources enable firms to compete by being, relative to competitors, more efficient and/or

more effective.
Now, in light of R-A theory's emphasis on proactive and reactive innovation, consider the
recommendation that resources should be "inimitable and nonsubstitutable." To the list. R-A
theory adds "nonsw-passable" (Hunt 1999). Firms occupying positions of competitive disadvan
tage (cells 4, 7. and 8 in Figure 4.2) will be motivated to engage in three forms of reactive inno
vation: (1) imitating the resource of an advantaged competitor, (2) finding (creating) an equivalent
resource, or (3) finding (creating) a superior resource. Many authors have tended to focus on the
equilibrating behavior of resource imitation and substitution. Although imitation and substitution
are important forms of competitive actions. R-A theory highlights the fact that reactive innova
tion can also prompt diseqUilibrium-provoking behaviors. That is. reactive innovation in the form
of finding (creating) a superior resource results in the innovating firm's new resource assortment
enabling it to surpass the previously advantaged competitor in terms ofeither relative efficiency,
or relative value, or bOth. By leapfrogging competitors. frrms realize their objective of superior
returns, make competition dynamic. shape their environments. and renew society. In so doing,
the process of reactive innovation stimulates the kinds of major innovations described as creative
destruction by Schumpeter (1950). hnitation brings parity returns; parity returns are never enough.
Competence-Based Strategy and R-A Theory

The fundamental imperative of competence-based strategy is that. to achieve competitive advan
tage and, thereby, superior financial performance. firms should identify. seek. develop. reinforce.
maintain, and leverage distinctive competences. Organizational competences. all strategy theo
rists agree, have components that are significantly intangible (e.g., knowledge and skills) and are
not owned by the frrm (i.e.• not capable of being sold by the frrm. except. of course, by selling the
division of the frrm that houses the competence). Recall that R-A theory acknowledges that both
tangible and intangible entities can be resourCes. Recall also that entities need not be owned by
frrms to be resources. Rather they need only be available to frrms.
Premise P6 in Table 4.1 classifies firm resources as financial, physical. legal. human. organi
zational, informational. and relational. For R-A theory. therefore. a firm competence is a kind of
organizational resource. Specifically, competences are "higher-order" resources that are defined
as socially and/or technologically complex. interconnected combinations of tangible basic re
sources (e.g., basic machinery) and intangible basic resources (e.g., specific organizational poli
cies and procedures and the skills and knowledge ofspecific employees) that fit coherently together
in a synergistic manner. Competences are distinct resources because they exist as distinct pack
ages of basic resources. Because competences are causally ambiguous. tacit, complex. and highly
interconnected. they are likely to be significantly heterogeneous and asymmetrically distributed
across frrms in the same industry. Therefore, R-A theory permits competence-based strategy to
be successful.
Differences in specific competences explain why some firms are simply better than others at
doing things (Hamel and Heene 1994; Heene and Sanchez 1997; Langlois and Robertson 1995;
Sanchez and Heene 1997; Sanchez, Heene. and Thomas 1996). For example. frrms can have supe
rior entrepreneurial competences (Foss 1993), research and development competences (Roehl
1996), production competences (Prahalad and Hamel 1990). marketing competences (Conant, .
Mokwa. and Varadarajan 1990; Day 1992). and competitive agility competences (Nayyan and
BanteI1994).

184

SHELBY D. HUNT AND ROBERT M. MORGAN

Highlighted by R-A theory is the role of renewal competences, such as those described by
Teece and Pisano (1994) and Teece. Pisano. and Shuen (1997) as "dynamic capabilities," by
Dickson (1996) as "learning how to learn," and by Hamel and Prahalad (1994a,1994b) as "indus
try foresight." Specifically, renewal competences prompt proactive innovation by enabling fums
to (1) anticipate potential market segments (unmet, changing, and/or new needs, wants, and de
sires); (2) envision market offerings that might be attractive to such segments; and (3) foresee the
need to acquire, develop, or create the required resources, including competences, to produce the
envisioned market offerings. Therefore. because firms are not viewed by R-A theory as just pas
sively responding to changing environment or looking for the best ''fit'' between existing re
sources and market "niches:' it contributes to explaining why and when a fum developing a
renewal competence will be successful. A strategy of developing a renewal competence will be
successful (or more successfu1) when (1) the marketplace is turbulent, (2) competitors are "sleepy,"
and/or (3) the proactive innovations spawned by a renewal competence promote turbulence.
Industry-Based Strategy and R-A Theory

The fundamental imperative of industry-based strategy is that, to achieve competitive advantage
and, therefore, superior financial performance, fums should (1) choose industries and/or modify
their structure, (2) select one of three generic strategies, and (3) manage well the activities in its
value chain. Of course, as discussed, R-A theory rejects the notion that "choosing industry" is the
key factor for strategy success. Indeed, empirical works on financial performance show clearly
that ''firm effects" dominate "industry effects" and competition is market segment by market "
segment. However, R-A theory does contribute to understanding when a strategy of expanding
the firm's offerings to new segments in (1) the same industry or (2) a new industry will be suc
cessful. Such a strategy is more likely to be successful when the resources that the fum has (or can
reasonably acquire or develop) are believed to be such that they enable it to produce a market
offering that will occupy cells 2,3, or 6 in Figure 4.2. That is, R-A theory highlights the role of
resources in implementing a segment-based variant of industry-based strategy.
R-A theory also addresses the issue of the propriety of the recommendation that fIrm strategy
should be directed at altering industry structure. As Fried and Oviatt (1989) point out, the "alter
structure" recommendation is often (if not most often) interpreted as taking actions that will (1)
drive competitors out of the marketplace in order to (2) increase industry concentration and.
thereby, (3) achieve superior financial performance. Therefore. the "alter structure" recommen
dation is customarily interpreted as advocating predatory practices-in potential violation of an
titrust law.
.
As shown in Figure 4.1, R-A theory views competition as "embedded" (Granovetter 1985)
within, for example. societal institutions and public policy. It is true that firms are often harmed
by the actions of competitors. For example, if a firm introduces a new product at competitive
prices that performs better than its rivals, then rival fIrmS' sales and profits will likely be affected.
However, R-A theory maintains that the harm to competitors is, or ought to be, a by-product of
the process of competition. not the focus of competitors' actions (Arnett and Hunt 2(02). The"
goal ofR-A competition is superior financial performance. not harming competitors. Because the
goal can be achieved through competing for comparative advantages in resources, success nei
ther implies nor depends on violating norms of public policy.
Finally, consider the recommendation of industry-based strategy that firms should perform
well those activities in their value chains. Unfortunately, the value chain metaphor has limited
applicability beyond manufacturing fIrmS. Service ftrms and knowledge-based firms are poorly
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represented by linear, input-output chains of activities. However, though R-A theory minimizes
the role of value chains, it highlights the importance of value creation as a key component of
strategy. Indeed, value creation is central to Figure 4.2, the marketplace position matrix. Further
more, R-A theory provides an explanation for the claim that some firms are superior to others in
performing value-creation activities: superior-performing firms in terms of value creation have a
comparative advantage in resources, for example, specific competences related to specific value
producing activities.
Market-Orientation Strategy and R-A Theory
The fundamental imperative of market orientation (MO) strategy is that, to achieve competitive
advantage and superior financial performance, firms should systematically (1) gather informa
tion on present and potential customers and competitors and (2) use such information in a coordi
nated way to guide strategy recognition, understanding, creation, selection, implementation, and
modification. R-A theory permits MO strategy to succeed because premise P5 in Table 4.1 as
sumes that the firm's information is imperfect and premise P6.indicates that information can be a
resource. That is, the (1) systematic acquisition of information about present and potential cus
tomers and competitors and the (2) coordinated use of such information to guide strategy may
contribute to the firm's ability to efficiently andlor effectively produce market offerings that have
value for some market segments.
If a firm is market oriented and its competitors are not, then an MO strategy may be a resource
that moves the firm's marketplace position upward and to the right in Figure 4.2. Note, however,
premise P5 in Table 4.1 also points out that information acquisition is costly. The implication is
that if implementing an MO strategy is too costly, them the fmn's position in Figure 4.2 will shift
downward toward positions of competitive disadvantage. Therefore, whether an MO strategy
provides a resource that leads to a position ofcompetitive advantage in Figure 4.2 depends on the
relative value/relative cost ratio of MO implementation.
Because it consists of a synergistic combination of more basic resources (Hunt and Lambe
2(00), the effective implementation of a market orientation may be viewed as an organizational
competence. To implement an MO strategy, firms deploy tangible resources such as information
systems to store, analyze, and disseminate information about competitors and customers. In addi
tion, firms use intangible resources to implement MO. That is, organizational policies must be in
place to encourage MO action, and managers must have the knowledge and experience required
to utilize customer and competitor information effectively.
Specifically, a market orientation may be viewed as a kind of renewal competence."That is, a
competence in MO will prompt proactive innovation by enabling firms to anticipate potential
market segments; envision market offerings that might be attractive to such segments; and prompt
the need to acquire, develop. or create the required resources to produce the offerings. Further
more, a competence in MO will assist efforts at reactive innovation because it provides valuable
information about existing competitors and customers.
Relationship Marketing Strategy and R-A Theory
The fundamental imperative of relationship marketing strategy is" that, to achieve competitive
advantage and, thereby, superior financial performance, firms should identify, develop, and nur
ture a relationship portfolio. Consider what is required for a theory of competition to permit a
relationship marketing strategy to succeed. First, because relationships are intangible, the theory
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must pennit intangibles to be resources. Second, because relationships are not owned (and, there
fore firms cannot buy and sell relationships in the "factor" markets), finn ownership must not be
a criterion for an entity to be a firm resource. Third, because each relationship has uniqu~ charac
teristics (and. therefore, one cannot take the"first derivative of any equation in which a relation
ship appears). unique entities must be allowed. Fourth. because (at least some) relationships involve
cooperation among fmns in order for them to co~pete. the theory must permit some relationships
to be procompetitive (and not presumptively assume a11 instanceS of cooperation to be
anticompetitive collusion).
.
.
.
Now consider R-A theory with regard to its view ofresources. A fmn resource is any tangible
or intangible entity available to the firm that enables it to produce efficiently and/or effectively a
market offering that has value for some market segment(s). Therefore R-A theory satisfies crite
ria one and two. Now recall that R-A theory views f~ resources as significantly heterogeneous
(premise P7 in Table 4.1). Therefore, it satisfies criterion three. Finally, because R-A theory
assumes that (at least some) fJfDl resources are imperfectly mobile {premise P7}, yet such re
sources can nonetheless enable firms to produce offerings efficiently and/or effecti vely, the theory
satisfies criterion four. That is, at least some cooperative relationships are relational resources
{premise P6}. making them procompetitive.
As discussed in Hunt (1997a), R-A theory implies that fmns should periodically conduct a
strategic resource audit as a standard part of its corporate planning. The strategic resource audit
should pay close attention to the competences of the organization and the role that relationships
with suppliers. customers, employees, and competitors can play in enhancing the total "mix" of
strategic competences. From the perspective of relationship marketing, therefore. fmns should
develop a relationship portfolio or "'mix" that complements existing competenc~ and enables it
to occupy positions of competitive advantage, as identified in Figure 4.2. However, it is important
to recognize that relationship p6rtfoHosare developed, not selected.
" Because it conjures the image of being like a portfolio of stocks. Gummesson's {1999} con
cept of a relationship portfolio has the same systemic ambiguity as the marketing mix. The stan
dard, textbook versions of themarketing mix concept often imply that some marketing manager
sits down at a specific point in time and selects both a target market and a particular combination
ofprice. product, place, and promotion that is believed to be optimal. Although this may occur on
rare occasions, much more commonly these decisions are made sequentially. that is, through
time. For example, it could well be the case that the fll'st decision actually made was the nature of
the product. Then a market segment is targeted for the product. Following that, the price, chan
nelS of distribution, and promotional programs are developed. The point is that, in contrast with
standard textbook treatments, marketing mixes are most often developed through time, not se
lected at a pOint in time.
A similar ambiguity emerges in the concept of a relationship portfolio. Even more so than the
marketing mix, relationship portfolios are not selected at a point in time, but developed through
time. Indeed. good relationships take time to develop {Lambe, Spekman, and Hunt 2002}. There
fore, though it is important to develop a relationship portfolio that complements existing orga
nizational competences in an optimal manner, and it is important to strategically plan for such
relationships, the relationships that comprise the relationship portfolio can only be developed
through time. Though both are portfolios, the relationship portfolio differs dramatically from a
portfolio of stocks, for it is at least possible to select a portfolio of stocks at a single point in
time. Consequently, a relationship marketing strategy will be more successful when it is a long
tenn strategy.
.
To conclude this section, determining the strategic thrust of the fum. may be argued to be the
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principal task of top management. This task is aided by'recent theories of business and marketing
,strategy. including the normative imperatives based on industry factors, resource factors.
competences, market orientation, and relationship marketing. Choosing wisely from among the
various theories of strategy requires an accurate understanding of the contexts of competition. R
A theory, an evolutionary, disequilibrium-provoking. process theory of competition. provides
that understanding. As such. R-A theory provides an integrative framework for teaching business
and marketing strategy. In the next section. we offer our thoughts on how future research in R..A
theory might be approached to extend our understanding of strategy and competition. Based on
the suggested approach, we also offer further insig~t into how R-A theory can be used in teaching
business and marketing strategy.
Future Research Directions
R-A theory offers tremendous potential for further investigation. Given the foundation that has
been developed, we tum now to exploring briefly some of these opportunities.

Relative Value ofResources
As noted earlier. several taxonomieS have been proposed to identify and elaborate on the types of
resources available to flnns. R-A theory propOses that resources can be elassifled as financial.
physical. legal. human. organizational. relational. and informational (Hunt and Morgan 1995).
Furthermore, it maintains. some types of resources are more valua'Ple to the fum than others.
However, processes by which the various resource types influence the ability ofthe ftrm to create
unique competences an~. eventually. comparative advantages are complex. Individual resourceS
may have direct, indirect, mediating, or moderating effects (or combinations of all four kinds of
effects) on firm performance. Furthermore, these effects also may be moderated when some re
sources are combined with other types of resources. Moreover. it is likely that these effects vary
with context.
Many benefits could be derived from understanding how resources differ in their effects on
performance in different situations, and articulating their relative value to firms based on these
differences in effects. Such research would contribute to competition theory and strategy by pro
viding scholars a more robust foundation for discussing issues such as sustainability of advim
tage. time delays in building comparative advantages. scope of advantage. impact of strategy on
performance. and patterns of value contribution of resources. It would also provide guidance to
managers in prioritizing resource creation, acquisition, and bundling efforts.
Perhaps the most extensively studied group of fum resources is human resources (Finkelstein
and Hambrick 1996; Hambrick and Mason 1984; Huselid 1995; Pfeffer 1994). In one case, Hitt et
al. (2001) investigated the impact of investments in human resources on performance in a profes
sional services fum. as well as the moderating effects of such investments on the strategy-perfor
mance relationship. They found that human resources had a curvilinear effect on performance.
Specifically, in their early tenure with the fum, the costs of training, acclimating. and managing
the professionals outweighed the resulting benefits on fum performance. Over time,however.
this relationship was reversed. They also found that human resources moderated the impact of
strategy on performance.
Though Hitt et al. (2001) found human resources to have a significant impact on performance
in a professional service organization, it is clear that, not all human resourCes are unique and offer
such advantages. In a different context-manufacturing-Schroeder, Bates, and lunttila (2002)
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found that internal and external learning processes (i.e., organizational resources) had a substan
tial impact on firm performance. Employees and equipment (i.e., human and physical resources,
respectively).were found not to be an effective means of achieving high performance.
We argue that learning and other organizational resources, being "packages" of more basic
resources, are more complex and, hence. are less mobile and less vulnerable to substitution and
imit~tion than human resources. Moreover. even within a category. individual resource subtypes
can be expected to produce varying degrees of value to the fmn. For example. studying four
subtypes of organizational resources-that is. firms' market orientation. entrepreneurship.
innovativeness. and organizationalleaming-Hult and Ketchen (2001) found m!lI"ket orientation
to have the greatest explanatory power for positional advantage. Indeed, it mediated the effects of
the other three organizational resources on fmn performance.
It would be useful to study these same issues for other types of resources. Understanding how
resources develop over time. as well as identifying their relative performance contribution curves,
would both (1) assist scholars in understanding the process ofadvantage building and (2) inform
managers as to processes for creating strategies. Marketing's various activities in the fum touch
all seven types of resources; therefore, marketing has plenty of opportunities to participate in
these efforts:
Value Creation
I

One of the major themes of the strategy literature is developing an undC?Standing ofthe process of
customer value creation (Hamel and Praba1ad 1994a; Porter 1985; Slater and Narver 1998). The
implication is that if managers can understand what their customers value and how that value is
created, they can more efficiently and effectively plan and manage the activities of the organiza
tiori. In tum, superior customer value creation will improve performance.
All issues pertinent to a discussion of competition ultimately come down to customer value
creation and the costs associated with such creation (see Figure 4.2). Causal ambiguity is impor
tant because the process by which firms create value for their customers is not transparent. Thus,
the competences that create value are partially shielded from competitors' efforts at imitation.
The relative value ofa resource to the firm is ultimately determined by the value it creates for the
firm's customers-independently or in concert with other resources. Competitively superior fmns
are those that create unique value for customers, more efficiently and/or effectively than other
fmns.
. Multiple explanations of the customer value creation process exist. Porter (1985) proposed the
value chain model as a way of mapping the value creation process. The value chain focuses on
firm activities as sources of customer value. The expectation is that if managers explore and
evaluate their fmns' conduct in the five primary activities (inbound logistics, operations, out
bound logistics, marketing and sales, and service) and four support activities (infrastructure, tech
nology. human resources, and procurement), they can identify which value-creating activities are
important in their fmns and improve their competitiveness. Though valuable in linear manufac
turing processes, the "chain" metaphor breaks down in services fmns, because services fums are
not well represented by a linear process that takes inputs and adds value tomake outputs.
In an alternative perspective, Makadok (2001) reviews the strategic management literature
and concludes that "two distinct mechanisms-resource-picking and capability-building-bave
been proposed for understanding how managers create economic rents for their fmns'" These
rents (more accurately. superior financial performance; see Hunt and Morgan 1995), he argues,
arise from customer value creation. The importance of Makadok's summary is that the activities
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he identifies that managers engage in offer much riche~opportunities for understanding how
value is created. We agree that identifying resource picking (eithertbrough choosing of resources
for acquisition or, as R-A theory emphasizes, the creation of such resources) and capability build
ing (through resource bundling) constitutes a stronger theoretical foundation for understanding
value creation than the "chain" metaphor. However, restricting the process to these two types of
activities fails to capture all of the opportunities and responsibilities of managers in the customer
value-creation process.
The Resource-Advantage Model of Customer Value Creation (Figure 4.4) separates manag
ers' activities in the process of value creation into five stages. First, needed resources must be
identified, created, and/or acquired (Makadok's resource picking) to build the firm's inventory of
the resources necessary to create unique competences or capabilities. During this stage, manag
ers' efforts are focused on reaching desired inventories of the resources at lower costs than com
petitors, or finding resources that are highly effective in producing the desired competence(s). At
this stage, competitive considerations include the potential for competitors to imitate the resources,
the likelihood they may find substitutions for the resources in question, the opportunities for the
fun:i to realize the value ofthe resources before that value is obvious to others, and the mobility of
the resources in the marketplace.
During the second stage of the customer value-creation process, managers bundle resources to
create unique competences or capabilities (Makadok's capability building). As discussed later, it
is at this stage that we begin seeing that both linkage and characteristic causal ambiguity (be
cause of miSunderstanding by competitors) can secure a capability and the basic resources it is
based on. Other competitive considerations would include understanding how these capabilities,
u.nique as they may be, will affect how the fmn's goods or services will create value for custom
ers. The competences created may result in such outcomes as, for example, efficiencies in trans
portation of product and a resultant cost savings. new technologies that improve new
product-development processes, or improvements in customer service training. In each case, en
hancement ofcustomer value drives the return on investing in the capability. Hamel and Prahalad
(1994a) also point out the need to understand which competences are core competences and
which are secondary capabilities. Core competences "are the skills that enable a fum to deliver a
fundamental [i.e., core] customer benefit" (p. 224). When considering their own competitiveness,
fums must determine the value of these core competences.
Competences or capabilities underlie the eventual. potential embodiment of customer value
in the market offering, which is the third stage of the customer value creation process (Hunt
2000a; Sanchez and Heene 1997; Sanchez, Heene. and Thomas 1996). As Hamel and Prahalad
(1994a) note, tge competences that create value are not generally visible to customers. What is
visible is the product-goods or services-that the customer purchases. It is not surprising.
therefore, that product innovation has been a frequent topic in the competitive strategy literature
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(Campbell-Hunt 2000). For example,looking at one particular competence-that is, that oftech
nical knowledge-McEvily and Chakravarthy (2002) found that the complexity and tacitness of
this competence often allow fmns to protect major product improvements.
Once a potentially valuable product has been created, positioning strategies must be devel
oped and implemented, such strategies constituting the fourth stage of the R-A model of value
creation. Firms integrate their distribution, pricing, service, and promotions decisions to arrive at
a positioning strategy that highlights the superior value that the market offering provides for
particular market segments. Competitive strategy research typically views these functions as within
'
the domain of marketing (Campbell-Hunt 2000).
The final stage of the R-A model of value creation is the protection, maintenance, and im
provement ofresources. In this stage, firms engage in activities designed to ensure that the supply
of resources is protected, while attempting to identify replacement resources that would offer an
improvement in performance. The simple procurement process, involving the replenishment of
stocks of resources, though important, may have the least potential for a core competence for the
firm and, thus, the least opportunity for value creation. However, through proactive and reactive
innovations, irrms have opportunities for effecting quantum leaps toward the objective of im
proved replacement resources. The fifth stage of the value creation process requires renewal
competences (Hunt 2ooob, p. 87).
Resources and Causal Ambiguity
As discussed earlier, the ongoing competitiveness ofthe firm is dependent in part on the ability of

managers to protect advantage-producing resources from imitation by competitors (Barney 1991; ,
Hunt and Morgan 1995). A major protection against imitation is the causal ambiguity that is often
inherent in complex resources (Dierickx and Cool 1989; Reed and DeFillippi 1990). When com
petitors are unable to observe and understand the. linkages between resources and competences, it
'
is very difficult to imitate them.
King and Zeithaml (2001) investigate the extent to which two types of ambiguity surrounding
basic resources and higher-order resources (i.e., competences) proteCted those resources "from
imitation. Using firm performance as an indicator that important resource-competence relation
ships were protected from competitive imitation, King and Zeithaml examined (1) the ambiguity
. around managers' shared understanding ofthe linkages between basic resources and competences
(i.e., Hnkage ambiguity), and (2) the ambiguity that is inherent in the resource or competence due
to characteristics of the resource or competence (i.e., resource characteristic ambiguity). Regard
ing linkage ambiguity, it has often been speculated that when there is disagreement among ob
servers (including managers within the firm) as to how resources relate to competences, such
ambiguitY would protect 'the erosion of such competences (Barney 1991; Lippman and Rumelt
1982). After all. if experienced managers of the resources within the focal fmn do not agree on
the connections between the basic resources they manage and the competences they produce.
how could managers of competing fmns be expected to understand the relationships, let alone
imitate the resources' that the competences are attributed to? This becomes problematic, however.
for if the managers of the fmn that possesses the competence in question fail to understand how
it is created and sustained, it is only through chance that the basic resources necessary to sustain
it will continue to be provided and combined in the complex manner required.
'
Because of the inconsistencies surrounding linkage ambiguity, the alternative benefit of causal
ambiguity ofresources may lie in characteristic ambiguity. King and Zeithaml (2001. p. 17) hold
that resource characteristic ambiguity may arise from many sources, but typically results when:

THE RESOURCE·ADVANTAGE THEORY OF COMPETITION

191

(a) knowledge about the resources and the competence produced is tacit, or (b) the competences
"reside in organizational culture and values." Tacit knowledge of the relationships between re
sources and competences is knowledge that is not formally recorded or "codified." NonetheleSs,
they maintain, such unarticulated knowledge is often shared.
. King and Zeithaml (2001) found that linkage ambiguity among the firm's managers is detri
mental to finn perfonn~nce, while resource characteristic ambiguity strengthens firm perfor
mance. They suggest that managers need to share understandings of how complex resource
combinations result in competences, but the frrm should also embed knowledge of competences
in its culture to protect itself from imitation by competitors.·
King and Zeithaml's conceptualization of causal ambiguity-developed in the context of a
theory of the farm. that is. the resource-based view-provides a good start. However. the concept
of causal ambiguity and its role in strategy can be expanded beyond ,the bounds of the farm by
using the broader scope ofa theory ofcompetition. that is. R-A theory. As argued for in Hunt and
Morgan (1995). R-A theory expands the scope of potential sources of linJeage and characteristic
ambiguity to include those that reside in the external environment of the market. allowing us to
account for the. arguably greater. ambiguity that arises from the complexities of customers and
competitive circumstances. For example. causal ambiguity may exist concerning which product
.attributes customers value, or how a competitor applies resources and competences to create a
superior market offering (Hunt and Morgan 1995). How do certain competitors routinelyestab
lish a superior market offering? In Table 4.3 we provide examples of strategic issues, linkage, and
characteristic ambiguity that arise from the five stages of value creation under the R-A model
from Figure 4.4.
. We agree with King and Zeithaml that many instances of causal ambiguity reside within the
finn. However, under the richer explanation ofR-A theory, the full range of sources of ambigu
ity, including those that arise from competitive and market situations, can be explored and under
stood. Many marketing-based competences are based in these types of complex, ambiguous
linkages and characteristics, which cut across the boundaries of the farm. High-quality customer
service, strong brands, market orientation, successful new product-development processes (Verona
1999). and customer relationships are a few examples. Marketing, under the broader understand
ing of ambiguity offered by R-A theory, offers valuable opportunities for studying issues sur
rounding ambiglJity.

R·A Theory as a Foundation/or Teaching Strategy
. Because all business disciplines are ultimately concerned with achieving competitive advantages
and superior performance for the firm, it is possible for them to share a common, foundational
theory. We believe that R-A theory is the strongest candidate, as it argues that all managers
whether their function is marketing, human resources, production, or otherwise-are ultimately
managers of resources, using the resources at their disposal to create customer value.
In discussing research direc~ons, we have also further laid the foundations for how R-A theory
can be used to teach strategy. Students must understand that as managers. they will manage
resources, in a competitive environment, with a goal of producing superior customer value. We
hold that an excellent framework for understanding this process is the Resource-Advantage Model
of Customer Value Creation, shown in Figure 4.4. Here, the student is taught that advantages can
be gained in how they create and acquire resources. Further, based on the earlier discussion of
relative resoUrce value, students can learn to evaluate which resources offer the best potential
return. Next, students are introduced to the complexities of bundling resources-creating more

-

Table 4.3

tS

Causal Ambiguity and Resource-Advantage Theory

Stage of value
creation

Strategic Issues

Linkage ambig~_____ ___ _Characteristic ambiguity

Resource
Identification,
acqulsltionl
creation

How, to create or acquire finanCial,
physical, legal, human, organizational,
relationship, or Information resources that
can be used ,to create value efficiently
and/or effectively formarket segments? .

What activities does the firm engage
In that lead to strong customer
relationships?

Bundling resour·
ces to create.
competences

How to choose combinations of resources
and find ways to Integrate them to create
competences, understand which compa
tences are core and which are secondary,
and how they may be protected from
competitors?

What resources has the firm drawn on
to create Its core competences? How
are particular resources linked to the
creation of these competences?

How does the firm bundle its various
resources to create such compa
lences as superior processes for new
product design, ablllty to build str-ong
brands. and understand customer
needs? What routines has It created
to accomplish these abilities that are '
embedded In the organization?

Creating the
market oHering

How to use competences and other re
sources to achieve defensible. superior
market offerings?

What competences are used to create
market offerings whose attributes are
highly valued by customers?

What attributes of the market offer
ing are highly valued by customers?

What resources and competences
does the firm combine to create strat
egies for positioning Its market offering
against competitors? What resource! .
competence strengths are the basis
for successful Implementation of these
strategies?

How do customers use attribute cues
to formulate evaluations of market
offerings?

What resources and competences are
enabling the firm to preempt competl
tors from accessing valuable new
resources? What competences provide'
advantage in procurement?
'

How does the firm consistently gain
access to new or Improved stocks of
resources before competitors can
gain such access?

Developing and
How to develop and implement positioning
Implementing posl strategies to achieve defensible, superior
tlonlng strategies
market offerings?

Protecting, main
taining, and Im
proving' resources

How to continually tend to stocks and flows
of resources, developing procurement
strategies that enable the firm to meet cost
and quality goals,.and develop systems for
scanning the environment to find Improved
replacements?

Soun:e: Morgan an4J1unt (2003). Reprinted by~rrnission of the authors. ,

How does the firm partner with its
, suppliers to co-develop resources?
How does the firm build a customer
focused culture?
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· complex resources such as organizational learning, organizational culture, strong brands, and
· other higher-order resources. In the third phase of the' model. students learn how market under
standing gained through market research. and concepts such as innovatiop, creativity, and design,
are integrated to create valued products. In the fourth phase, much of this same understanding, as
well as c;ompetencies in design of promotions. selling, distribution, and pricing strategies, are com
bined to achieve a desired new or modified position for products-another firm resoun:e. Finally,
students learn to maintain and protect resoun:es, including discussions ofrelationship management,
procurement strategies, legal responsibilities, and, of course, managing causal ambiguity.
. We have found R-A theory to be a superior theory for teaching strategy~ as well as for setting
the foundation for any marketing course. It not only provides a well-organized, continually ex
panded framework for discussing business, but focuses on superior customer value creation as
the ultimate goal.
.
Conclusion
Since its introduction in the marketing literature as a specific theory of competition (Hunt and
Morgan 1995) and its subsequent development as a general theory of competition (Hunt 2000b;
Hunt and Morgan 1997), R-A theory has been critically examined in multiple disciplines on
numerous occasions. Our initial hope was that R-A theory would both integrate and expand on
concepts developed earlier in a wide range of business and economics literatures and theories
including resource-based theory, competence-based strategy, relationship marketing, and evolu-·
tionary economics, to name a few. Our goal was to provide a superior explanation of the process
· ofhow firms compete and how such cQmpetition produces desired outcomes. To date, R-A theory
has withstood critical examination. A review of the contributions to knowledge of R-A theory, a
history of the process of developing the theory, an examination of the theory's foundations, and
an analysis of how R-A theory provides a theoretical grounding. for business and marketing strat
egy research and practice have been provided here.
Ultimatdy, the goal of business and marketing strategy for the firm is to achieve superior
financial performance by cost-effectively creating market offerings that provide exceptional value
for customers, thus leading to superior financial rewards for owners, managers, and employees of
those firms. While further critical examination ofR-A theory would strengthen the theory, raise
awareness, and further refine it, we encourage researchers to focus their attention also on how R
A theory, its structure, and its foundational premises ca:n be applied to the practice of business
and marketing strategy. We have initiated this process bere, discussing how R-A theory com
pares, contrasts, and extends customary approacbes to creating. evaluating, and executing strat
egy. R-A theory explains at the most fundamental level how relationship marketing and market
()rientation strategies can provide the fum with a superior approach to competition. R-A theory
also overcomes the shortcomings of "outward-looking:' industry-based strategy, while enhanc
ing and extending the usefulness ofnarrowly focused. "inward looking" theories of strategy, such
as the resource-based view and competence-based strategy. These types of efforts offer the p0
tential of providing the business and marketing strategy disciplines with a theoretical foundation
that can advance these relatively young fields.
Toward the goal of exploring how R-A theory can be applied to business and marketing strat
egy and research, this article also offers the R-A model of customer value creation. This R-A
model organizes the value-creating activities of the firm into a sequence of processes that are
informed by the rich, practical. evolutionary. disequilibrating resource focus ofR-A theory. We
have initiated the process of exploring the model by discussing the differential importance of
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various categories of resources and how one particular protective mechanism for competitive.
advantage-causal ambiguity-may be applied to the value-creation model to better under
stand strategy and its implications. We encourage others to critique, explore, and offer exten
sions to the model.
Marketing continues to offer a substantial contribution to the competition and strategy theory
discussion, and it has the potential to offer much more (Hunt and Lambe 2000). Marketing brings its
unique perspective of being outwardly focused on the market It also understands that fum re
sources, competences. and capabilities-expressed in, for example, innovative products and supe
rior distribution and promotional strategies-are needed to compete effectively. The importance of
fums', and theories about fums, being outward looking and inward looking simultaneously has
been an underlying and enduring tenet throughout the history ofR-A theory's development. It will
continue to be a truth that guides the research tradition's continuing evolution.
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Notes
1. The original model is in HUnt and Vite11 (1986). The version reproduced here is a revision from Hunt
and Vitell (1993). Discussions and tests of the model may be found in Hunt (1990), Hunt and Vasquez
Parraga (1993), Mayo and Marks (1990). Menguc (1997), Singhapakdi and Vitell (1990, 1991). Sparks and
Hunt (1998). and Vitell and Hunt (1990).
2. Etzioni (1988) refers to this view as "moderate deontology." Specifically. he argues that, rather than
abandon P-utility, socioeconomics should (1) draw on deontological ethics and (2) theorize that moral com
mitment is a separate source of valuation. Thus, he hypothesizes that behavior is codetermined by P-utility
and a moral conunitment based on deontological ethics. By moderating the P-utility thesis with deontological
ethics, argues Etzioni (1988. pp. 7, 8), socioeconomics can account for trust, which "is pivotal to the economy
•.• as, without it, currency will not be used, saving make$ no sense, and transaction costs rise precipitously,"
3. See Bergen, Dutta. and Walker (1992); Davis, Schoorman, and Donaldson (1997); Eisenhardt (1989);
and Perrow (1986) for reviews of agency theory.
4. However. Simon's (1979) "satisficing" differs fromR-A theory's concept ofsuperior financial perfor
mance. As Dickson (lm.p. 72) notes:

Note that this view [Dickson's view]of relentless cost management cannot be accommodated in the
satisficing model by simply assuming that the firm keeps raising its efficiency aspiration levels. A
firm is likely to change its aspiration levels. but they are still only minimum performance standards,
often linked to management and worker reward systems. Once its aspirations levels (performance
standard goals) are met, the firm that prefers more profits over less will not stop seeking ways of
reducing costs. Such motivation and behavior are antithetic to satisficing because the reality is that the
firm is never satisfied with its current performance.
5. Davis, Schoorman, and Donaldson (1997) discuss the differences between agency theory and stew
ardship theory prescriptions as to corporate governance. They develop a "prisoner's dilemma" scenario
concerning the "principal's choice" of either (1) acting opportunistically or (2) acting as a steward. Similar
choices are then developed for managers (see their Figure 4.1, p. 39). Among other things, they discuss the
costs of what are here called ethical code mismatches.
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